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Some people use miles on eight different airlines as if they 
were one. Are you one of them? 





It's a big world. You won't always fly the same airline. Isn't it nice to know 


that there's an alliance that lets you earn miles with your favourite frequent flyer programme, 


whichever member airline you fly? And redeem them on any of the others? 


Welcome to oneworld 
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Election hopes 


Sim—You assert that I have 
“dashed” the hopes of the people 
of Kosovo by “ruling out” elec- 
tions this.year (“War in the Bal- 
kans, again?’, March 24th). On 
the contrary, since assuming my 
post here ‘in January, I have said 
continuously that the United Na- 
tions Mission in Kosovo (UNMIK) 
and the Organisation for Security 
and Co-operation in Europe plan 
to hold elections as soon as possi- 
ble. This is still the case. 

Of course, the exact timing de- 
pends on the finalisation of the 
Legal Framework for Provisional 

_ Self-Government in Kosovo. This 
is progressing steadily and I am 
convinced that it will be possible 
to hold Kosovo-wide elections 
before the end of 2001. 

Hans HAEKKERUP 

Special representative of the 

UN secretary-general 
UNMIK 


Pristina 





Staff safety 


Sir—Benon Savan may well want 
to improve the safety of United 
Nations’ field staff, and it is ap- 
parent that up-country workers 
of the ngos and various aid 
agencies in Guinea are acutely 
aware of their vulnerability (“The 
dangers of trying to help”, March 
10th). There was, however, a spec- 
tacular lack of response to a re- 
cent proposal offering subsidised 
emergency and evacuation assis- 
tance from Guinea. The officials 
in Conakry responsible for for- 
mulating contingency plans ei- 
ther have a flawless scheme in 
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situ, or have adopted.an. “it will 
be all right on the night” attitude, 
which unfortunately has rarely 
been the case. 

A couple of the smaller Ncos 
have shown. concern for their 
personnel, but have found they 
are constrained by their funding 
agency from investing in inde- 
pendent escape planning. They 
have been confused as to 
whether the American embassy 
has any plans for recovering per- 
sonnel from outside the capital, 
and certainly have received no 
instructions on action to take in 
the event of an evacuation. If the 
uN has concerns about the safety 
of its personnel it should be ex- 
ploring all possible options. 
Conakry, 
Guinea Mike BORLACE 
E 





Panic measures 


Sir—It is disheartening to read of 
the panic measures various bu- 
reaucratic politicians are taking 
with cattle suspected of being in- 
fected with foot-and-mouth dis- 
ease (“Foot, mouth, farm, sub- 
sidy”, March 17th). In Kenya we 
suffer such outbreaks from time 
to time. When this happens, the 
farm, or farms, infected, and usu- 
ally the surrounding ones, are 
put in quarantine. In a month or 
two when the disease has sub- 
sided, quarantine is lifted and life 
returns to normal. This has been 
the worldwide treatment for 
more than 50 years. What has 
changed in the disease? | venture 
to say “nothing”, so why the 
thoughtless panic? No human 
can catch foot-and-mouth, let 
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alone suffer or die from it. 

We who have farmed cattle as 
well-as crops must despair of be- 
ing ruled by such petty-minded 
civil servants who may well have 
never visited a farm, let alone 
mucked out a stable. 

Nairobi H. STUTCHBURY 
oh m 





Short shrift 


Str—The successful Labor candi- 
date in the recent Australian by- 
election for the Queensland seat 
of Ryan was Leonie Short, not Bob 
Tucker (“In full swing”, March 
24th). Mr Tucker was the unsuc- 
cessful Liberal candidate. 

You correctly identified Prime 
Minister John Howard's new 
goods and services tax as having 
played a part in the Liberals’ loss 
of this seat. I believe it played a 
very large part, as the unneces- 
sary complexities and confusion 
associated with its implementa- 
tion are impacting not only the 
“small businessmen” to whom 
you refer but also others who 
were previously Mr Howard’s 
“core supporters” such as farmers 
and self-funded retirees. 
Collaroy Plateau, 

New South Wales Jonn HUGHES 
a a 





Zambian privatisation 


Sir—In your article on Zambia 
you say that “foreign donors 
cheered when 248 out of 280 
state-owned firms were priva- 
tised. But many of the companies 
were sold for a song to the gov- 
ernment's cronies” (“Glued to the 
throne”, March 17th). 

The Zambia Privatisation 
Agency is an autonomous agency 
of government. Transparency is 
enshrined through a number of 
provisions, including: 

e The zea board is structured in 
such a manner that it is very diffi- 
cult for one person or group to 
influence or manipulate its deci- 
sions. The board is private-sector- 
led, with only three out of the 12 
directors nominated by the gov- 
ernment. The chairman and vice- 
chairman must be chosen from 
the private-sector representatives. 
The nine private-sector members 
are nominated by the profes- 
sional institutions they represent. 
e Statutory reports are tabled be- 


reason for selecting winning bids. 
are gazetted in the government 
gazette. 

s Each company/unit is sold 

within the value range certified 

by an independent valuation un- 

dertaken by independent, expert 

business valuers (eg, Deloitte & 

Touche, Price Waterhouse, Coo-- 
pers & Lybrand—as was). 

e All sale transactions facilitated 

by the agency are undertaken by 

highly qualified, experienced and 

competent independent negotiat- 

ing teams appointed by the zea: 
board. 

Furthermore, politicians are 
treated on equal terms with any 
other bidder but must publicly 
declare their interest prior to bid- 
ding—a requirement that has led 
to a number of disqualifications. 
There have been several cases 
where bids by political leaders 
have failed due to stiff compe- 
tition from other bidders, or their 
own inability to raise necessary 
funding and only six units have 
been sold to politicians. Please 
note also that the co-operating 
partners have continued to sup- 
port the programme and have ex- ` 
pressed their satisfaction with the 
level of transparency. 

In light of the above, we chal- 
lenge you to provide your readers 
with transactions which have 
been sold to government “cro- 
nies” and which in your profes- 
sional judgment have been “sold 


for a song”. 
STUART CRUICKSHANK 
Chief executive 
Lusaka ZPA 
peo A soon ~M 





Post mortem 


Sır—Your article on St Louis poli- 
tics and voting scandals notes 
that “hundreds of registered vot- 
ers were turned away from poll- 
ing stations by staff using inaccu- 
rate records. So many outraged 
voters then swamped the courts 
that a judge ordered the polls to 
remain open until 1opm—until 
overruled by an appeals court” 
(“Mayor's nest”, March 3rd). 

You. did not report that one. 
factor influencing the appeals 
court decision was that the voter 
on whose behalf the suit va 
brought was found, perhaps not, 
surprisingly, to have died nearly ; 
year prior to the election. 
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Knowledge Ma 





McKinsey & Company is an international management consulting firm that advises 
leading companies in every industry sector on issues of strategy, technology, 
organization and operations. Our overall objective is to help our clients gain substantial 
and lasting improvement in their performance. Through rigorous, fact-based problem 
solving, supported by a global network of over 1,000 Knowledge Management 
professionals in 40 countries, we help to drive significant change. 


Building and sharing knowledge is deeply rooted in our culture and fundamental 
to our success. As a member of our Knowledge Management community, you will 
have an unparalleled opportunity to apply your specialized industry, functional or 
geographic knowledge - or your broader expertise in business research ~ to the 
complex issues facing our clients. Or your role may involve shaping a practice's 
knowledge agenda, capturing new insights, and building the infrastructure that 
Supports our client engagements. In all of these roles, you'll benefit from ongoing 
training and coaching, and real opportunities to grow as a professional. 
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Current office and practice-based openings include: 


Research Manager, Korea 

Practice Research Manager, European Financial Institutions Centre, Paris 
Research Analysts, Atlanta and Boston 

Practice Research Analysts, European Financial Institutions Centre - 
Banking/insurance, Brussels and Frankfurt 

Business Information Specialist, Atlanta 


>. 


* 














To learn more about Knowledge Management opportunities at McKinsey, 
please visit our web site. An equal opportunity employer. 


www.knowledgecareers.mckinsey.com 


McKinsey&Company 
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The African Development Bank is.the premi 
economic growth and social progress in Afric 


‘African Development Bank 


Americas. It is based in Abidjan, Côte d'Ivoire, West Africa. 
Nationals of member countries are invited to apply for the following positions. 


er pan-African development finance institution established in 1964 to foster 
a. The Bank is owned by.77 member states in Africa, Europe, Asia, and the 


` SENIOR ECONOMIC ADVISER (Grade: PL2-PL1) - CENTRAL OPERATIONS DEPARTMENT (Ref. VN ADB/01/035) 


Under the supervision of the Director, and as the intellectual leader and spokesperson in economic matters, the incumbent, will: provide 


expert advice to the Operations managers, including 
papers and problem-solving expertise to address them; provide expert le: 
strategies and operational policies, including assistance to the Country 
responsive to such strategies; lead and supervise the review, revision and update of sector policies, 
which affect Bank-wide operations, including norms, 


formats and criteria for document preparation within operations programs; 


the Vice President for Operations on economic issues and problems and develop issues 
adership and advice in the development and formulation of sector 
Departments in developing country strategy papers and products 


guidelines, strategy papers and procedures 
provide 


leadership advice in the development of professional standards. for sector staff; advise on staff development and provide input to the 


evaluation of staff and technical managers, represent t 
advise on the development and maintenance of systems and mechani 


he Bank at international meetings, symposia and. training programs on sector policies; 
sms to build the Bank’s global knowledge in the sector and in 


collaboration with other sector advisers and Country Departments ensure inter-sectoral linkages, consistent policies and strategies and 


treatment of issues across the Bank and create effective partners 


of the Bank’s practices and needs. 


Qualifications (including desirable skills, knowledge and experience): At least a post graduate degr 
least 8 years of relevant experience in project development and 
leadership position, including advisory capacity, competence in 


effectively in French and/or English, with good working knowledge of the other language. 


Applicants will be contacted only if they are under serio 
are requested and must be sent by 9 May 2001 tot 
nationality are requested. The President, ADB, reserves 


Division Manager 


Recruitment and Staff Development Division 


African Development Bank 


01 B.P. 1387 ABIDJAN 01 - COTE D'IVOIRE 


/or formulation of sector strategies 
the use of standard software applications; ability to communicate and write 


hip with external stakeholders as well as improve the quality and effectivencss 


ee in Economics or other related areas; at 
, at least 3 of which must have been in a 


us consideration. Applications with complete curriculum vitae in English and French 
he address indicated below. Detailed Curriculum Vitae showing date of birth and 
the right to appoint a candidate at one level below the advertised level of the post. 


FAX (225) 20-20-49-43 ADB Homepage: http://www.afdb.org - E-mail: recruit@afdb.org 





wortd. The Secretariat is at the heart of a growing and dynamic network, and offers an m 
posts with diverse professional backgrounds. The working language in GWP is English. G 


Global Water Partnership 


The Secretariat of GWP located in Stockholm, is hosted by the Swedish International Development Cooperation Agency 
ternational and rewarding working environment. 


at increasing water security. GWP now announces the following position within the Secretariat. 


Deputy to the 
Executive Secretary 


THE JOB 

* Manage day to day activities of the 
Secretariat. Deputize for the Executive 
Secretary. 

+ Assume responsibility for the overall 
managerial arrangements and monitoring 
of the Comprehensive Work Programme. 

+ Support and provide oversight to financial 
accounting operations. 

* Prepare, attend and follow up meetings 
with GWP Governance bodies. 

* Develop accurate membership servicing 
and administration. 

* Assist the Executive Secretary in staffing 
matters. 

e The duties include international travel. 


THE APPLICANT 

* At least 10 years of experience in 
management including project preparation, 
and management of programmes in 
developing countries. 

+ Experience in participatory approaches and 
alliance building, 

+ Working experience with major aid 
agencies and other international 
institutions. 

* Excellent written and verbal communication 
skills, especially in cross-cultural environment. 

* Strong planning and organisational skills 
and ability to prioritise and handle multiple 
tasks in a heavy workload environment. 

* Familiarity with water management issues. 

* Fluency in written and spoken English. 
Working knowledge in one more major 
language. 

» Effective computer skills. 





The Global Water Partnership { GWP) is an independent network facilitating exchange of 
knowledge, experience and the practice of integrated water resources management ( TW’RM), 

( Sida). It supports the GWP governance bodies and GWP regions around the 

It is headed by the Executive Secretary and has a total of 11 
WP will in the coming years work with a growing number of partners to facilitate programmes of action aiming 


General Information 


The position is offered for one year with 
possibility of renewal. International 
candidates will be offered UN employment 
conditions. Duty station Stockholm, Sweden. 


Application and CV in English shall be 
forwarded to Sida, Personnel Division, 
SE-105 25 Stockholm, Sweden, by 7 May 
9001 at the latest, marked with code 24/01. 
Applications can also be submitted by e-mail, 
regpeo@sida.se, or by fax: +46 8 698.54 65. 


For further information please contact 
Khalid Mohtadullah, GWP Executive 
Secretary, tel. +46 8 698.5773, 
e-mail: khalid.mohtadullah@sida.se 


For more information - inclusive complete Job Description - please visit our website: www.gwpforum.org 
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THE UNIVERSITY 
of LIVERPOOL 


VICE-CHANCELLOR 


Applications are invited for the post of Vice-Chancellor 
of the University of Liverpool to succeed Professor 
Philip Love CBE who is to retire with effect from 
31 August 2002. 


Interested individuals are invited to obtain full written 
particulars from the University’s appointed consultants, 
Saxton Bampfylde Hever ple, by telephoning 01233 214529 
(24 hours) not later than Friday 20 April 2001 
quoting reference GLIA/E. Alternatively they may 
e-mail GLIA@saxbam.co.uk with an e-mail address at 
which they can receive this information, 


The closing date for applications is Friday 27 April 2001. 


The University of Liverpool is an Equal Opportunities Employer. 
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ADVERTISED RECRUITMENT AND CONSULTANCY 
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BUSINESS ECONOMIST, PLANNING DIVISION - NH 


£28k + outstanding benefits 
Swindon 


Forward in our looking and innovative in our thinking, Nationwide 
continues to stay well ahead of the financial services game. In fact, it’s 
something we've always done. Not only were we the first to implement 
online banking, but we're more than used to receiving accolades, most 
recently the Lender of the Decade award. We have achieved all this 
through solid: planning and innovative strategic development. In short, 
by knowing what’s coming next in a highly competitive market. 

Put simply, you'll be a major influence on our business. Immediately 
you'll have a high level of responsibility and you'll be given scope to 
broaden your knowledge of our business and the environment in which 
it operates. Your role will be wide ranging and flexible, allowing you to 
build up a broad range of skills and experience. 


A sharp analytical thinker, you'll research our key competitors and 
markets. Your all round commercial understanding will enable you to 
step back from your analysis, highlight key trends and issues, bring them 
to the attention of the business areas and work with them to identify 
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You won't be recycling statistics, 
you'll be creating success 








OXFORD INSTITUTE FOR ENERGY STUDIES 










DIRECTOR 


The Board of Governors of OIES seeks nominations and applications for the 
directorship of the Institute. The current incumbent, Mr Robert Mabro, wishes to 
retire from the management and administrative duties of the post wher the new 
director takes office. 














Candidates must be academies or energy professionals of distinction with 
proven capacity to serve as chief research director and administrative officer of 
the Institute. Given the international character of the Institute, fluency in 
languages other than English is an additional asset. 

The Oxford Institute for Energy Studies was established in 1982 as an 
independent research organization by a group of governments and international 
organizations interested in energy policy, in association with the University of 
Oxford and three Colleges — Nuffield, St Antony's and St Catherine's. It is a 
registered educational charity under UK law. 











The objectives of the Institute are to undertake research on the social science 
aspects of significant international energy issues in a neutral and objective way 
and to publish and widely disseminate the results of this research. It seeks both 
academic excellence and relevance to the concerns of governments, industry'and — 
both producers and consumers of energy. 








The Institute operates in close association with two sister organizations - the 
Oxford Energy Policy Club (founded in 1976) and the Oxford Energy Seminar 
(founded in 1978). ; 














Further particulars may be obtained from the secretariat of the Institute. 
Nominations and applications should be sent by 4 May 2001 to: 

Mr lan Skeet, Company Secretary 

Oxford Institute for Energy Studies, 57 Woodstock Road, Oxford OX2 OPA 
tel O1865 311377 fax 01865 310527 
e-mail: sant0084 @ herald.ox.ac.uk 
Visit: hitp:/associnst.ox.ac uk/energy 
















Ga Nationwide 






the most appropriate: solutions. 






Of graduate (possibly even post graduate) calibre, you may have spent 
2-3 years in financial services or an economic consultancy, Whatever 
your background, you can count on building valuable relationships 
across our business, Naturally, this will lead to genuine career 
development opportunities in the future. 












Having achieved Investors in People, we believe in developing all our 
employees, both professionally and personally. We also offer an 
excellent salary and benefits package. including subsidised mortgage, 
bonus, pension scheme, private healthcare and relocation assistance, 
where needed. 








Please write with your CV and current salary details to: Caryl Budd, 
Personnel & Development Operations, Nationwide Building Society, 
Nationwide House, Pipers Way, Swindon SN38 2GN. 







Alternatively email: recruitment@nationwide.co.uk 





For more information visit our website at: 
www.nationwide.co.uk/recruitment 


Closing date: 27 April 2001 





Q 


INVESTOR IN FEOPLE 








Oxford Policy Management is looking for economists and related specialists for staff 
posts to contribute to our international consultancy activities in the following areas: 


international Trade: building the capacity. of developing and transition countries to 
p I | engage in trade negotiations and to undertake trade and associated economic 
one reforms. 


\ ANAG i \ i MI Rural and Natural Resource Policy: policy and institutional reform to reduce rural 
poverty and foster sustainable livelinoods. 


Oxford Policy Management 
provides consultancy 
services in support of public 


policy and organisational 
reform. Our clients include You will have a relevant higher degree and at least three years experience working in 


public and private sector an international context. Staff recruited at a more senior level will take a lead in 
organisations and developing and managing a portfolio of projects. Language skills (especially in French, 
international agencies. Spanish, Portuguese or Russian) are an advantage, as are skills in facilitation or 
organisational development. Information about OPM is available from our website or 

from Stephen Jones, Economic Policy Programme Manager. You should post your 

, application enclosing your curriculum vitae, or email it to recruitment@opml.co.uk. 

Oxford Policy Management Terms and conditions are competitive according to background and experience. 
6 St. Aldates Courtyard Flexible working arrangements may be available to the right candidate. Applications 


38 St. Aldates should reach us by 4 May 2001. 
Oxford OX1 1BN England 


Private Sector Policy: policy and institutional reform to encourage private 
investment. 


OPM is also seeking consultants to undertake short- and long-term assignments in the 


Tel: +44-1865-207300 above areas. Registration details are available from our website. 


Fax: +44-1865-250580 
Website: www.opmi.co.uk Oxford Policy Management is an equal opportunities employer 


An opportunity for... MOSMOR 


Canada is investing in world-class researchers. 


if you are a top researcher in your field, here is an opportunity to 
advance your career among world-class colleagues and gain access to top 
graduate students and state-of-the-art research facilities. The Government 
of Canada is investing $900 million to support the establishment of 
2,000 Canada Research Chairs in Canadian universities by 2005. 


Our plan is to maintain and augment the critical mass of researchers at 
Canadian universities in the natural sciences, engineering, health sciences, 
social sciences and humanities. 


Tier | Chairs have a seven-year renewable term and will be offered to 
researchers acknowledged to be leaders in their fields. Tier I] Chairs are 
five-year Chairs, renewable once, which will be offered to researchers who 
are acknowledged to have the potential to lead in their field. Canada 
Research Chairs are open to Canadians as well as non-Canadians. 


For program information and links to Canadian universities, 
visit the Canada Research Chairs Web site at www.chairs.gc.ca. 


als 
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CANADA RESEARCH CHAIRS Ca nada 
CHAIRES DE RECHERCHE DU CANADA i CALAC 
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it's no longer | 
a tangled.welb Ea 


A 
` 
No matter how many times we're told that the internet is the smart way to shop, -o È 
or every person buying online there are countless more bemused by the sheer ' “ 


scale and pace of the whole IT revolution. In Europe alone there are an 
estimated 123 million households to which the internet is a complete stranger. 


PeoplePC are changing this by providing an 


nspirational method to source the IT and internet In return, we offer an unbeatable 


combination of a friendly work 
environment, industry-leading 
remuneration including a stock options 


E-Commerce programme and unrivalled prospects. 
of our US organisation and changing the landscape of To apply, write to Gary Watkins, Head of 


Strategy Manager 0 e. And to make sure that we don't miss a trick Recruitment, Europe, PeoplePC, Drake 

£inspired + benefits we'd like to find an experienced e-commerce guru House, Homestead Road, Rickmansworth, 

Rickmansworth, Herts You'll have a wide knowledge of the Business to Consumer internet Hertfordshire WD3 1FW. Alternatively, 
market and a detailed understanding ’ ues that surround it email your CV to talent@peoplepchgq.com 


needs of a wide range of clients 


from individuals to glo 


corporations. Identified by the US magazine Red Herrir 


one of 50 companies most likely to change the world” our 


European operation is now following in the illustrious footsteps 


yuild on our existing reputation for customer se e, you'll Or to discover more, visit us at 


ntial role v ) the team that has www.peoplepc.co.uk 


c planning of our B2C operations. Almc ; coming 
No agencies please. 
e-commerce b nd, possibly telecoms, media 


yancial services a track record of su 


and the ambition, drive ce our t S 
r xible and positive approz ( > 


an incredible opportu 


Jur expenence 





























i 
Financial Services Group 
Our Corporate Center links the business groups of UBS Group and ensures that they operate coherently and 
effectively in the interest of shared success. UBS Group Policy & Research is looking for a | 
| 
+ . ~ . 
hd » 
Senior Economist 
| 
In this position you will conduct issue-based research on topics of strategic importance for UBS arising from 
macroeconomic policy and financial industry trends (e.g. asset gathering, financial privacy, new economy) 
You will derive business implications for UBS and co-operate with other Corporate Center units (e.g. Group 
Strategic Analysis) and business groups when required. You will enjoy the challenaes of speect writing for 
top management and giving presentations to internal and external audiences. We invite you to apply for this 
| > 
highly interesting position. You have a PhD in Economics or Master's Degree in Economics plus a proven 
track record of 2-3 years as a recognised professional in your field. Applicants are required to demonstrate 
sound experience in macro-economics or financial industry and policy analysis 
y This attractive position offers you ample opportunity for your professional and personal development withir 
UBS Group. You will be based in Zurich in an international and multicultural environment 
For further information please contact: Dr. Klaus Durrer, UBS AG Group Policy & Research, phone +41-1-234 56 42 








e-mail klaus.durrer@ubs.com 


Please send your application to: UBS AG Klaus Ruppert, P.O. Box CH-8098 Zurich, e-mail klaus.ruppert@ubsw.com 





















HEAD OF INFORMATION TECHNOLOGY 


rajevo, Bosnia and Herzegovina 
ist Tee” 8 
THE CHALLENGE 
‘This position offers a unique professional challenge for an IT specialist who wants to apply his/her 
technical expertise in the context of a dynamic international organization that is moving an 
important country along the process of integration into the new Europe. The Office of the High 
Representative (OHR) was established in 1995 to coordinate the implementation of the civilian 
aspects. of the General Framework Agreement for Peace in Bosnia and Herzegovina (BiH), and is 
the leading international institution in BiH paving the way for the country’s incorporation. into 
European structures, 


PURPOSE AND SCOPE OF POSITION 

As a member of the Administrative Management Division of the OHR, the Head of the Information 
Technology Section will advise the Head of the Division on corporate information management 
systems, telephony and satellite communications, and all aspects of installing and utilising 
corporate information management systems to capture, evaluate, and use data to guide and direct 
OHR programs. 


This information management approach will form an integral part of the OHR management strategy 
in the years ahead, and will provide support to OHR management initiatives to control programming 
operations in terms of expenditure, time frames, and authorised scope. The incumbent will interface 
with all levels of the Department's as well as the OHR’s management structures. 


The Head of IT Management will operate as the senior technical authority on Automated Data 
Processing (ADP) and Communication systems and applications within the OHR, and as such will 
be responsible for co-ordinating and directing such systems. He/she will also play a crucial role in 
developing a client oriented IT service network, maintaining contacts with domestic and 
international partner organizations and industry sources, and developing training programs to 
maintain the required level of IT expertise within the section. 


PROFESSIONAL REQUIREMENTS / QUALIFICATIONS 

e Ten years of relevant professional experience and up to date knowledge of 
IT/communications developments 

Bachelors degree in computer science / management information systems, or equivalent 
Proven supervisory, communication, and negotiation skills 

Previous professional exposure to international organisations desirable 

Excellent spoken and written English 

Working knowledge of MS-Exchange networks 


sae ee 


To apply please send detailed CV Gin English) with a one-page cover letter and references to 
the following: 


Director of Personnel 
Emerika Bluma 1, 71000 Sarajevo, Bosnia and Herzegovina 
Fax: +387 (0) 33 283 771 E-mail: application @ohr.int 
Please quote Reference No. 827/01 
Closing date for applications: April 20, 2001 


For a more detailed description of the above post, please visit the OHR website at www.ohr.int 





Aeeanenresnsenensenanee 


‘The Howard Hughes Medical Institute (HHMD), one of the world’s 
largest philanthropies devoted to biomedical research and science 
education, is seeking a Director of Communications to join our 
headquarters in Chevy Chase, MD. 


In this role, you will report directly to HHMI’s President and lead the 

development and administration of a comprehensive communication 

strategy and a program that promotes the Institutes scientific/educational 

objectives, activities, and achievements to specific constituencies, 

as well as the general public. You will direct HHMI’ print and electronic 

as program, manage HHMI’ public relations, and serve as a 
ey link to government officials in the Washington, DC area. 


Candidates are expected to have a Bachelor's degree (advanced degree(s) 
are desirable), at least 10 years of experience as a communications or public 
affairs professional in positions of increasing responsibility, at least 5 years 
of experience managing a large communications or PR staff, superior 
communication skills, and a proven ability as a strategic thinker/manager. 
A lively interest in biomedical science is essential, Gi: a scientific 
background or working knowledge of current biomedical research issues is 
highly desirable. Experience as a journalist and familiarity with the science 
press is also preferred. 





















Interested candidates should submit curriculum vitae no later than 
April 30, 2001. Send application materials to: Howard Hughes 
Medical Institute, Attn: Reid Knight, Director of Human 
Resources, 4000 Jones Bridge Road, Chevy Chase, MD 20815. 
E-mail: resumes@hhmi.org HHMI is an Equal Opportunity 
Employer. 








www.hhmi.org 


HHMI 


HOWARD HUGHES MEDICAL INSTITUTE 













































HEAD OF PROCUREMENT 
_ SECTION/CONTRACTING OFFICER 


High Repreeetave Sarajevo, Bosnia and Herzegovina 


THE CHALLENGE 

This position offers a distinct career challenge for a procurement professional who seeks the 
opportunity to apply his/her knowledge and skills in a uniquely stimulating international 
environment, The Office of the High Representative (OHR) was established in 1995 to coordinate 
the implementation ‘of the civilian aspects of the General Framework Agreement for Peace in 
Bosnia and Herzegovina (BiH), and is the leading international institution in BiH paving the way 
for the country’s incorporation into European structures. 


PURPOSE AND SCOPE OF POSITION 

As a member of the Administrative Management Division of the OHR, the Contracting Officer will 
be the main party responsible for all contracting issues related to procurement of goods and 
services within the organization. He/she will advise the Head of Division on contracting matters 
and draft contracts in cooperation with requesting department managers and the Legal Department. 




















The Contracting Officer will act as the Head of the Procurement Section, and will be responsible 
for the overall management of its operations and staff, as well as the prioritisation of procurement 
actions in view of the existing organisation needs. He/she will keep current on market 
developments, ensuring that the OHR is obtaining an optimal price/quality ratio and that its 
procurement strategies are aligned with logistic requirements. 









The Contracting Officer will take the lead in developing policies and procedures aimed at 
improving the transparency and quality of procurement activities, and will ensure that all 
procurement and tendering activities are done in compliance with OHR policies and regulations. 


PROFESSIONAL REQUIREMENTS / QUALIFICATIONS 

* Ten years of relevant professional experience in contracting and procurement 

* University / bachelors degree or higher in Business Administration, Law, Economics or 
equivalent. Proven negotiation, managerial, and analytical skills 

+ Previous professional exposure to international organisations and international 
procurement regulations 

* High degree of personal initiative and good inter-personal skills 

+ Sound legal knowledge 

* Excellent spoken and written English 

* Good computer skills (inclusive of MS-Word, MS-Excel. MS-Access an advantage) 





















To apply please send detailed CV (in English) with a one-page cover letter and references to 
the following: 


Director of Personnel 
Emerika Bluma 1, 71000 Sarajevo, Bosnia and Herzegovina 
Fax: +387 (0) 33 283 771 E-mail: application @ohrint 
Please quote Reference No. 828/01 
Closing date for applications: April 20, 2001 


For a more detailed description of the above post, please visit the OHR website.at www.ohr.int 







US. AGENCY FOR 
INTERNATIONAL DEVELOPMENT 


MISSION TO TANZANIA 
(USAID/Tanzania) 


SUBJECT: Solicitation for a Health Sector Advisor 


The United States Government, represented by the U.S. Agency for 
International Development (USAID) is seeking resumes (Standard Form SF- 
171’s or OF-612) from persons interested in entering into a Personal Services 
Contract services for a period of 2 years. 


The Health Sector Advisor will take the lead, working with other health team 
members, to manage and coordinate reproductive health, child survival and 
HIV/AIDS activities in the public sector under Strategic Objective One. This 
position involves a special focus on public sector health policy, efforts to 
decentralize and integrate public sector service delivery and helping to define 
the public sector and private sector partnership in the delivery of health serv- 
ices. Additionally, this position plays a strong role in donor coordination in 
the health sector and in managing USAID’s leadership role in the Donor 
Assistance Committee on HIV/AIDS. 


We encourage applications from experienced public health professionals who 
have skills and interest to work in Africa in public health policy and reform- 
ing health service delivery. 


For a detailed electronic Scope of Work, please contact the USAID/Tanzania 
Executive Officer. 


Any questions may be delivered to Dana Mansuri, Executive Officer, 
USAID/Tanzania, who may be reached at fax no: (255)-22-211-6559, or via 
e-mail to DMANSURI@USAID.GOV 


Offerors should retain for their records copies of all enclosures which accom- 
pany their proposals. 


Closing date for receipt of applications is 
April 30, 2001, 3:00pm local time. 














The Inter-American Development Bank, 


the largest regional multilateral development institution, based in Washington. DC, is 
now reviewing candidates for the position of: : 


ENVIRONMENT/INFRASTRUCTURE 
SPECIALIST 


PRINCIPAL FUNCTIONS: (i) Provide analysis and advice for environmental, 
technical, and operational aspects related to-transport and energy sectors in the regional 
countries, (HD) manage environmental and social issues related to project preparation 
and execution, including the interactions with affected populations and licensing 
authorities: (iti) conceptualize, design and prepare operations in these sectors, focusing 
on the development impact of the project, institutional capacity for executing the 
project, cost analysis, and benchmarks during execution; and (iv) carry out the 
technical analysis of transportation and energy projects, cost calculations, preparation 
of terms of reference and supervision of consulting services. 







































REQUIREMENTS: Education: Undergraduate degree in Civil Engineering and a 
Master's Degree or equivalent in Environmental Engineering or Sciences, (Ph.D. 
preferred), Experience: Minimum of ten years of relevant professional experience 
(international experience preferred) in the design, planning, and evaluation of 
transportation and/or energy projects, particularly the environmental aspects, and 
knowledge of the Latin American institutional framework for those sectors as well as 
of the implementation of international projects. Languages: Proficiency in either 
Spanish or Portuguese and English. 


Interested applicants should send cover letter and resume (in duplicate) by April 20, 
2001, including salary requirements and a list of three references, to: Inter-American 
Development Bank, Stop E0507; Code: NA-01/22-TE; 1300 New York Avenue 
NW, Washington, DC 20877 USA. 










As a reflection of its commitment to its borrowing member countries, the Bank may 
require staff to accept assignments in both country offices and headquarters. Only 
applications which best match the requirements of the position will be acknowledged. 
The IDB encourages gender equality in its hiring practices, 





U/www.iadb. 





REGIONAL DIRECTOR 








Population Council, a nonprofit international social science and 
biomedical reproductive health research organization, seeks an 
outstanding Social or Health Scientist to serve as Regional Director 
for Western and Central Africa. Regional Director is responsible for 
initiation, development and implementation of Council program 
activities, and for oversight of personnel, management and program 
matters in their geographic areas of responsibility. As senior staff of 
the organization, you will participate in program & policy deliberations 
of the Council as a whole. 


Requires: Doctoral-level or equivalent in a social or health science 
related to population; oral and written fluency in French and English; 
demonstrated experience in a leadership position responsible for the 
development, monitoring & financial management of programs in an 
international setting; ability to collaborate with research investigators 
from a variety of fields, particularly the social and health sciences; 
significant research &/or technical assistance experience in subjects 
related to population, reproductive health &/or HIV/AIDS. A record of 
publications in peer-reviewed journals desirable; proven ability to 
provide strong leadership and coordination across projects and 
programs; excellent communication (written, verbal, listening and 
presentation) skills; proven commitment to research quality and 
utilization of research results; prior experience and understanding of 
the African environment for research and services preferable; several 
years experience in a developing country context, especially in West 
Africa, highly desirable. 


Send resume & cover letter referencing Job #7/01 to: Mr. Darryl Lewis, 
Compensation and Recruitment Manager Population Council, One 
Dag Hammarskjold Plaza, New York, NY 10017; FAX: (212) 754-0963; 
EMAIL: jobs@popcouncil.org Complete job description at: 

www. popcouncil.org 


q Population Council ssw 
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UNITED NATIONS vf T NATIONS UNIES 
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The United Nations Secretariat is seeking a senior professional tor the following position: 
CHIEF OF BRANCH, D-1 

DIVISION FOR SOCIAL POLICY AND DEVELOPMENT 

DEPARTMENT OF ECONOMIC AND SOCIAL AFFAIRS 
Functions: Under the guidance of the Director of the Division, the incumbent directs, 
supervises, and undertakes work on the many aspects of social development identified 
at the World Summit for Social Development in 1995 and the 24th Special Session of 
the General Assembly on Social Development in 2000 as well as those contained in 
various decisions of the General Assembly, the Economic and Social Council and the 
Commission for Social Development; prepares and articulates technical cooperation 
strategy and sets priorities in the context of the above mandates; supervises, guides 
and fosters the development of professional, technical and administrative expertise of 
the staff of the Branch; collaborates within the Department and with agencies in the 
United Nations system in order to increase the effectiveness of technical cooperation 
projects; contributes to policy discourse on social and economic development: represents 
and promotes the work of the Branch through public speaking, writing and attendance 
at relevant meetings; and, makes recommendations to the Director of the Division on 
policy, administrative and operational matters of the Branch. 
QUALIFICATIONS: Advanced university degree in one of the social sciences with 
specialization in development matters required. Doctoral degree or equivalent is highly 
desirable. 15 years or more of professional experience nationally or internationally in 
technical assistance/policy development in socio-economic fields. Experience in 
negotiation in intergovernmental processes/experience at national level highly desirable. 
Professional expertise, ability to work independently, and leadership capacity are 
essential. Outstanding written and oral communication are critically essential for this post. 
Languages: Fluency in English or French with excellent drafting skills in English. 
Knowledge of other official: languages of the United Nations would be desirable. 
Deadline of Applications: 27 May 2001 
The position is based in New York. Preferences will be given to equally qualified 
women. The United Nations offers a competitive benefit package. (Please refer to 
our homepage www.un.org for more information). 
Detailed curriculum vitae, including date of birth and nationality, should be sent 
to: VA-01-S-ESA-001752-E-NY, Staffing Support Section, Office of Human 
Resources Management, Room S-2475, United Nations, New York, NY 10017. 
Fax No. 212-963-3134. E-mail Address: staffing@un.org 


Due to the volume of applications, all internal candidates and only those external 


candidates under serious consideration will be acknowledged. 
Y INTERNATIONAL FUND FOR 
AGRICULTURAL DEVELOPMENT (IFAD) 
yl Via del Serafico No. 107, 00142 Rome, Italy 









































Fax: +39 06 5043463, E-Mail: L.mclachlan@ifad.org 
seeks 


TECHNICAL ADVISER 
(Household Food Security and Gender Issues) P-5 


Duties and Responsibilities: Under the overall supervision of the 
Director, Technical Advisory Division, the adviser is to: 

* Provide advice and policy support in the areas of gender, household 
food security, community development and social equity in the context 
of IFAD's rural development projects. 

e Oversee technical review of IFAD projects to identify key socio- 
economic institutional, food security/nutrition issues. 

e Liaise with other institutions regarding social dimensions of rural 
poverty, represent IFAD at international fora and participate in the 
identification, design and implementation of projects as appropriate (this 
involves assorted missions). 















Qualifications and Experience: 

» Advanced university degree in rural sociology, anthropology or related 
socio-economic discipline. Minimum ten years of progressive experience 
in rural development work in developing countries. 

* Wide experience in policy and project management in various sectors 
of rural development (e.g. farming systems, institutional development, 
nutrition) preferably with knowledge of participatory approaches and 
formal/informal rural organisations. 

+ Good communication skills in English and French or Spanish. Working 
knowledge of either Arabic or Spanish/French would be desirable. 


Net Salary Range from USD 65 176 to USD 85 985 per annum plus 
post adjustment and United Nations benefits package. 


Please send aati to Personnel Division no later than 07 May 2001. 
For more details please visit our web site at www. ifad.org 















Only shortlisted candidates will receive an acknowledgement 
Applications from women candidates are particularly encouraged. 






ADVISORY CENTRE ON WTO LAW 
EXECUTIVE DIRECTOR 


The Advisory Centre on WTO Law will soon be established in Geneva as an 
independent intergovernmental organisation, following the entry Inte force shortly 
of the Agreement establishing it. At present there are 32 signatories: 9 developed 
countries, 22 developing countries and 1 economy in transition. Membership of the 
Centre remains open to all WTO Members. The Centre functions essentially as a law 
office specialised in WTO law, providing legal services and training exclusively to 
developing-country and economy-in-transition Members of the Centre and all Least 
Developed Countries. 


The Management Board of the Centre seeks applications for the post of Executive 
Director, Specific responsibilities include: recruitment of the staff; managing and 
supervising the other lawyers and support staff; representing the Centre externally; 
providing legal advice (in counselling and dispute settlement procedures); and 
development of training and internship programmes. 


Candidates should ideally have: an advanced university degree in law; at least 20 years 
of professional experience as a legal practitioner, including 15 years experience in 
international trade law; excellent knowledge of economic issues underlying WTO law; 
ability to work in 2 of the 3 WTO working languages including the ability to write 
accurately, concisely and quickly; excellent communication, presentation and teaching 
skills; ability to co-operate with others in a diverse international setting; proven ability 
to manage and stimulate professionals in a small team; demonstrated interest for the 
advancement of developing countries; and a demonstrated sense of public 
international service. 


The Centre intends to follow the conditions of service of the WTO Secretariat. The 
post is classified at grade 12 (D-2) and includes a full package of expatriate benefits. 
The contract including the definitive grade level and term of office shall be 
determined by the General Assembly upon a proposal by the Management Board, 


Interested candidates should send a detailed curriculum vitae to: 
The Management Board of the Advisory Centre on WTO Law 
Per address the Chairman of the Preparatory Committee 
Mr. O.Th. Genee, Permanent Mission of the Netherlands in Geneva 
Chemin des Anémones 11, 1219 Chatelaine (Geneva), Switzerland 
Fax:+41-22-7951525; E-mail: oth.genee@minbuza.ni 
Applications will be treated confidentially and should be received by 1 May 2001. 


HUMAN RIGHTS WATCH, the 


international monitoring and advocacy 

D organization, has openings for the 

eaen following two positions on its central 
a ~ management team: 


EXECUTIVE DIRECTOR, EUROPE AND 
CENTRAL ASIA DIVISION (NEW YORK OFFICE): 
The chief strategist, advisor and spokesperson for HRW's work on all of Europe and the 
former Soviet Union, he or she supervises a growing staff of 18 (some in regional field 
offices), Substantial experience in the region and fluency in one or more regional lan- 
guages (esp, Russian) required. 


EXECUTIVE DIRECTOR, WOMEN’S RIGHTS DIVISION 
(NEW YORK OFFICE OR WASHINGTON, D.C. OFFICE): 


The chief strategist, advisor and spokesperson for HRW's work around the world on the 
human rights of women, he or she supervises a growing staff of 9. Substantial experi- 
ence with women’s rights issues required. 


HUMAN 
BRIGHTS 


The divisional Executive Directors are responsible for planning and overseeing detailed 
research on human rights practices, the editing and publication of comprehensive and 
timely reports, and international advocacy initiatives designed to curb abuse, They repre- 
sent the organization before international press and broadcast media, meet with high- 
level officials, coordinate with allied organizations and local NGOs, take part in research 
and writing, and assist with fundraising. 


Req: Thorough knowledge of human rights issues and a commitment to promote human 
rights; demonstrated ability to lead a team of talented professionals in a fast-paced 
activist environment; sound political judgment; the abilities to think creatively and strate- 
gically, to articulate human rights issues effectively and persuasively, and to write, edit 
and speak fluently and forcefully in English. 


Competitive salary commensurate with experience; excellent employer-paid benefits. 


FOE. Apply by 5/15 with cover letter, resume, references, and two orginal writing samples 
(unedited by others) to: Human Rights Watch, Search Committee, 350 Fifth Avenue, 34th 
Floor, New York, NY 10118-3299. Fax: 736-1300; E-mail: hrwnyc@hrw.org 


SEE FULL TEXT OF THIS AND OTHER JOB POSTINGS ON OUR WEBSITE: WWW.HRW.ORG 


OSes 


The Organization for Security and Co-operation in Europe is engaged 
in early warning, crisis management, conflict prevention and post- 
conflict rehabilitation. The Secretariat based in Vienna is looking for 


Head of External Co-operation Section 


to support the Secretary General in the field of co-operation and 
interaction between the OSCE and its partners. Your role will be to 
plan, develop and implement strategies and policies for the 
enhancement of the external co-operation programme, to co-ordinate 
and supervise the preparation of the Secretary General’s Annual 
Reports, to organise OSCE seminars and conferences and to represent 
the OSCE Secretariat in meetings, seminars and conferences. 


Head, Information Technology Services 


Working under the direct supervision of the Director for Management 
and Finance, you will be responsible for the technical direction of the 
SCE Information System strategy and the design and structure of the 
‘E’s information systems, as well as for the planning, provision, 
administration and management of optimum Information Technology 
services. 


Both positions require an advanced university degree and a minimum of 
ten years experience. 

For further details on the above positions, please check our Website: 
http://www.osce.org 


You can apply online or send your application to: 
OSCE Personnel Unit, 
Kärntner Ring 5 ~ 7, A-1010 Vienna, Austria, 
or by fax: +43-1-514 36-96, 


OPPORTUNITY INTERNATIONAL NETWORK cer 
mee 


The Opportunity International Network is a global coalition of Christian- 
based organizations dedicated to helping those in poverty transform their 
lives through microenterprise finance. For over 30 years, we have been 
providing the poor with loans and other business services to help them 
break out of the cycle of poverty and lead fuller healthier lives. 


Together we have the potential to transform many lives. Join Opportunity 
International in our mission and commitment to a ‘triple bottom line’ of 
outreach to the poor, financial sustainability and transformation. 


CHIEF OPERATING OFFICER (COO) 


As the COO, you will be responsible for the daily operations of the global 
Network in accordance with its strategic plan. You will coordinate and 
oversee management of international staff and the promotion and 
development of internal communications and organizational design. You 
will manage the operational planning and budgetary processes and work to 
promote and maintain the Network corporate culture. You will need a 
minimum of seven years senior management or business development 
experience; international, cross-cultural work experience; and will have a 
proven ability to recruit and manage high-quality effective teams, and 
organizations undergoing significant and rapid change. 


SAVINGS AND INSURANCE SPECIALIST - AFRICA 


As a Savings and Insurance Specialist, you will be responsible for designing 
new and innovative savings and insurance products for micro 
entrepreneurs. You will work with several microfinance institutions located 
throughout Africa. You will need an advanced degree in finance and/or 
business; at feast five years experience in designing savings products and 
ideally, you will have worked in an international, cross-cultural setting. 


interested candidates should send cover letter and resume to: 


Laura Gates: recruiting@opportunity.org 
Fax: 630-282-7471 
PO Box 3695 Oak Brook, IL 60523 
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D O cto r The Executive Doctor of Management (EDM) 
tai Program in the Weatherhead School of Management 
at Gase Western Reserve University is different 
emen t from any PhD in Management program. 
the doctorate for 
pr acticl ng executives 

















> while : -time. Executive Doctor of Management Program 
May be comp let while working full-time Weatherhead School of Management 
> Is designed exclus Case Western Reserve University 











10900 Euclid Avenue 





















































be 3 PPR oe : x e aS f x Cleveland, OH 44106-7235 USA 
d » Builds on manag ywledge through an interdisciplinary curriculum. 
> Develops a global ctive on economic, social and political issues. Telephone: 216/368-1943 
> Integrates theory and p Fax: 216/368-4776 
I IST nguished faculty. E-mail: san2@po.cwru.edu 
DM ai mission criteria include a Master's degree, at least ten years of http://weatherhead.cwru.edu/edm 
senior management experience, and a commitment to development of self, 
organizations and society. Periodic on-campus residencies are required. 
ntact us for more information. 
Case Western Reserve University admits students of any race, religion, age, sex, 
" color, disability, sexual orientation, and national or ethnic origin. 
Government of Malta 
Ministry of Finance 
Freeport Privatisation Ad Hoc Committee 
2 LJ s J 
Privatisation of the Operations and Management of Malta Freeport 
The Government of Malta, Ministry of Finance intends to proceed with the privatisation of the operations and management of the Malta Freeport by way of the sale of up to 
100% of the share capital of Malta Freeport Terminals Limited. The Malta Freeport is one of the largest transshipment hubs in the Mediterranean and the principal container 
handling port in Malta; operating in both the domestic- container handling and transshipment businesses with an annual throughput of over one million TEUs. It is intended that 
prior to conclusion of the sale of the shares of Malta Freeport Terminals Limited, Malta Freeport Terminals Limited will be granted an exclusive 30-year license for the operation 
W of the Malta Freeport, with a right of first-refusal to renew the license on the agreed terms thereafter. 
For this purpose the Ministry of Finance, assisted: bya consortium led by Credit Suisse First Boston ( Europe) Limited as its exclusive Financial Advisor, is seeking indications 
of interest in the acquisition of up to 100% of the share capital of Malta Freeport Terminals Limited. 
Interested parties will be required to satisfy: the following pre-qualification tests: 
(i) Minimum consolidated tumover of €100 million or equivalent; or 
(ii) Appropriate port operations experience (to be demonstrated either through port operationsunder management of a minimum of 500,000 TEUs throughput per annum in any 
of the last three years or through other appropriate credentials). 
Subsequent to successful pre-qualification and execution of a confidentiality agreement, interested parties will be provided with an information package providing detailed 
information on Malta Freeport Terminals Limited, Malta Freeport and the selection process on the basis of which preliminary offers will be solicited. 
The closing date for receipt of expressions of interest is 23 April, 2001 and preliminary offers will be required by 21 May, 2001. 
Expressions of interest, with appropriate supporting documentation evidencing compliance with the pre-qualification requirements outlined above, should be addressed to: 
3 Credit Suisse First Boston (Europe) Limited 
One Cabot Square 
London E14 4QJ 
United Kingdom 





Attention: Thomas Lindberg (Tel: +44 20 7888 1756) or Chris McAuliffe (Tel: +65 212 3234) 
Facsimile: +44 20 7943 2356 E-Mail: thomas.lindberg@csfb.com or chris.mcauliffe@csfb.com 





‘The Government of Malta reserves the right to exclude or include any bidder, to vary or terminate the privatisation process and to accept or reject any offer at its sole discretion 
atany time. 
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Seeing red 


F AMERICA and China had wanted to test 

how their relations might play out as self- 
confessed “strategic competitors” rather than 
once-billed “strategic partners”, neither 
would have chosen to do it now, just days be- 
fore America is to decide what new weapons 
it will sell to Taiwan, which China claims as 
its own. Barely two weeks ago George Bush 
and China’s foreign-policy mandarin, Qian 
Qichen, were stressing their determination to 
manage one of the world’s most sensitive 
relationships as carefully as their differ- 
ences—over human rights and missile de- 
fences, as well as Taiwan and much else— 
would allow. But the collision between a Chi- 
nese fighter and a lumbering, unarmed American spy plane 
over what everyone but China regards as international waters 
could put paid to that. The incident may have started as an 
accident, but now—with the situation far from resolved as 
The Economist went to press—its handling must be assumed 
to be deliberate. So far, China is failing the test. 

It was probably always expecting too much to think that 
the Chinese would do what Mr Bush asked and return imme- 
diately both the crew of 24 Americans and their aircraft, 
which had been forced to make an emergency landing on 
China’s Hainan island. Nothing in bureaucratic China, espe- 
cially when it involves foreigners, gets sorted out quickly and, 
to be fair, it is hard to imagine the Americans sending back a 
spy plane by return had they been the recipients. Yet here was 
a—literally, heaven-sent—chance for China to improve 
prickly relations with America at a super-sensitive moment. 

Instead, China’s slowness in dealing with the plane and 
crew, plus the shrill tone of its officials, starts to look more 
and more like a deliberate attempt to pick a fight with Amer- 
ica. The authorities have not so far been busing in students to 
hurl stones at the American embassy, as they did after NATO’s 
mistaken bombing of the Chinese embassy in Belgrade in 
1999. But Chinese officials have—implausibly—insisted that 
America is all to blame, demanded a formal apology and, 
most dangerously, implied that they may hold on to the air- 
crew, pending “investigations”. 

So what is China playing at? Odd as it may seem, given 
that China is a Communist country, one problem for its lead- 
ers is public opinion. Although some American China- 
watchers have been wringing their hands at Mr Bush’s—more 
realistic—talk of China as a competitor and potential rival 
rather than a partner, China’s state-controlled media have for 
some time been lambasting America, not just as a rival to 
China’s growing regional ambitions, but as enemy-in-chief. 
Having spouted such cold-warlike rhetoric, China’s leaders 
have left themselves less room for manoeuvre in an unex- 
pected tight spot than some of them might now wish. 
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All the more so at a time when China’s el- 
derly bosses are trying to parcel out influence 
among their protégés ahead of next year's 
party congress, when power is to be passed to 
some less antique officials. The Chinese peo- 
ple have no say over this succession struggle, 
but China’s generals have plenty. Still smart- 
ing over the Belgrade bombing, fearful that 
America’s plans for missile defences could 
undermine China’s small (though growing) 
nuclear arsenal and deeply resentful of the 
protective American arm around Taiwan, 
they may well be tempted to try to use the 
aircraft incident to strengthen their bargain- 
ing hand—especially over arms sales to Tai- 
wan. China's president, Jiang Zemin, who needs military sup- 
port in his political battles, may be loth to stop them. 

That would be folly indeed. Any whiff of a threat to hold 
the aircrew “hostage” in an attempt to influence Mr Bush’s 
decision over arms sales would backfire disastrously. So far 
America has insisted, rightly, that the two issues should be 
dealt with separately. If China now provocatively links them, 
Mr Bush will come under extreme congressional pressure to 
sell Taiwan the ultra-sophisticated weapons, including war- 
ships with state-of-the-art Aegis battle-management radar 
systems, that China’s leaders have been lobbying so hard 
against. Moreover, the sort of constructive dialogue on a wide 
range of issues that the leaders of both countries claim they 
want would be off before it had started. 


So much to lose 


For once, rather than starting out by insisting that for China 
to save face and “win”, everyone else must lose, China would 
have done better to reflect on the stake it has in its broader re- 
lations with America. Bilateral trade last year was worth at 
least $75 billion, the vast surplus of it in China’s favour. China 
is hoping to capitalise on American business interest in its 
economy to secure more flexible terms for its entry into the 
World Trade Organisation, to drum up support to counter 
congressional criticism of its poor human-rights record, and 
to win backing to bring the 2008 Olympics to Beijing. 

China also wants more consultation with America over its 
plans for missile defences and their implications for Taiwan. 
Until now, Mr Bush has been careful to say that any defences 
he may propose will aim to counter any missile threats posed 
by such countries as Iran, Iraq or North Korea, not undermine 
China’s nuclear deterrent. His officials have also pointed out 
that, although America is opposed to the use of force to settle 
the issue of the renegade province, it does not support an in- 
dependent Taiwan. There is the basis here for a constructive 
dialogue, if a difficult one. But does China want it? 

a 
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Rage over global warming 


The Kyoto agreement was flawed—but the Bush administration 


must heed the case for action on greenhouse gases 


ANY Americans would have been startled to see the 

way Europe's press covered last week’s statements from 
the Bush administration about the Kyoto agreement on global 
warming. When Christie Whitman, head of the Environmen- 
tal Protection Agency, said that the agreement was “effec- 
tively dead”, they might have supposed she was stating the 
obvious—given George Bush’s opposition to the treaty 
throughout his election campaign, and the fact that the Senate 
(which would have had to ratify it before it could take effect) 
passed a resolution denouncing the plan by an adequate 
margin of 95-0. Yet the remark, and later amplifications, were 
greeted abroad with astonishment and outrage. 

One fairly serious British newspaper devoted most of its 
front page to the story. A photograph of the president, caught 
in a moment when his expression resembled that of a rabid 
dog, was surmounted by the headline, “George Bush, Polluter 
of the Free World”. This was not typical, however: most pa- 
pers in Britain and around the world could not sustain that 
degree of analytical detachment. Most were really angry. 

Perhaps they were right to be—even if they were wrong to 
be surprised. It took years to come up with the Kyoto targets 
for reductions in greenhouse gases. The Clinton administra- 
tion took part in all good faith; the treaty was duly signed. 
That hard work is to be thrown away, at horrible cost to the 
environment, to gratify the new president’s contempt for 
environmental concerns, to feed America’s gluttonous appe- 
tite for energy, and to hell with the consequences. Is this not a 
fair summary of the position? 

Far from it. America had two good reasons to reject the 
Kyoto accord as it stands. One is that the target to which Mr 
Clinton committed the United States—a reduction in green- 
house-gas emissions by the end of this decade of 7% below a 
1990 benchmark—was almost literally unachievable when 
the deal was done, and is even more clearly so now. Today, 
the target implies a cut in emissions of maybe 30%, relative to 





trend, in less than ten years: it could not be done except at ru- 
inous cost, and perhaps not even then. 

Second, the approach of the existing agreement—abrupt 
reductions in emissions in the short term, and no commit- 
ments yet agreed for more distant years—is not well suited to 
the challenge of global warming. Better would be a longer- 
term plan, based on milder reductions at the start followed 
by more demanding targets farther out—targets that encom- 
pass, in that more distant future, the developing countries 
that will eventually be big contributors to the problem. This 
extended profile is important. It allows flexibility in respond- 
ing to changes in the science of global warming. It also allows 
firms to switch to processes that economise on emissions of 
greenhouse gases as existing technologies wear out, rather 
than obliging them to scrap equipment before its time. The 
difference this makes in lower costs is enormous; the differ- 
ence it makes to eventual abatement of the stock of green- 
house gases is zero. Indeed, because this route is easier, it is 
more likely to be followed; it is more likely, that is, to succeed. 


Constructive engagement 


Will Mr Bush propose changes of this kind to the Kyoto 
framework, or simply walk away? If the latter, foreigners’ rage 
will begin to be justified. Contrary to what Mr Bush and some 
advisers have said in recent days, a firm scientific consensus 
now holds that man-made global warming is a problem 
which must be addressed. In this, America’s participation will 
be vital, and its leadership most desirable. The Kyoto process 
does need to be reformed—something that European intran- 
sigence, in large measure, has prevented up to now—or else a 
new approach must be proposed to take its place (see page 
73). Mr Bush needs to champion one or other alternative. 

For America to withdraw its attention from the issue alto- 
gether would be inexcusable. Its rejection of the Kyoto targets 
in their present form is not merely excusable, it is right. 





Milosevic's trial 


It should be for war crimes, before the Hague court, whatever 


charges he may also face in Yugoslavia 


F HISTORY is made by men, and not just ineluctable forces, 

then Slobodan Milosevic can claim a starring role. No single 
person has done as much to shape the history of the Balkans 
in the past dozen years, and no single person has as much to 
answer for in the court of historical judgment. The verdict of 
history, however, is too remote for those affected by his ac- 
tions. They want, and deserve, justice. In itself, the arrest of 
Mr Milosevic last Sunday, welcome though it is, will bring at 
best only partial justice. The charges he faces in Yugoslavia— 
misuse of power, corruption and perhaps incitement of oth- 
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ers to resist his arrest—concern not much more than the epi- 
phenomena of his rule. The graver accusations of war crimes 
that so many people want to see him answer appear on the 
charge sheet only of the international court in The Hague. 
That is the court that should try him next. 

Not all Yugoslavs agree. Vojislav Kostunica, the man who 
succeeded Mr Milosevic as president of Yugoslavia, strongly 
opposes any suggestion that his predecessor should be sent to 
The Hague, and since he is a long-standing democrat in a not 
very democratic part of the world, his views deserve a hear- 
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ing. Mr Kostunica says the Hague court is a political affair, bi- 
ased against Serbs, and of dubious legitimacy. Moreover, Ser- 
bia, he says, is politically fragile. It needs time to form its own 
democratic habits and establish the rule of law. It does not 
need chivvying from outsiders. Implicitly, he seems to say, 
“Leave us alone while we deal with our tyrant our way.” 

In truth, the Hague court looks remarkably unbiased. True, 
it has not pursued any naro leaders for their part in the Ko- 
sovo campaign two years ago, but though the legality of 
NATO's action always looked questionable, few international 
lawyers believe that it merited war-crimes charges. The court 
is, however, investigating possible atrocities committed by 
the Kosovo Liberation Army. And it has successfully prose- 
cuted both Croats and Muslims, as well as Serbs, for crimes in 
the earlier, Bosnian war. The tribunal, like its counterpart for 
Rwanda, is emphatically not a victors’ court. It was set up by 
the uN Security Council and its chief prosecutor, Carla Del 
Ponte, is a Swiss. In short, Mr Kostunica has no good reason to 
believe Mr Milosevic would not get a fair trial. 

The president's argument that the Yugoslavs should be left 
to deal with Mr Milosevic in their own way is just as flawed. 
Yugoslavia is indeed a fragile polity. It has taken American 
prodding, coupled with the threat of withholding aid, to bring 
about the arrest of Mr Milosevic. So there is every reason to 
wonder whether the Yugoslavs have the capacity, either po- 
litical or judicial, now to mount a proper trial of Mr Milosevic. 
That, however, is an argument for someone else doing it. 

The worry is that, even if war-crimes charges were 
brought against Mr Milosevic by the Yugoslavs—and there is 
still no sign of that happening—the trial would be inade- 
quate. The charges would probably not be the ones that peo- 
ple outside Yugoslavia believe should be brought, and the 
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protection of witnesses would present formidable difficulties. 
Meanwhile, Croats and Bosnian Muslims might reasonably 
object that their co-operation with the Hague court was not 
being matched by the Serbs. And the court itself would be 
vulnerable to the criticism that it was pursuing small fry 
while the biggest fish had escaped it. 

Natural justice demands that those ultimately responsible 
should stand trial for any crimes committed, however will- 
ingly, at their behest. That, incidentally, suggests that Milan 
Milutinovic, the current president of Serbia, should also be 
sent to The Hague; like Mr Milosevic, he has been charged by 
the court with killing 340 ethnic Albanians and expelling 
740,000 others. But natural justice is not the only reason for a 
trial. Unless the history-makers are put in court and made to 
answer for their actions, it will be difficult to establish not just 
who was responsible for what, but how it all came about. 


And the water in which the big fish swim 


At present most Serbs, for all their welcome readiness to seek 
a more democratic future, still see themselves as victims and 
remain unwilling to confront their complicity in Mr Milos- 
evic’s appalling rule. Yet the enormities of the 1990s were not 
the work of one man alone, however great his responsibility. 
If the Balkans are ever to achieve any kind of harmony (see 
pages 25-28), Serbia needs to go through something akin to the 
denazification that took place in Germany after the second 
world war, and Serbs need to recognise, with honesty, their 
part in the horrors. After all, it was only last September that 
two Serb voters in five gave their support to the man so many 
now revile. A trial is certainly needed, for the sake both of jus- 
tice and of the hope that history will never be repeated. But it 
must be a trial before the Hague court. 





The Middle East’s angry men 


Ariel Sharon promised that he would not talk to the Palestinian leaders until they had 
called off their uprising. Fortunately, he may be having second thoughts 


N RECENT weeks, the Israeli government and the Palestin- 
ian Authority, guided by no discernible policy, have ap- 
peared to be racing towards disaster. Now they are talking. 
That is the very minimum needed if the threat of even more 
violent confrontation is to be lifted from the Middle East. 
Ariel Sharon was elected Israel’s prime minister in Febru- 
ary on the double promise that he would make his people 
safer, and would not talk to the Palestinians until they were. 
With strong support for this stand, his army set about bring- 
ing the Palestinian leaders to heel by means that included 
bombing from helicopters, shelling from tanks, kidnapping 
senior security men and killing suspected terrorists. Unre- 
markably, the uprising continued, and caused Israel pain: in 
the month since Mr Sharon took office, soldiers, settlers and 
children have been killed by Palestinian gunfire and suicide- 
bombers. Recognising reality, and under quiet pressure from 
America, the prime minister has been obliged to start rethink- 
ing the second half of his promise. This week, Shimon Peres, 
Israel’s foreign minister, met two senior Palestinians in Ath- 
ens, and top security men had a get-together in Israel, though 
the firing continued on the Palestinians’ return journey. 





What are they talking about? At this stage, the Palestinians 
are probably even shorter of road maps than the Israelis. All 
they know is what they will not do, which is meekly to give 
up. Yet the six-month intifada, an uprising that started al- 
most accidentally after demonstrators outside al-Aqsa 
mosque in Jerusalem were killed by the Israeli army, never 
had the spontaneous, widespread support of the earlier 
uprising in the late 1980s. To any objective observer, the pain it 
has caused the Palestinians—nearly 400 people killed, a stif- 
ling siege economy—vastly outweighs anything the protests 
can be said to have achieved. 

The intifada’s leaders, mainly members of Yasser Arafat's 
Fatah movement, have set their sights, and their guns, at the 
army-protected settlers who compete for the hills and valleys 
that may one day be a Palestinian state.They want to demon- 
strate to Israelis that a quiet life is not compatible with the set- 
tlements’ unceasing expansion, and the restrictions and fears 
this means for Palestinians who live nearby. And though they 
may well fail in this aim, they will not easily be pummelled or 
punished into submission. 

Nor are they in any mood to reject Mr Arafat, who is now 








~~ over-generous offer back in his face, the wily double-dealer 


~ who. refuses to rein in his gunmen. Some Israelis are even 


_ suggesting that Mr Arafat’s departure has become the neces- 
sary precondition for any sort of accord. Indeed, his demon- 
_-}sation has begun to match that of Saddam Hussein. 
~ West Bankers and Gazans do not care much for Mr Arafat 
either. Even with all the disadvantages of Israels over- 
lordship, he is not a good president of his bits and bobs of ter- 
~ ritory: he travels round the world to meet important people 
while his administration grows fat on corruption. No doubt, 
when Palestine eventually becomes an independent country, 
its people will choose a new, more democratic president. But 
<- Mr Arafat’s genius has been to survive as a resistance leader 
who, against all odds, keeps resistance alive. And, these days, 
it is as a resistance leader that the Palestinians, within the oc- 
cupied territories and outside, look up to him. 
The one conclusion that seems indisputable is that the 
situation will worsen unless the Israelis and Palestinians can 
i talk their way out of their blood-stained cul-de-sac. For the 


the man Israelis love to hate (see page 51). He is widely seen as 
--villain-in-chief, the stubborn myope who flung Ehud Barak's 


violence, on both sides, to come to an end, negotiation has not 


only to be started but steadily pursued. Moreover, it has to go 
well beyond Israel’s simple desire to instruct Mr Arafat to call 
off the uprising and start rearresting suspected terrorists. On 
the other hand, it cannot be over-ambitious: although the 
Palestinians still speak in terms of a permanent settlement, all 
hope of settling those intractable “final issues” has, for now, 
evaporated. The aim, at this stage, should be the more mod- 
est, but still immensely difficult, one of a relatively decent, rel- 
atively long-term, modus vivendi. 


Time for warrior and guerrilla to trade 


The talks need not be formal. But, under some guise or other, 
the old warrior, Mr Sharon, has to talk to the old guerrilla 
leader, Mr Arafat. Certainly, Mr Arafat has to call off his gun- 
men, and restrain Islamist terrorists. But to win the relative 
quiet and security they crave, the Israelis too have to contrib- 
ute to peace. Could Mr Sharon, in return for full security co- 
operation, promise a further withdrawal in the West Bank 
and a freezing of settlement expansion? It would be dread- 
fully hard for him, but he should. And perhaps he could. 





Managing the downturn 


The real test of a company’s strength is how it handles bad times 


OST corporate managers in the United States doubtless 

feel that living through the longest economic upswing 
ever experienced was fun while it lasted. Certainly, it was 
more enjoyable than what is now following: a long, maybe 
very long, period of retrenchment. Launching new products, 
opening new offices and hiring new staff can be hard work, 
but it is much more pleasant than hacking and sacking. Yet 
the way that a company deals with a downturn is not only 
the best proof of its bosses’ mettle; it may also determine how 
well a business does when things improve. 

One problem is that the sheer length of the upswing 
means that most of today’s chief executives were, at best, 
middle managers last time around. Indeed, some of today’s 
most high-profile companies (Cisco Systems, Vodafone, aot) 
are essentially children of the good years. Unlike executives 
running many European companies in the 1990s, their man- 
agers have known nothing but growth. Almost no executives 
who are under the age of 40 have any first-hand experience 
of what it is like to manage through the downswing in the 
business cycle. And, given that the fastest-growing businesses 
have tended to have young talent at the top, this bodes ill. 

Of course, many of the skills needed on the way up are 
valuable on the way down too. A company that is badly run 
in boom times will not do any better in a slump. But some of 
the chief executives who were lionised over the past couple of 
years now look decidedly tarnished. Such pin-ups of the 
business magazines as Jeff Bezos of Amazon, Carly Fiorina of 
Hewlett-Packard or Michael Armstrong of arar have lost 
much of their credibility as their share prices have tanked. 
Who now lauds Hong Kong’s Richard Li, of Pacific Century 
Cyberworks, or Japan’s Masayoshi Son, of Softbank? 

What such bosses are finding is that steering a company 
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through bad times is simply a lot harder than managing in a 
boom (see page 65). The reason is that growth hides a multi- 
tude of mistakes. Who, a year ago, asked searching questions 
about the earnings (or lack of them) at any business with an 
“e” at the start of its name? Make a dud acquisition and, in 
good times, some sucker will pay handsomely to take it off 
your hands; make a few bad hires and most will soon leave 
for other jobs. It does not work like this in a recession, when 
strategic moves that looked brilliantly bold can suddenly 
seem fearfully foolish. In a downturn, managers need to be 
warier of risk, knowing that one mistake can be a killer. 

Because a downturn is less forgiving than a boom, it will 
test managers’ comfortable assumptions. Does outsourcing 
really give flexibility, for instance, or does it trap a company 
in a contract that is harder to break than it would be to shed 
homegrown labour? A downturn also forces companies to 
make tough choices that are easy to postpone when the sun is 
shining. Unprofitable plants are put out of their misery; un- 
successful products jettisoned. Britain’s Marks and Spencer 
has decided at long last to shut its barely profitable European 
stores and sell Brooks Bros in the United States; Sweden’s Er- 
icsson has decided to get out of making mobile-telephone 
handsets and subcontract the work instead. 

The balance is hard to strike, though. In the coming 


months, managers will need to make plenty of such harsh de-- Y 


cisions, but without jeopardising the potential for future 
growth. Companies often go for quick savings by cutting re- 
search or training. In fact, such spending takes time to build 
up. The more they cut now, the longer they will suffer. 
Downturns may be harder for managers, but they bring 
benefits too. Those will go mainly to companies that did not 
overextend themselves during the boom. The temptation to 
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_ splurge on a new venture or technology is always greatest 
-when a boom is peaking; and the dotcom mania provided 
-lots of opportunities to indulge. The companies that resisted 
-the lure will now be financially strong enough to pick up the 
bargains that always appear when markets collapse. Watch to 
-see which companies buy those hideously expensive licences 
. for third-generation mobile-telephone services when some of 

their original purchasers flounder. 





Opportunity knocks 


_. Some of the bargains will be human. A recession tips the bal- 
ance between employer and employee in the company’s fa- 
~~ vour. Hiring and keeping good people is easier when new 
jobs are scarce. So a temporary truce breaks out in the war for 
«> talent—although battle will recommence the moment the 








economy picks up. This will be a good year for confident 


- companies to invest in an armoury of high-quality staff. 


There will be bargains, too, in unwanted plant. The flip- 
side of America’s overinvestment in the past few years will be 
plenty of secondhand servers and underused cable capacity 
for solvent businesses to snap up at rock-bottom prices. 
When the good times return, those low prices will powerfully 
stimulate demand. 

The companies that can afford to take advantage of these 
opportunities will be wonderfully placed to take advantage of 
the recovery. The periods when companies can make serious 
money tend to be brief, and it takes a quick and flexible re- 
sponse to make the most of them. Managing in an upturn is 
relatively easy. What really determines a company’s long- 
term strength will be the way it copes when the rain begins. 
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Goodbye, soft money 


HEN the United States Senate passes the boldest cam- 

paign-finance reform for 27 years, it would be churlish 
not to celebrate. All is not signed and sealed—the House 
promises a fight, and George Bush may exercise his veto—but 
hats off, all the same. Well done to Senators John McCain and 
Russ Feingold, who had failed four times in five years to get 
this far, but never stopped trying. Well done, too, to those 
senators who managed to repent of their past sins and take 
the steep path of self-restraint—at least until their legal advis- 
ers have worked out how they can get round it. 

McCain-Feingold does four things. First, it bans “soft 
money”, the unregulated donations made ostensibly to politi- 
cal parties but, in fact, disbursed to candidates, which ac- 
counted for nearly $500m in the last election cycle. Second, it 
restricts the use before elections of “issue ads”, again suppos- 
edly generic but, in fact, helpful to specific candidates. Third, 
it raises the limit on individual contributions to candidates 
(“hard money”) from $1,000 to $2,000 a year, to make up for 
the soft-money opportunities they have lost; and, lastly, it re- 
quires television broadcasters to offer candidates cheaper 
rates for their campaign commercials. 

All this is good. But alas, it also looks like a wall of sand 
against an incoming tide. Already, it seems clear that the ban 
on soft-money contributions to the parties will hugely 
strengthen those villains of the past, the political action com- 
mittees (racs), which bundle together hard-money donations 
on behalf of special interests such as tree-huggers and gun- 
owners. If McCain-Feingold runs into trouble in the House, as 
looks likely, it will be because its opponents are playing the 
pac card, and with some cause. 








Cutting the demand side 


The painful fact is that nothing will keep money, galumptious 
amounts of it, from pouring through America’s elections. Peo- 
ple want to help the politicians whose ideas they approve of. 
More venally, they also want to help the men and women 
who might do them favours if elected. The urge is as old as 
sex, and almost as much fun for its practitioners. McCain- 





McCain-Feingold is a good start. Now, please, do even better 











Feingold gets rid of some of the most blatant devices, and that 
is well worth doing. But as Mr McCain himself often ac- 
knowledges, curbs on giving money are bound to fail. As with 
sex, people will only dream all the more about doing it. 

Tackling the supply side, in short, is not the best answer. A 
bolder idea would be to forget that altogether. Abolish all re- .. 
strictions on any sort of giving, by individuals or by groups; 
simply insist that the world knows who made the contribu- 
tion, and to whom. By all means let Gusher Oil Inc give $1m to 
Senator Spigot’s re-election campaign, but publish the fact; 
and then, when Senator Spigot votes down a petrol tax, let 
voters draw their own conclusions. 

Concentrate instead on demand. America’s campaign- 
finance system is a runaway money-train not because people 
give money, but because candidates demand it. They can 
never get enough; most of them start campaigning for re- 
election the moment they arrive in Washington. If campaigns 
cost less, supply would shrink accordingly. ° A 

Two reforms would help here. First, bring in public fund- 
ing for candidates who are willing to forgo private contribu- 
tions. America has never liked the idea of federal involvement 
in elections, below the presidential race. But McCain-Feingold 
was amended to allow federal help for candidates facing 
wealthy challengers, and the principle could be extended. 
Those who think this is “socialism” should, perhaps, try it. 

Second, in order not to lock the government into ever- 
higher spending, reduce the cost of television time—the most 
burdensome component of campaigns—by requiring broad- 
casters to offer free time as a condition of getting a licence. 
They'll jib, of course, and mutter about free speech. But the 
airwaves are a public resource; those lucky enough to profit} 
from them should be prepared to give something back. 

Let’s not kid ourselves; all this, too, would not produce a 
perfect system. Politics is a grubby business. But it would be 
another big step, after McCain-Feingold’s brave start, towards 
more open and honest campaigns. Would the same two gen- 
tlemen care to volunteer? 
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THE BALKANS 





-~ One step forward, one step 


back 


BELGRADE, PRISTINA AND SKOPJE 


Slobodan Milosevic has been arrested. But in the places where he wreaked 
havoc, recovery and reconciliation are still hard to achieve 


HEN the police came at last to take 

Slobodan Milosevic away from his 
home in Belgrade last weekend, the event 
was a microcosm of the Serbian strongman’s 
career. It began with blustering threats—“l 
won't come out alive”—which soon led to a 
burst of gunfire, some clumsy mistakes by 
his opponents (in this case, his own govern- 
ment, egged on by the western world) and a 
period of hectic negotiations, ending in hu- 
miliation for himself and those around him, 
his family and bodyguards, 

Although the final rendition of this 
drama had an element of farce, its earlier 
performances had tragic consequences for 
millions of people. As champion of the Serbs 
for the decade which followed communist 
Yugoslavia’s disintegration, Mr Milosevic 
fanned the flames of war in Croatia, Bosnia 
and Kosovo—with horrific consequences in 
the short term for non-Serbs, and eventually, 
after a period of war and negotiation, disas- 
trous results for his own people. 

In the short term, the ex-tyrant may be 
charged only with abuse of power and cor- 
ruption. He is also being investigated for 
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some murky happenings on the Belgrade 
political scene over the past two years: the 
disappearance of an ex-president, the assas- 
sination of a newspaper editor, attempts to 
kill an opposition leader. And it looks 
increasingly likely that he may, sooner or 
later, have to answer much broader charges 
of crimes against humanity, at the war- 
crimes tribunal in The Hague. In his appeal 
against detention, Mr Milosevic claimed that 
much of the missing money went to buy 
arms and ammunition for the Croatian-Serb 
and Bosnian-Serb armies: an admission 
which has delighted investigators at the 
Hague tribunal, who are keen to indict him 
for crimes in those two republics. 

Given his awful record, how did people 
put up with him for so long? When he was 
arrested last weekend, only a couple of hun- 
dred mostly elderly people demonstrated in 
his support; but as recently as last Septem- 
ber, about 1.9m people, or 40% of the elector- 
ate, were still prepared to vote for him. 

Among Serbs who have always opposed 
him, there is a belief that the tyrant, however 
culpable, was useful to other people, too. 


During the Bosnian war, he was able to tum 
himself from warmonger to indispensable 
peace-broker, a transformation that western 
governments readily accepted. He fought a 
war against his fellow nationalist, the late 
President Franjo Tudjman of Croatia, and 
then colluded with him in a bid to break up 
Bosnia. In Kosovo, a province of Serbia 
where ethnic Albanians are in the majority, 
campaigners for independence saw clearly 
that Mr Milosevic’s brutal reputation 
worked to their tactical advantage; a more 
moderate leadership in Belgrade would have 
undermined their case. 

But Mr Milosevic mostly got away with it 
because he patented and personified a style 
of government which, from its practitioners’ 
viewpoint, was a rational response to the 
upheaval that followed the collapse of 
communism. In other parts of Central and 
Eastern Europe, as well as western capitals, 
the downfall of Marxist-Leninist ideology 
brought a surge of optimism. The end of the 
cold war seemed to presage a new European 
order, in which war was unthinkable and 
economic development, the rule of law and 
democracy would reinforce each other in a 
perfectly virtuous circle. 

Those principles had been foreshad- 
owed in the Helsinki Final Act of 1975, in 
which governments of Eastern and Westem 
Europe, with the blessing of America and 
Canada, agreed to respect each other's bor- 
ders while also accepting that human rights 
were an international issue. With the col- 
lapse of the Soviet block, it seemed possible 
that the ideals of Helsinki would be en- 
trenched in practice as well as theory. The 
desire of ex-communist countries to join 
elite western clubs, such as naro and the 
European Union, seemed to provide an ideal 
opportunity for the western world to influ- 
ence their behaviour: unless they settled 
their internal and external problems peace- 
fully and lawfully, they could forget about 
sitting at the top table. 

After such high hopes, the resurgence of 
violent nationalism in the Balkans aston- 
ished many western leaders. Bill Clinton 
spoke for them: how could people who had 
lived together peacefully for so long sud- 
denly turn on one another in hatred? 

In fact, the post-communist variety of 
ethnic politics—made notorious by Mr Mil- 
osevic, but also practised in varying degrees 
by Croatian, Bosnian-Muslim and ethnic- 
Albanian power-brokers—is a specific 
strain of the nationalist virus. It appeared in 
many places where the Marxist system, with 
its windy slogans of unity and brotherhood, 
collapsed suddenly. In former Yugoslavia, as 
in the Caucasus, many ex-communist lead- 
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ers found that fanning inter-ethnic passions 
provided a handy way to maintain their grip 
on economic and political life. After all, 
when a nation orethnic group is “battling for 
survival”, literally or metaphorically, then its 
leaders can suppress dissent, and shrug off 
calls for a more open economy and society. 

Whenever nationalist rhetoric reaches 
its logical conclusion—in war, mass deporta- 
tion and violently imposed ethnic segrega- 
tion—then this tactic works even better. Po- 
litical bosses, in close cahoots with criminals 
and warlords, not only control the civilian 
economy; they can also rake in the spoils of 
racketeering, sanctions-busting and looting. 
Moreover, criminal nationalism on one side 
of a conflict triggers a similar phenomenon 
on the other side; a powerful “war party” de- 
velops with an interest in sabotaging any at- 
tempt to make peace. 

The ostentatious wealth of Mr Milos- 
evic’s neighbours, in the smart suburb of Bel- 
grade where he was arrested, is a striking, if 
grotesque, symbol of the handsome rewards 
that chauvinism tinged with lawlessness 
can bring toa few. But there is another side to 
that coin: the miserable life led by hundreds 
of thousands of Serb refugees from the war 
zones of Croatia, Bosnia and Kosovo, where 
Mr Milosevic raised the flag of nationalism 
but eventually had to cut his losses and run. 


Going back to Bosnia 


Behind the showy arrest of Mr Milosevic, the 
western world has also been achieving some 
quiet tactical victories, especially in parts of 
Bosnia which have dropped out of the head- 
lines. Because of the horror it endured—a 
three-year war in which about2m people, or 
half the population, were displaced and 
100,000 or more people were killed—and 
also because of the high ambitions of the 
Dayton peace agreement, sealed in 1995, the 
country is a sort of litmus test for interna- 
tional policy in the Balkans. Although the 
high politics of Bosnia remains a terrible 
mess, there are local signs that it may, after 
all, be possible to put multi-ethnic states, 
and communities, together again when they 
have been torn apart by force. 

In the hill country round Vitez in central 
Bosnia, for example, Croat and Muslim 
communities used to live in a series of con- 
centric circles. They were therefore able to 
besiege and blockade each other with great 
cruelty in 1993-94, when those two groups 
were fighting each other, as well as the Serbs. 
But over the past two years, thousands of 
families have settled back into homes from 
which they were expelled for being in the 
“wrong” place in ethnic terms. 

Even more remarkable is the accelerating 
pace of return by displaced Muslims to vil- 
lages in the Serb-held half of Bosnia, the very 
place where Serb extremists, sponsored by 
Mr Milosevic, reintroduced the concept of 
ethnic cleansing to the vocabulary of mod- 
ern Europe. In places that were cruelly emp- 
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tied of non-Serbs in 1992, Muslims are com- 
ing back to rebuild their houses, mosques 
and businesses. 

For the international bureaucracy that 
oversees Bosnia, backed up by a NATO 
peacekeeping force, these returns send a 
powerful political message which goes well 
beyond the welfare of the 100,000 or more 
people who have taken the risk of moving 
back to places where a rival ethnic groupis in 
local control. As aid workers and nato sol- 
diers have discovered, displaced families are 
extremely sensitive to changes in the politi- 
cal atmosphere, both local and interna- 








Going home 


tional. They are prepared to invest enormous 
effort in reconstructing their old way of life— 
but only when their political antennae tell 
them itis safe todo so. 

To create these conditions, international 
bureaucrats and peacekeepers have had to 
involve themselves in the politics of scores of 
small Bosnian communities, manoeuvring 
ingeniously and sometimes deviously to 
strengthen moderates and isolate extremists. 
The political forces who opposed them, and 
did their best to stop the reconstruction of 
multi-ethnic communities, were often 
smaller-scale practitioners of the chauvinist 
politics that Mr Milosevic epitomised. 

Aslongas war prevailed, warlords onev- 
ery side were able to frighten members of 
their community into submission, by saying 
in effect: “Your only hope of survival is to ac- 
cept our authority, overlook our misdeeds, 
and carve out a piece of territory in which 
our tribe, and only our tribe, will be allowed 
to live.” After the war, their bullying contin- 
ued. A report by the European Stability Ini- 
tiative, a Berlin-based think-tank, found 
that nationalist power-brokers in all three 


Bosnian communities tried to use control 
over the police and judiciary “to harass po- 
litical opponents and returning minorities”, 
while continuing to enjoy the fruits of black- 
market trade, especially in fuel, tobacco, al- 
cohol and food. 

At their most successful, NATO peace- 
keepers in the Balkans have been able to face 
these bullies down. This, in turn, creates a 
huge change in the public mood and the po- 
litical atmosphere. People feel safe, and 
those who have left return. 


Intractable Kosovo 


But to start rebuilding Bosnia as a multi-eth- 
nic society has taken five years of work, over 
$5 billion-worth of aid—much of it misdi- 
rected—and tens of thouands of soldiers. In- 
evitably, some western politicians are asking 
whether it is worth the effort. Harder ques- 
tions are also being asked about the perfor- 
mance of the two-year-old international 
protectorate in Kosovo, where a 40,000- 
strong NATO-led force and a large un bu- 
reaucracy are proving incapable of stamping 
out crime or re-establishing any kind of in- 
ter-communal harmony. 

In fairness, the overlords of Kosovo can 
also point to some achievements—including 
the mere fact that about 1m ethnic Albani- 
ans, who had fled their homes at the height 
of NATO’s air war against the Serbs, were able 
to return to the province without suffering 
any fresh humanitarian disasters in the form 
of epidemics, hunger or homelessness. Also 
tothe un’scredit, arguably, is the fact that in- 
ternecine fighting between various ethnic- 
Albanian factions has been kept under con- 
trol; and that local elections were success- 
fully conducted last autumn, with an 
impressive showing for the moderate politi- 
cal party headed by the Kosovars’ veteran 
leader, Ibrahim Rugova. 

But the creation of a multi-ethnic society 
in Kosovo, which was supposed to be one of 
the purposes of naro’s intervention, still 
looks an impossible dream. Nearly 200,000 
non-Albanians—Serbs, Gypsies and other 
minorities—left their homes after the Yugo- 
slav army withdrew from the province. Of 
the 90,000 or so Serbs who remain, more 
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ARAB BANK GROUP BALANCE SHEET AS OF 31 DECEMBER 2000 AND 1999 
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Assets tn Mard 
Cash and due from banks 5412047 4824368 
Funds with central banks 1 949924 2002062 
Government securities 1 896 684 1410165 
Trading securities 244 314 71 639 
Loans and advances, net 8798538 8572 143 
Long-term investments, net 2260916 2028655 
Fixed assets, net 184 642 191 674 
Other assets 565 969 552 407 
Total assets 21313034 19 653 113 
Liability on guarantees, 
letters of credit and other contingencies 7222840 6076177 
Total -28535874 25729290 
Income statement for the years ended 31 December 2000 and 1999 
2000 1999 
Interest income 1555376 1312194 
Commission income 134 916 130 937 
Less: Interest expense 1057479 858714 
Commission expense 6 250 5918 
Net interest and commission 626563 578499 
Less: Provision for loans and investments 57 558 30 166 
Net interest and commission after provision 569005 548 333 
Plus: Foreign exchange trading 23 392 27 255 
Other income p 43 960 36 030 
Income 636357 611618 
Less: General and administrative expenses 327823 321 537 
Net income before tax 308534 290081 
Income tax 67 370 64 474 
Net income y 241164 225607 
Appropriation 
Net income 241 164 225607 
Retained earnings brought forward 7033 2245 
Total 248 197 227852 
To statutory reserve 18617 22 549 
To voluntary reserve 43710 42 847 
To general reserve 90 468 97 107 
To reserves with associated companies 23 449 14.095 
Proposed cash dividends 59 996 44 143 
Directors remunerations 78 78 
Retained earnings carried forward 11 879 7 033 


Call us at any of our following major centres: 
Amman (6) 4638161, Ramallah (2) 2982400, Bahrain (973) 212255, Frankfurt (69) 24259-0, London (20) 73158500, New York (212) 7159700, 
Paris (01) 45616000, Singapore (65) 5330055, Sydney (2) 93778942, Vienna (1) 5134240, Zurich (1) 2657111, Geneva (22) 7151211, 
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Liabilities and shareholders’ equity 


Customer deposits 14922889 13475 373 
Bank deposits 3315 865 3 236770 
Provisions 268 731 296 529 
Proposed dividends and remunerations 60 074 44221 
Other liabilities 643 385 664 394 
Total liabilities 19210944 = 17 717 287 
Minority interest 28 091 30995 
Capital 146 937 146 937 
Statutory reserve 145 558 126 941 
Voluntary reserve 333 263 289 553 
General reserve 1123429 1032961 
Reserves with associated companies 401 514 378 065 
Retained earnings 11 879 7033 
Total 2 162 580 1 981 490 
Translation adjustments (88 581) (76 659) 
Total shareholders’ equity 2073999 1904831 


Total liabilities, minority interest and shareholders’ equity 21313034 19653113 


Guarantees, letters of credit and 


other contingencies 7222840 6 076177 
Total 28 535 874 25729 290 
Sister, Subsidiary and Associated Companies 
Arab Bank Group Percentage of 
Ownership 
Arab Bank (Switzerland) - Zurich, Geneva 100% 
Arab Bank Australia - Sydney 100% 
Arab Bank ( Austria) AG-Vienna 100% 
Arab Bank AG-Frankfurt, Germany 100% 
Islamic International Arab Bank - Jordan 100% 
Arab National Leasing Company - Jordan 100% 
Arab Investment Bank S.A.L - Beirut 66.6% 
Arab Tunisian Bank - Tunis 4.2% 
Arab Palestinian Investment Bank-Ramallah 55% 
Oman Arab Bank S.A.0 - Oman 49% 
Arab National Bank- Saudi Arabia 40% 
Arabia Insurance Co. - Lebanon 36.7% 
Egyptian Financial Group for Portfolios Management-Egypt 33.3% 
Commercial Building Co.- Lebanon 30.1% 
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than half live in a strip of land on Kosovo's 
northern edge, including the northern part 
of the town of Mitrovica, from which many 
Albanians have been forced out. Others lead 
fearful lives in enclaves of southern and cen- 
tral Kosovo, reliant on NATO protection to go 
shopping and take children to school. 

Compared with Bosnia, the protectors of 
Kosovo set themselves an even more ambi- 
tious—perhaps absurdly ambitious—task. 
The American-led peace-making effort in 
Bosnia was based on a sophisticated form of 
expediency: separate the ethnic groups first 
(in part, by allowing the parties to fight their 
way to “realistic” partition lines) and then 
gradually reintegrate them. 

In Kosovo, where pre-war ethnic ten- 
sions ran even deeper than they had in Bos- 
nia, and in the immediate after- 
math of a short but exceptionally 
vicious war, an attempt was made 
to establish inter-ethnic co-exis- 
tence with no temporary resort to 
separation. The reason for this was 
not misplaced idealism, but the re- 
alities of Balkan politics. The vic- 
torious Kosovars, on whose behalf 
NATO had waged war, would have 
objected furiously, then and now, 
to anything that smacked of “can- 
tonisation” or partition of their 
province, however temporary. 

In the end, a degree of cantoni- 
sation occurred anyway, because 
nato has chosen not to react 
strongly to Serb bullying in north- 
ern Mitrovica and elsewhere. This, 
in turn, has weakened Nato’s 
moral case as it tries to protect Serb civilians 
in other parts of Kosovo. In an ideal world, 
the peacekeepers would apply the same 
principle in Kosovo as they have, however 
cautiously, in Bosnia. In other words, they 
would break the bullies’ monopoly over 
physical security, and thus convince people 
that enforced racial exclusivity is not their 
only hope of staying alive. 

In a sense, almost the opposite has hap- 
pened. The local Serb toughs known as 
“bridge-watchers” who dominate northern 
Mitrovica can plausibly argue that their tac- 
tics, including the expulsion of local Albani- 
ans, offer the only guarantee thata few thou- 
sand Serbs, at least, can remain in Kosovo. 


And in Macedonia... 


The international guardians of Kosovo face 
even bigger problems on the eastern and 
southern edge of the province, where the 
pent-up energy and still formidable arsenal 
of the ethnic Albanians have helped to fuel 
low-level guerrilla wars in a narrow strip of 
southern Serbia and, much more seriously, 
in hitherto peaceful Macedonia. 

After a two-week standoff between 
Macedonian armed forces and ethnic-Alba- 
nian rebels from the self-styled National 
Liberation Army (NLA), that country is still 
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teetering on the brink. Under the watchful 
eye of envoys from the European Union, ne- 
gotiations are taking place between repre- 
sentatives of the Slav Macedonian majority 
and the ethnic-Albanian minority to see 
whether some peaceful way can be found to 
meet the political grievances that the NLA 
has tried to co-opt. 

At an everyday level, friendships and 
business relations between Slav Macedo- 
nians and Albanians have come under 
strain in a way that is ominously reminiscent 
of Sarajevo in 1992. “People who used to stop 
and chat to each other will now barely say 
hallo,” laments Veton Latifi, an ethnic-Alba- 
nian journalist. The one bar in Skopje, Mac- 
edonia’s capital, that both communities fre- 
quent became eerily empty during the 


Dayton agreement, which refashioned the 
country as a loosely-structured union be- 
tween a Serb republic and a Croat-Muslim 
federation. 

Enraged by a recent constitutional 
change, leaders of a hardline Croat party 
have called for a mass withdrawal by their 
community from federal and Bosnia-wide 
institutions. This harks back to the bad old 
days, when Bosnia’s south-western corner 
was a Croat-nationalist fief. Wolfgang Pe- 
tritsch, the Austrian who represents the out- 
side world in Bosnia, has reacted by dismiss- 
ing the hardliners’ leader, Ante Jelavic, from 
his position as one of Bosnia’s three co-pres- 
idents. Mr Jelavic has retaliated by calling on 
Croats to leave the federal army; several 
thousand appear to have done so, although 





Would he rather be protected by a warlord? 








recent fighting; only in the past few days has 
business picked up. 

While western governments have 
rushed to reassure Macedonia of their sup- 
port, Slav Macedonian politicians fulminate 
bitterly against NATO’s naivety, or worse, in 
handling the Kosovar Albanians. As they see 
it, Kosovo’s western rulers have turned a 
blind eye to drug-trading, gun-running and 
other illegal activities for the sake of a quiet 
life; and they blame the rebellion in Macedo- 
nia on western laxity, as well as on obscure 
quarrels within the ethnic-Albanian under- 
world over the spoils from smuggling across 
the Kosovo-Macedonia border. 

While Slav Macedonians are nervous 
about the prospect of an independent Ko- 
sovo, many reckon the West should have 
done more to promote economic and politi- 
cal development in the province. If the old 
demon of criminal nationalism, apparently 
fading away in other parts of the Balkans, is 
on the rise in and around Kosovo, it is be- 
cause a dangerous vacuum arises when a 
well-armed and resilient people, hardened 
by war, is denied other outlets for its energy. 

Even in Bosnia, the latest news is trou- 
bling. A political revolt by Croat extremists 
has presented Bosnia’s international guard- 
ians with one of the biggest challenges to the 





they havenot taken their weapons 
with them. 

An optimistic interpretation is 
that this revolt marks the last gasp 
of extreme nationalism in Bosnia. 
With the advent of more moderate 
governments in Serbia and Croa- 
tia, and the strong performance by 
non-nationalists in the Bosnian 
elections last November, the cause 
of chauvinism has suffered some 
heavy defeats; so the behaviour of 
Mr Jelavic is an act of desperation, 
nota serious threat to peace. “Peo- 


the levers of real power that they 
can no longer pose a threat,” says 
Gerald Knaus, an analyst who 
watches Bosnia closely. 

But it might be fairer to say 
that western policy, in Bosnia and else- 
where, still hangs in the balance. Hardliners 
have notentirely ceased to hope that the out- 
side world will lose interest in micro-man- 
aging their region before stable institutions 
have been established there. Ironically, the 
downfall of Mr Milosevic—wrongly as- 
sumed by many western politicians to mark 
the beginning and end of criminal national- 
ism in the Balkans—may drain the energy 
available to wrestle with thatdemon in other 
places. 

Throughout former Yugoslavia, politi- 
cians are watching developments in neigh- 
bouring republics with anxious interest. If 
Montenegro, reluctantly linked to Serbia in 
the rump Yugoslav federation, votes to break 
away this year, that will raise fresh questions 
about the status of Kosovo. 

Other connections are not so obvious. 
Srdjan Kerim, Macedonia’s thoughtful for- 
eign minister, is keeping a watchful eye on _ 
Bosnia. If the Dayton agreement collapses, 
he says, that could lead to a fresh war over 
the terms for Bosnia’s final disintegration. 
And if the precedentis established that hith- 
erto unitary states can be broken up by force, 
then his country and several others will bein 
deadly danger. 
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Face-off 


China and the United States 
exchanged words after an 
American spy plane and a 
Chinese fighter jet collided. 
The fighter crashed; the Amer- 
ican aircraft, badly damaged, 
landed in China’s Hainan Is- 
land. The Americans de- 
manded the return of their 
aircraft, packed with secret 
equipment, and of its crew of 
24. China held on to both and 
demanded an apology. All it 
got was “regret” for the Chi- 
nese pilot’s presumed death. 
Not enough, said China. 


Delhi came almost to a stand- 
still when India’s Supreme 
Court ordered polluting buses 
off the streets, 


India lifted quantitative re- 
straints on 715 categories of 
imports. But huge tariffs— 
some actually increased—and 
other barriers will remain. 


The Supreme Court of the 
Philippines rejected a claim 
by Joseph Estrada that he was 
still the country’s president, 
and therefore immune from 
prosecution, 


To judgment 





Yugoslavia’s ex-president, 
Slobodan Milosevic, was 
arrested, but only after a gun- 
battle with his heavily armed 
bodyguards. He is to be tried, 
in Yugoslavia, for corruption. 
From The Hague, the un’s in- 
ternational tribunal for war 
crimes in ex-Yugoslavia called 
for him to be sent straight 
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there. Not so, said the Eu: give 
Yugoslavia first bite. 


Greece's foreign minister, visit- 
ing Ankara, proposed that 
Greece and Turkey should 
both cut military spending. 


In Germany, the Constitu- 
tional Court decided that 
workers with children could 
be allowed to contribute less 
towards old-age support than 
childless ones. The argument: 
the children will be paying 
taxes when their parents are 
retired. Ach so, snorted the 
childless. 


Russia’s Kremlin-friendly gas 
(and much else) company, 
Gazprom, took control of 
NTV, the last national inde- 
pendent television channel. A 
menace to free reporting, 
claimed its angry journalists, 
who struck in protest. 


Britain recorded its 1,000th 
case of foot-and-mouth 
disease. Because of the farm 
crisis, the British government 
postponed local elections— 
and, in practice, the general 
election. Likely new date for 
both: June 7th. 


Hard on soft money 


The United States Senate 
passed a campaign-finance 
reform bill, banning soft- 
money (unregulated) contribu- 
tions to political parties but 
raising the limits on individual 
donations. It was unclear 
whether the House would fol- 
low suit and, if so, whether 
President George Bush would 
sign the bill or veto it. 


Mr Bush sent Congress his 
$1.95 trillion budget, including 
tax cuts that will supposedly 
amount to $1.6 trillion over ten 
years. The Senate voted to re- 
direct $450 billion of this to- 
wards education and paying 
down the national debt. Some 
Republicans hinted that their 
defection might prove to be 
permanent. 





A European Union mission 
seeking to persuade the Bush 
administration to draw back 
from its public abandonment 
of the Kyoto protocol on cli- 
mate-change went home 
empty-handed. The £u said it 
would go ahead on climate 
change without the United 
States, if it had to. 


The Massachusetts Insti- 
tute of Technology said it 
would put most of its course 
material on the Internet, free. 


The city of San Diego, in Cali- 
fornia, banned any use of the 
word “minority” in its offi- 
cial documents and discus- 
sions, saying it implied inferi- 
ority. Whites are now a 
minority in California. 


Mexico's President Vicente 
Fox sent to Congress draft leg- 
islation designed to raise $14 
billion in new revenues, 
though cutting the top rate of 
corporate and personal tax 
from 40% to 32%. 


Colombia moved closer to a 
second set of peace talks, this 
time with the lesser of its two 
big guerrilla groups, the ELN. 
The army ended a seven-week 
operation in a proposed ha- 
ven for the guerrillas in the 
north of the country. 


Campaigning ended in Peru’s 
second presidential election in 
a year. Opinion polls put Ale- 
jandro Toledo, a centre-left 
economist, ahead, but short of 
the outright majority needed 


to avoid a run-off. 
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POLITICS THIS WEEK ; 


Domingo Cavallo, the new 
economy minister of Argen- 
tina, told bankers in New 
York that his country would 
not require fresh international 
aid to meet its debt payments. 


War, war, jaw, jaw 





Tentative Israeli-Palestin- 
ian talks began after a violent 
week in which Israel's helicop- 
ters bombarded Gaza, its 
tanks shelled Bethlehem, and 
its forces assassinated an Is- 
lamist militant. Shimon Peres, 
Israel's foreign minister, met 
two senior Palestinians in Ath- 
ens, and the two sides’ secu- 
rity chiefs met in Israel—after 
which the Palestinians were 
fired on by Israeli troops as 
they returned home. 


The World Food Programme 
said that 3m people will need 
help in Sudan because of 
drought and war. 


Armed un units began to ar- 
rive in Congo. Eventually, 
2,500 armed peacekeepers will 
support the 500 unarmed ob- 
servers monitoring the disen- 
gagement agreement. As part 
of this accord, Zimbabwe 
withdrew 700 of its troops 
from the front line. 


A rebel commander in Sierra 
Leone claimed that his RUF 
movement was all for peace 
and would let the un into the 
areas it controlled. According 
to Human Rights Watch, the 
rebels were still assaulting and 
robbing refugees as they re- 
turned to their homes from 
Guinea. 
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A 
Boeing is shifting its competi- 
tive emphasis from size to 
speed. Rather than trying to 
match Airbus’s double- 
decker, the a380, with another 
super-jumbo, the American 
aerospace giant will develop a 
long-range jet capable of 
reaching 95% of the speed of 
sound. 


Britain’s plan to reform Rail- 
track, the company that 
owns the track and the sta- 
tions, hit the stockmarket with 
a thud. The company’s shares 
fell by 17% on April and, when 
investors learned that Rail- 
track would have to give up 
its stake in the second phase 
of the Channel rail tunnel. 


Despite weakness among De- 
troit’s Big Three car makers, 
American car sales were 
stronger than expected in 
March. smw, Honda, Lexus 
and Audi all reported volume 
gains of between 1.4% and 24% 
compared with March 2000. 


The car makers behind For- 
mula One motor racing 
said they would form a rival 
championship. They are wor- 
ried by the involvement of 
EM.TV and Kirch, two German 
media groups, in Formula 
One. 


Russian competition officials 
gave Russian Aluminum, a 
consortium that has become 
the world’s second-biggest 
aluminium producer, their 
stamp of approval. A lawsuit 
filed in America claims that 
principals of the new com- 
pany, which accounts for 70% 
of Russia’s annual production, 
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used dirty tricks and racke- 
teering to corner the market. 


Germany’s Energie Baden- 
Württemberg, a quarter of 
which was recently bought by 
Electricité de France, will 
soon own half of Ferroat- 
lantica, a Spanish energy and 
metals concern. With that 
stake in hand, the German 
company will seek Spain’s 
permission to buy Hidroe- 
lectrica del Cantabrico, the 
country’s fourth-biggest gen- 
erator. 


How low can you go 


Stockmarkets, March 1st 2001=100 


0 








Global stockmarkets found 
yet another cliff to jump from 
as American high-tech com- 
panies issued new profit 
warnings. The Dow Jones In- 
dustrial Average lost nearly 3% 
on the week, while the Nas- 
daq Composite plummeted 
by over 10%. Frankfurt, Lon- 
don and Paris joined Wall 
Street's dive. 


Reuters, a business-informa- 
tion group, confirmed that it 
would offer up to 14.1% of its 
electronic stock exchange, In- 
stinet, to the public via the 
Nasdaq market. When re- 
minded of America’s 
shrunken appetite for new 
equity, the company claimed 
that the move was strategic 
and not meant to raise cash. 


Shares in Lucent Technol- 
ogies, the former telecoms- 
equipment making arm of 
ATAT, tumbled on rumours of 
a bankruptcy-court filing. The 
rumours were swiftly denied. 
But Lucent’s shares have fallen 





BUSINESS THIS WEEK 


by over 90% since hitting a 
peak in December 1999. 


Markdowns in American 
Express’s junk-bond portfolio 
contributed to reduced expec- 
tations for profits this year. 
Shares in the financial empire 


| slipped 4% on the warning. 


Amex also forecast further 


| frailty in its credit-card and 


asset-management businesses. 


The London Stock Ex- 
change is thinking of leaving 
the City, where it has been for 
200 years, for the open spaces 
of Canary Wharf. Clara Furse, 
who heads the tse, also plans 
to take the exchange fully 
public this year after complet- 
ing its demutualisation. 


Please hold the line 


Klaus Esser, the former chief 
of Mannesmann, denied 
doing anything untoward in 
allowing the German telecoms 
firm to be bought by Voda- 
fone, a British mobile tele- 
phony company. Mr Esser re- 
ceived DM6om ($30m) in 
severance pay after Vodafone 
beat Vivendi, the French con- 
glomerate whose chairman is 
suing Mr Esser for defamation, 
to the prize. 


The troubled BT is in talks to 
sell Yell, its yellow-pages busi- 
ness, to a private-equity con- 
sortium for nearly €5 billion 
($5.4 billion). sr is saddled 
with debts of over $40 billion. 


Telecom Italia tried to 
please shareholders by offering 
to cut the price of voting rights 
in advance of a buyback 
worth €108 billion ($9.7 bil- 
lion). The company lowered 
the cost of converting saving 
shares to voting shares by 
roughly one-fifth, but it also 
reduced the majority needed 
to approve the plan from 80% 
to 60% of savings shares. 


By selling its stake in Hong 
Kong's Pacific Century Cyber- 
Works, Cable and Wireless 
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added $1.5 billion to its acqui- 
sitions funds. The British tele- 
coms company is also to sell 
its share of Singapore’s Mo- 
bileOne for $133m, bringing its 
war-chest to about $10 billion. 


American telecoms regulators 
are poised to clear Deutsche 
Telekom's $26 billion acqui- 
sition of Voicestream, a mo- 
bile-telephone operator, de- 
spite some opposition to the 
deal in Congress. 


Running for cover 


Shareholders of American 
General, an insurer, reacted 
with glee after AIG, an Amer- 
ican insurance giant, moved to 
pre-empt an unpopular buy- 
out by Prudential, a British 
insurer, with a tender offer 
worth $24.6 billion. The news 
lifted Prudential’s share price, 
because AiG is expected to 
win. 


Germany's Dresdner Bank 
accepted a takeover offer 
worth €22.4 billion ($20 bil- 
lion) from Allianz, the coun- 
try’s insurance leviathan. The 
new giant will manage €1 tril- 
lion in assets. There is talk also 
of an Allianz buying spree in 
America and Asia, and of 
other bank-insurance mergers 
in Europe. 








Horst Kohler, managing direc- 
tor of the International 
Monetary Fund, said his 
group had slashed its predic- 
tion for growth in the euro 
area’s GDP from 3.4% to 2.5% 
this year. The Bank of Eng- 
land, as expected, cuts its base 
rate a quarter point to 5.5%. 
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A hint of the cold war over the 
South China Sea 


BEUING 


China and the United States are at loggerheads after a flight by an American 


spy plane that went wrong 


N THE months since President George 
Bush took office, some policy analysts in 
the United States have expressed fears that 
his unvarnished approach to foreign affairs 
would be badly received in Chinaand risked 
steering the two countries on to a possible 
collision course. Those fears seemed to come 
horribly true in the skies over the South 
China Sea on the morning of April 1st—All 
Fools’ day in some countries—when a so- 
phisticated American military surveillance 
aircraft collided with a Chinese fighter jet. 
The Chinese plane went into the sea and 
hopes of rescuing its pilot, Wang Wei, now 
seem slim. The damaged American plane 
made an emergency landing on the southern 
Chinese island of Hainan, where it and its 
crew of 24 have been held by China’s mili- 
tary authorities, and have become the object 
of a tense, high-stakes stand-off. Sharp 
words have been exchanged, with officials 
in Beijing and Washington giving divergent 
accounts of the collision, and differing legal 
interpretations over who is to blame and 
what ought to happen next. As it stretched 
into its fifth day, the drama was stirring pas- 
sions among Chinese nationalists and 
American hawks alike. However it turns out, 
the episode has further strained already dif- 
ficult relations between the two govern- 
ments. Unless a quick solution is found, it 
may cause worse trouble yet. 
According to China’s account of the inci- 
dent, the Chinese navy sent a pair of F-8 
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Will Jiang or Bush blink first? 


fighters to follow and monitor the American 
EP-3 reconnaissance plane as it flew some 
105km (65 miles) south of Chinese territorial 
waters along the Hainan coast. The ep-3, 
China said, “suddenly veered” and rammed 
one of the Chinese fighters, sending it crash- 
ing. Without requesting permission, the 
American plane landed 26 minutes later at 
Hainan’s Lingshui military airfield. 

But American officials tell it differently. 
They say the Chinese pilots were probably to 
blame for flying recklessly close to the slow- 
moving, propeller-driven ep-3 as it lum- 
bered through international airspace. The 
damaged plane entered Chinese airspace 
only after the accident and was, say Ameri- 
can spokesmen, entitled to make an emer- 
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Wounded eagle 





gency landing after issuing a Mayday alert. 

American officials are appalled at the 
thought of so much state-of-the-art spy gear 
falling into Chinese hands. They have in- 
sisted that China should allow the plane full 
“sovereign immunity” and leave it alone. 
Western legal experts consider that argu- 
ment something of a stretch (see box, next 
page). China, clearly, is not convinced either. 

Chinese soldiers boarded the plane soon 
after it landed and are thought to have spent 
the intervening days going over it meticu- 
lously to glean what they could about Amer- 
ican intelligence-gathering methods and 
machinery. United States officials say the 
crew managed to destroy the most sensitive 
bits of data and equipment before the Chi- 
nese boarded. Even so, getting such a good 
look at the plane is an intelligence coup for 
China. American military experts acknowl- 
edge that their government would probably 
have done the same if a Chinese spy plane 
had landed on their doorstep. No one reck- 
ons that the ep-3 will be returned soon. 

The treatment of the crew has been an- 
other matter. Chinese officials waited nearly 
three days before allowing American dip- 
lomats to visit the captured crew members, a 
delay described by the American ambassa- 
dor, Joseph Prueher, as “inexplicable and 
unacceptable”. Far from revealing when 
they might release the crew, Chinese officials 
have hinted at pressing legal charges. 

Not only have the two countries been 
trading barbs, but they have been doing it at 
the highest level, which may make the mat- 
ter more difficult to resolve. Mr Bush and the 
Chinese president, Jiang Zemin, have each 
personally made demands that are unlikely 
to be met. Before leaving China on Wednes- 
day on a two-week official visit to South 
America, Mr Jiang called on the United 
States to apologise, and refrain in future from 
conducting surveillance so close to China. 
Western diplomats say that such activity is a 


spy plane L 


PACIFIC 
mt OCEAN 


PHI BriNes 


South China ERR 
Ore 


x 





ASIA 


routine affair that will continue, and that 
China cannot seriously expect otherwise. 
For his part, Mr Bush has done nothing but 
repeat his stern demand that the crew and 
the aircraft should be released immediately 
so that this “accident” does not escalate into 
a more serious “international incident”. 
Colin Powell, the secretary of state, has ex- 
pressed “regret” at the loss of the pilot's life, 
but has offered no apology. 

To Chinese ears, the American stance 
smacks of arrogance and insensitivity. It was 
the Americans, they say, who conducted a 
spy mission provocatively close to China, 
and it is a Chinese pilot who is missing. A 
Chinese foreign ministry spokesman, Zhu 
Bangzao, said this week that America ought 
not to be putting forth “all manner of re- 
quests”, but rather should accept respon- 
sibility and yield to China’s demands. All of 
this goes down well with a Chinese public 
that is traditionally and increasingly prickly 
over perceived international slights of any 
sort, especially American ones. 

When American warplanes destroyed 
part of the Chinese embassy in Belgrade dur- 
ing the NATO air campaign in Yugoslavia in 
May 1999, Chinese mobs, bused in by the au- 
thorities and given useful slogans to chant, 
demonstrated violently for four days out- 
side the American embassy in Beijing and at 
its consulates in other cities. America’s ef- 
forts to explain the bombing as an accident 
resulting from faulty map work only an- 
gered people further. The government, 
meanwhile, did nothing to dispel the com- 
mon belief that the Americans bombed the 
embassy in an act of bullying. 

Chinese Internet chat rooms have been 
buzzing this week with angry accusations 
comparing the spy-plane episode to the em- 
bassy bombing, and urging similar demon- 
strations. So far only a handful of protesters 
have tried to reach the American embassy in 
Beijing, and they were stopped by police. But 
an increased police presence in the dip- 
lomatic quarter, and the quiet contingency 
planning now under way among embassy 
staff, suggest that an eruption of new de- 
monstrations seems possible to both sides. 

That will happen, however, only if the 
Chinese government signals its approval, 
and the easiest way for it todo that would be 
to fill the state-run newspapers with emo- 
tionally charged reporting about the missing 
navy pilot, and about American culpability 
for his fate. Given the intense pressure com- 
ing not only from an angry public, but also 
from its own hawkish generals, the Chinese 
government may fear a backlash if it at- 
tempts to suppress such passions. At the 
same time, it knows that stoking them will 
harm its reputation abroad. Seeking to enter 
the World Trade Organisation this year, and 
to gain the prize of the 2008 Olympics, 
China’s leaders will be wary of risking an 
outburst that could get out of control. 
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| Questions of blame 


HO is in the right in the spy-plane 

drama? On past practice, the Un- 
ited States was in a strong position to de- 
mand the immediate return of the aircraft, 
but it would be hard to argue that the Chi- 
nese had no right to inspect it carefully. 

During the cold war, and sometimes 
since then, a number of Chinese fighter 
pilots defected to Taiwan, where a reward 
awaited them. Soviet airmen too would 
occasionally fly to the West. In those in- 
stances, the stolen aircraft was returned to 
its owner, but not before the “host coun- 
try” had examined it closely, according to 
Andrew Brookes, of the International In- 
stitute for Strategic Studies in London. 

On the question of whois to blame for 
the collision, the “rules of the air”, appli- 
cable to civilian as well as military planes, 
lay down that if an aircraft is shadowing 
another it must keepata safe distance. The 
American version of events would sug- 








gest that this particular Chinese pilot— 
not for the first time—broke this rule. 

On the other hand, the Chinese could 
argue that they had acted properly in 
granting emergency landing rights to the 
spy plane, something any country is ob- 
liged to do for an aircraft of any other 
country, whatever the state of their rela- 
tions. China could also cite a host of tech- 
nical grounds for inspecting the spy plane 
carefully, including health and safety pro- 
cedures. Not many people would take se- 
riously the United States’ claim that its air- 
craft was “sovereign territory”, at least in 
the sense that an embassy is. 

But nothing quite like this has hap- 
pened before. The most memorable pre- 
vious incident—the shooting down and 
capture of an American airman, Gary 
Powers, in the cold-war days of 1960—was 
different because his spy-plane was 
clearly flying in Soviet airspace. 
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A violent mix, land and religion 


New protests as Vietnam prepares for a party congress 


S IT just another clash between religious 

groups and Communists, or a real chal- 
lenge to the government? As in China, Viet- 
nam’s leaders have never been tolerant of re- 
ligions and, as in China, they are now 
confronting a cult with worrying partners 
abroad. Not the Falun Gong here, but Chris- 
tians. For several months, officials and police 
have cracked down on Protestant ethnic 
groups in the remote central highlands. In 
Dhalak and Gia Lai provinces, they have 
torn down makeshift churches defended by 
stone-throwing youths. Many people have 
been injured and, according to one report, 
eight have been killed. 

Although the protests are unusually 
large, the apparent problem is not new. Viet- 
nam’s secular party leaders find religion a 
pain, so seek to keep the country’s 8m Chris- 
tians in check. Mostare Roman Catholic, asa 
result of French colonial rule. But there are 
also 250,000 Protestants, mostly among the 
ethnic minorities who make up roughly 15% 
of the population of 80m. For all denomina- 
tions, party officials grant, or withhold, per- 
mission for churches to be built,and meddle 
in the appointment of clergy. This week, for 
example, the government said it would ex- 
tend official recognition to the Evangelical 
Church of Vietnam. That gave legal status to 
the group, which represents about 250 prot- 
estant congregations. 

Buddhism presents bigger difficulties. 


The party is envious of the large congrega- 
tions that still flock to temples, despite de- 
cades of official discouragement. Around 
half of Vietnam’s people are Buddhist. In 
March a Buddhist sect was outlawed when 





Hill people are different 


its leaders organised a rally 
in Ho Chi Minh City. The 
authorities said they were 
planning mass suicide, 
pointing to the self-immo- 
lation of a woman in the 
sect. She was protesting at 
the arrest of a Buddhist 
leader, Le Quang Liem, an 
octogenarian. 

Buddhist monks are 
routinely detained. As in 
its dealings with Chris- 
tians, the Communist 
Party interferes with the 
running of the Buddhist 
order, claiming the right to 
appoint abbots at monas- 
teries. Despite govern- 
ment assertions that Viet- 
nam allows generous and 
growing religious free- 
dom, Human Rights 
Watch, a monitoring group based in New 
York, suggests in a recent report that it re- 
mains sharply curtailed. 

But religion only partly explains the 
troubles in the central highlands. The gov- 
ernment blames foreign agitators, especially 
Americans, for stirring up the hill folk. To a 
limited extent, foreigners do indeed hold 
some influence. The hill tribes, collectively 
known as Montagnards, had close ties with 
American forces before the unification of 
Vietnam in 1975. Today, many have relations 
in the United States, where the Montagnard 
Foundation, in South Carolina, campaigns 
on their behalf. The executive director, Kok 
Ksor, admits that he advises protesters by 
telephone on how to confront the officials 
peacefully and in unity. 

Land, he says, is a bigger problem than 
religion. “If somebody takes our land away, 
they take our life away.” The hill tribes- 
people say that large numbers of lowland 
Vietnamese are migrating to higher ground 
and threatening their traditional way of life. 
Lowlanders, who see ethnic minorities as 
backward, are clearing land and forest to 
make way for plantations of coffee, which 
does well in the cooler climates higher up, 
and for other cash crops, all of them valuable 
for the export market. 

Such deforestation in the hills is a con- 
tributory cause to the floods that now strike 
Vietnam nearly every year. And clashes over 
the land itself have generated unusually 
open dissent in many parts of the country. In 
the past few years, disgruntled, land-hungry 
farmers have marched into Hanoi, the capi- 
tal, and into the largest town, Ho Chi Minh 
City, to stage demonstrations, sometimes 
lasting for several weeks ata time. 

While acknowledging that such protests 
take place, the governmenttries to play them 
down, though its television station did show 
a few seconds of footage of the recent riots. 
State-controlled newspapers blame “reac- 


Thailand 





tionary elements” for caus- 
ing trouble. But party leaders 
are preparing for their five- 
yearly congress, which is 
due to begin on April 19th. 
That big political set-piece 
makes the party even more 
than usually sensitive to 
signs of protest. 

In a typically commu- 
nist response, a propaganda 
unit from the army has been 
sent to the highlands to 
“educate” the tribespeople. 
Meanwhile, local authori- 
ties have been forced to ad- 
mit “errors”, and a minister 
for ethnic affairs, Hoang 
Duc Nghi, has been ticked 
off. A party newspaper, 
Nhan Dan, last week 
scolded officials who have 
“stayed away from the peo- 
ple and have not really understood all the 
difficulties they face”. The government 
seems to be trying to meet some of its citi- 
zens’ grumbles, but complaints about land 
or religion, or both, are likely to continue un- 
til well after the party congress is finished. 
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TOKYO 


TSUKO KAWADA does not know the ex- 

act year her son was infected with the 
HIV virus. But most of the 1,400 haemophi- 
liacs in Japan who contracted Hv through 
contaminated blood products got the dis- 
ease in 1983, when Ryuhei Kawada was seven 
years old. Eighteen years later, the doctor at 
the centre of this tragedy has at last been 
tried for professional negligence. The pros- 
ecutors had demanded a three-year prison 
sentence. Yet, when the trial ended on March 
28th, Takeshi Abe was aquitted. 

Suspicions over Mr Abe's conduct cen- 
tred on delays to the government's authori- 
sation of safe treatments for haemophiliacs. 
In March 1983, the United States’ Centres for 
Disease Control reported that n1v was being 
transmitted to haemophiliacs through un- 
sterilised clotting agents. The same month, 
the American Food and Drug Administra- 


tion authorised the use of a safe, heat-treated > 


blood product. Japan did not authorise heat- 
treated products until July 1985. Ryuhei Ka- 
wada was switched to a treatment of that 
sort in September 1985, long after doctors in 
America had stopped using unheated blood 
products. 

A leading haematologist, Mr Abe was 
also head of the health and welfare minis- 
try’s alps research panel, which met for the 
first time in June 1983. At that meeting, ac- 
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cording to a tape-recording seized by public 
prosecutors duringa raid on the ministry, Mr 
Abe expressed strong reservations about the 
safety of unheated blood products, saying, “I 
inject [the product]every day, thinking there 
isa toxic substance in it.” Later, however, Mr 
Abe seemed to change his mind. Guidelines 
drawn up by two of his subordinates, for ex- 
ample,recommended testing the new, steril- 
ised clotting agents for six months before ap- 
proval. Mr Abe insisted on one year of trials. 
He stuck to that decision, though six months 
of testing had given excellent results by No- 
vember 1984. 

Separately, two of Mr Abe’s junior col- 
leagues also testified that they had suggested 
he should switch to an older, but safe, clot- 
ting agent. Mr Abe overruled them. The most 
extraordinary aspect of the recent judgment, 
says Yoshiko Sakurai, the author of two 
books on the subject, is that it failed to touch 
either on the unusual details of Mr Abe's 
case, or on the question of his motivation. Mr 
Abe was accused of causing the death of a 
patient who had been injected with con- 
taminated blood products in May and June 
1985, a lot later than most other haemophi- 
liacs. By this time, two of Mr Abe's patients 
had already died of aips. Yet Mr Abe still 
prescribed the unheated blood product. In 
his ruling, the judge made no explicit refer- 
ence to that case. 

He did, however, argue that, although 
Mr Abe was aware of the danger of Hiv in- 
fection, he could not have anticipated the 
consequences of the disease, because so little 
was known about arps. The judge dismissed 
the evidence of Mr Abe’s two colleagues as 
lacking credibility. They testified, he sug- 
gested, to save their own skins. 

Nor did the ruling deal with the question 
of Mr Abe’s motivation. Prosecutors had 
sought to show that Mr Abe had delayed the 
introduction of heat-treated clotting agents 
in order to help out Green Cross, a Japanese 
pharmaceuticals company.Green Cross had 
invested heavily in unheated products. The 
firm also trailed behind its competitors in 
the development of sterilised blood pro- 
ducts. Mr Abe enjoyed close relations with 
Green Cross. Between June 1983 and No- 
vember 1984, for instance, he received 
¥18.5m ($75,000 then) from Green Cross, as 
well as money from other drug companies. 
The Green Cross donations went towards 
conference and symposium costs and anen- 
dowment fund that supported Mr Abe’s 
foundation. This foundation promoted the 
use, at home, of unheated blood products. 

Some good has come from the tragedy. 
The health ministry’s continuing attempts to 
cover up the truth have caused Japan’s defe- 
rential voters to look at their government 
through new eyes. Last year, Mrs Kawada 
became a member of parliament, from 
where she campaigns on human-rights is- 
sues. Her son Ryuhei is a focus for protest at 
the often arbitrary and unaccountable exer- 
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cise of power, in many fields, in Japan. 

There is much to protest about. Since 
1972, according to the health ministry, not a 
single Japanese doctor has lost his licence for 
professional negligence, though nearly 50 
have for other reasons. The newspapers, 
meanwhile, are full of stories about mistakes 
at hospitals and subsequent cover-ups. Mr 
Abe’s judge said the law should not hold one 
man responsible: a nod, perhaps, towards 
the importance of collective responsibility 
in Japan. But by all accounts, Mr Abe did not 
take decisions collectively.Certainly Mrs Ka- 
wada does not buy it. “Japan is lenient on 
people with authority,” she says. 





India 
Capital 
punishment 


DELHI 


USES were being stoned and set on fire in 

Delhi this week in a sharpescalation of a 
battle over fuels. The attackers were mostly 
owners of buses run on highly polluting die- 
sel fuel. The assaulted buses were powered 
by environmentally friendly compressed 
natural gas (CNG). Angry crowds deprived of 
transport joined in the violence. Police fired 
over their heads to disperse them. 

The conflict dates from three years ago, 
when India’s Supreme Court ordered all of 
Delhi's 12,000 buses to be converted to CNG 
from diesel, in an attempt to rescue the capi- 
tal from its plight as one of Asia’s most pol- 
luted cities. But little progress has been 
made. The court tried to speed matters up 
and almost brought Delhi toa stop. 

The court first became involved in 1996, 
when an environmental lawyer, M.C. 
Mehta, broughtan action against “the Union 
of India and others”. He called for measures 
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against decrepit buses, whose diesel fumes 
had helped to raise the level of pollution to 
threeor four times the permitted level. 

In 1998, the court ruled that diesel should 
be replaced as the bus fuel, either by con- 
verting existing engines or by replacing the 
buses. But neither the Delhi state govern- 
ment’s bus service nor private bus owners 
took much notice, and manufacturers of 
CNG engines and conversion kits did not 
gear up production lines, because there was 
little prospect of orders. 

Judges in India often relax their rulings if 
those involved are showing sincerity of pur- 
pose. But with little evidence of that, the 
court set a deadline of March 31st for a com- 
plete changeover, by which time only 200 
conforming buses were available. The dead- 
line galvanised the government and private 
bus owners into action, so the court, seeing 
some display of sincerity, set a more realistic 
date of September 30th. But it insisted that 
only those buses that were using CNG, or 
whose owners had permits to prove that 
they had placed orders, could ply the streets. 

By Tuesday this week, when Delhi 
emerged from a long holiday weekend, only 
1,500 buses were on the roads. Passengers 
clung to the sides of buses or crowded on to 
the roofs, while those inside were charged 
higher-than-usual fares, About 50 buses 
were stoned or set on fire. 

The Delhi government, seizing on the 
unrest as an excuse to defy the Supreme 
Court, allowed buses to return to the streets 
on Wednesday, even if the owners had not 
obtained permits to prove that they had or- 
dered CNG engines. That meant that 9,000 
buses were back on the streets, and the court 
agreed to extend the deadline for acquiring 
permits to April 15th. 

Delhi’s 50,000 taxis and auto-rickshaws 
are also affected. After another Supreme 
Court action, several thousand are proudly 
displaying bright green stripes to show that 
they have abandoned diesel for CNG. But 





there are not enough cnc filling stations to 
meetdemand and long queues have built up 
outside the 50 existing stations. 

Judicial activism has grown over the past 
25 years. Judges, much criticised during the 
country’s 1975-77 state of emergency, have 
rebuilt their reputations by responding fa- 
vourably to public-interest litigation. Early 
cases involved human-rights issues, such as 
bonded labour. They were followed by 
environmental and corruption cases. In 1996, 
a judge in Delhi went into her court one 
morning and started her own case against 
the municipal authority for creating a health 
hazard by allowing rubbish to pile up in the 
streets. The rubbish was rapidly cleared. 

Such intervention frequently leads to 
Opposition. There were street demonstra- 
tions over job losses after the courts ordered 
all polluting factories or workshops out of 
Delhi last year. However, several thousand 
of the worst offenders, out of a total of some 
100,000, have gone from the city. 

All of which, says Abhishek Singhvi, a 
lawyer who formerly worked for the gov- 
ernment, makes India’s one of the most dy- 
namic judicial systems in the world: judges, 
unlike Delhi’s traffic, get things moving. 
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Private Bill 


DELHI 


S A change from Washington, pc, 
where a new man is now having to 
answer the difficult questions, Bill Clin- 
ton slipped off to India this week, plan- 
ning visits to the earthquake-devas- 
tated state of Gujarat and a Mother 
Teresa home in Calcutta. He was with a 
group of Americans of Indian descent 
who have raised over $15m to help 
earthquake victims. Among them were 
several Silicon Valley software billion- 
aires and Rajat Gupta, managing direc- 
tor of McKinsey, a management con- 
sultancy. His publicity was being 
looked after by a team provided by Vic- 
tor Menezes, head of Citibank’s emerg- 
ing-markets business. 

Mr Clinton’s aim is apparently to 
emulate, with perhaps more style, the 
success of Jimmy Carter, another for- 
mer president, who has created a role 
for himself as an international media- 
tor. India loves icons, as Mr Clinton dis- 
covered on his triumphal presidential 
visit in March last year. But when India 
eased a host of restrictions on imports 
this week, it was hoping to acquire the 
most modern goods and technologies 
from abroad, not those that have 
passed their best-before dates in the 
West. It waits to see if Mr Clinton willdo 
more than generate personal publicity. 




















Every day, 160,000 people 


are accessing infotainment 


services on their mobile 


phones. Ericsson says, let's 


make sure that as the Mobile 


want 


Ericsson mobile infotainment. What you want. Where you want it. 


Internet grows we're giving 


people what they want, where 
they want it. That’s why, as 
part of its end-to-end Mobile 
Internet solutions, Ericsson 
brings together network 
operators and application devel 
pers to build exciting new 


services for every local market 


around the world. News 


Musi 


Games. On-line shopping 


The kind of services customers 


will actually use. Every day 


www.ericsson.com 
The Mobile Internet Revolution. 


It's an everyday thing. 


ERICSSON 2 


EFFEN ; es a ee Ee 





f 
p 
(5 





OFFSHORE i 


World's strongest banking group’ 


un Se : c 
Conditional guarantee of Abbey National = 





OFFSHORE 180 STERLING To: Julie Wong, ) 
NOTICE ACCOUNT Abbey National Offshore Representative Office:- 


m) Suite 3201, Dah Sing Financial Centre, ’ 
108 Gloucester Road, Wanchai, Hong Kong 


SR (+852) 3120 9188 (+852) 3120 9114/5 





@ Competitive interest rates 


@ Two penalty-free withdrawals each calendar 
year of up to 10%, or one amount of up to 20%, 


of the balance of your account jel enquiries@abbeynational.com.hk 
@ Further withdrawals subject to 180 days Website: www.abbeynationaloffshore.com 
notice or penalty Wd al i alike tll ea Sil So: loti akan Es oe 
Please send me a co; f 
@ Interest - annually, quarterly or monthly J A EEE SA r: A world of OFFSHORE BANKING” 


INVESTMENT ANNUAL (AER*) QUARTERLY (AER*) MONTHLY (AER*) Name (Mr/Mrs/Miss/Ms) 
£10,000 - £19,999 5.35% 5.35% 5.15% 5.25% 5.10% 5.22% Address 
£20,000 - £49,999 5.90% 5.90% 570% 5.82% 5.65% 5.80% z = "à 



































£50,000 - £999,999 6.15% 6.15% 6.00% 614% 5.95% 6.11% — A | 
Tel Fax 

£1,000,000 + 6.25% 6.25% 6.05% 6.19% 6.00% 6.17% ee = 

All rates are subject to change without prior notice.“The Annual Equivalent Rate (AER) is a E-mail i ones 

notional rate quoted for interest bearing accounts which illustrates the contractual (gross) The Abbey National group is rated AA by Standard & Poor's 

interest rate, as if paid on an annual basis. The actual return for most foreign currency accounts National Treasury International timited (the Company) is not an authorised institution within the meaning of the 

will be slightly higher since, by convention, interest is calculated on a 360 day year basis. 8: Ordinance (CAP 155) and is therefore not subject to the supervision of the Hong Kong Monetary Authority. 





ysiness name of Abbey National Treasury Inte al porated in jersey and 
wade, St Helier, jersey Abbey National ti 
ved with the he at Man Financial Sup 

jon tor financial services busi 
I Limited exceeded £173m a 
National pic. ishe 
tion of Oey 
Protection 
























OTHER NOTICE ACCOUNTS 


@ Offshore 90 @ Offshore 30 


INN Abbey 
1 1987 ot 


1987 oi 
ditional guarantee of Abbey National ple 


UNITED STATES 


Crashing to earth 


WASHINGTON, DC 


Relations with China have taken a bump. They may get even worse 


MERICA’S global reach means that the 
people who govern it, more than those 
in most other countries, are judged by how 
they handle foreign crises. The collision off 
China’s coast between an American spy 
plane and a Chinese jet is the first such test 
for the Bush administration. So far, it has 
come through the challenge reasonably well, 
especially considering that China holds all 
the cards (that is, the aircraft and its crew). 
But if the handling has been cautious, 
the first results have also been mod- 
est, and the accident is fast tuming 
into a defining moment in the two 
countries’ souring relationship. 

In the hours after the damaged 
surveillance aircraft touched down in 
Hainan on Sunday, the administra- 
tion’s reaction was reserved. As one 
senior official put it, America was try- 
ing to give the Chinese time to let 
things cool down. 

The administration was careful 
not to talk of the arrested crew as hos- 
tages (a few congressmen were not so 
punctilious). More important, Mr 
Bush squelched any opportunity for 
the factions in his foreign-policy team 
to dash off in different directions by 
ensuring that the president himself 
and his secretary of state, Colin Pow- 
ell, were the only ones to speak in 
public. The administration silenced 
senior voices on Capitol Hill who 
want to confront China more vigor- 
ously, such as Jesse Helms, the chair- 
man of the Senate Foreign Relations 
Committee, and managed to speak 
with one voice. 

By the third day of the stand-off, 
that voice was sounding exasperated. Amer- 
ican diplomats had managed a brief contact 
with the arrested crew members, but little 
more than that. Worryingly, the administra- 
tion had not then been able to speak with 
Chinese officials senior enough to get the 
matter resolved. Their own officials accused 
China of behaving in a way that was incon- 
sistent with its professed aim of improving 
relations. Mr Powell admitted that “some 
damage” had been done to them. The presi- 
dent gave a public warning that China must 


return the aircraft and its crew, or risk under- 
mining hopes for a “fruitful and productive 
relationship between our two countries”. 
That relationship seems to be getting no 
nearer as the days pass. Jiang Zemin, Mr 
Bush’s counterpart, demanded that the 
Americans issue a full apology. He gota letter 
of regret about the missing Chinese pilot 
from Mr Powell. Mr Jiang’s decision to leave 
China for a 12-day tour of Latin America the 





Hardball in the spring 


next day is likely to mean that yet more time 
could pass before the stand-off is resolved. 

This could pose a problem of its own be- 
cause of the underlying lesson—perhaps a 
salutary one—that members of the adminis- 
tration are drawing from the events. China, 
they think, is looking even harder to handle 
than anyone had feared. 

In the first few weeks of the administra- 
tion, Mr Bush’s team had found the relation- 
ship with China less awkward than ex- 
pected. True, the visit by Qian Qichen, 


China’s chief foreign-policy man, had con- 
centrated on the differences over missiles, 
Taiwan and human rights. But that was no 
surprise. In most other respects, the dip- 
lomatic contacts had been, well, diplomatic. 

But the stand-off has disconcerted the 
Americans both because of its potential to 
spill over into bigger areas of dispute and, 
more immediately, because of what it says 
about the politics of China. After its first con- 
tacts, the administration had thought that 
China might use the spy plane as an oppor- 
tunity to improve relations at little cost—at 
best by returning the plane and the 24 men 
and women it carried, at least by granting 
immediate access to them. Neither hap- 
pened. China prevaricated, then played 
hardball. The fear is that it may be testing Mr 
Bush much as Russia tested Jack Kennedy 
before and during the Cuba missile crisis of 
1962. 

This hardening scepticism makes 
several problems worse. The relation- 
ship of any established global power 
with a rising one is always likely to be 
tough. The list of problems for the two 
countries is long and complicated, 
ranging from weapons sales to Tai- 
wan to trade policy with China and 
individual irritations (a Chinese de- 
fector here, an American arrested for 
spying there). 

And America, like China, has its 
own hawks, eager to attack the other 
side. Their voices are likely to grow 
louder, especially in Congress. The 
House of Representatives not unrea- 
sonably voted to condemn China’s 
human-rights record on Tuesday. Mr 
Helms has sent a bill to the Senate 
floor opposing China's bid for the 
2008 Olympics. More important, 
Congress must vote on money for any 
new military equipment the admin- 
istration proposes to sell to Taiwan, 
such as the Aegis anti-missile system. 
It must also vote on renewing the bill 
that opens the way for China’s entry 
into the World Trade Organisation, 
unless China’s entry is completed by 
June. On Wednesday, 28 congressmen pro- 
posed legislation to revoke China's trade 
benefits in the American market. 

In short, those who want Mr Bush to be 
tougher with China have plenty of chances 
to push him that way. The toughest deci- 
sions over this awkward business have yet to 
come (what if China offers to give the crew 
back, but not the aircraft and its technologi- 
cal secrets?). As the stand-off continues, the 
hardliners on both sides will get stronger. 
s a 
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Campaign-finance reform 


Brave new world (perhaps) 


WASHINGTON, DC 





McCain-Feingold’s expected—and unexpected—consequences 


HIS week's vote in the Senate tooverhaul 

America’s campaign-finance laws was a 
rare example of a legislature acting like one. 
Senators listened to arguments and made up 
their minds in the chamber. Instead of ritual 
conflict along party tramlines, there was 
genuine uncertainty about how the vote 
would go. In the event, the McCain-Feingold 
bill passed by 59 votes to 41. 

Even more remarkable is the uncertainty 
about what effect the decision will actually 
have. John McCain, the bill’s co-sponsor, 
thinks it will purge politics of “special inter- 
ests”. Others voted for the bill because they 
thought it would damage the other party 
more than their own. The bill has yet to go to 
the House. It has yet to reach the president. 
And, of course, the Supreme Court could 
strike down part of the bill on the ground 
that it restricts free speech. 

That said, the bill is a landmark, the big- 
gest step so far towards reforming America’s 
27-year-old campaign rules. Assuming 
something like it becomes law, what practi- 
cal effect might it have? To answer that, con- 
sider the three main actors on the campaign 
stage—the donors, the political parties and 
their candidates. 

First, the donors. Will they react, as the 
reformers hope, by reducing the amount of 
money they give to campaigns? Senator 
Mitch McConnell, the self-described Darth 
Vader of campaign finance, says no. They are 
exercising first-amendment rights to influ- 
ence politics. If they cannot spend their 
money one way, they will spend it another. 

But there is some evidence that contribu- 
tions do not come, as this suggests, solely 
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from the supply side. They are partly “de- 
mand-led”: that is, given in response to what 
is essentially a shake-down operation. Po- 
litical bigwigs demand more and more 
money from established donors with the 
implicit threat that, if they do not get it, the 
company or interest group will be at the back 
of the queue when hearings are held on Cap- 
itol Hill. Charles Kolb of the Committee for 
Economic Development, a business group 
which supported McCain-Feingold, says 
that most corporate donations are given for 
fear of not giving. Itis like an arms race. To the 
extent that this is true, McCain-Feingold 
would reduce the total sum given to cam- 
paigns by proving an argument against the 
shake-down. Unlimited contributions 
would be banned, and donations subject to 
acap of $37,500 per person, per cycle. 

Even if all the contributions were de- 
mand-led (and clearly not all of them are), 
huge sums would still flow into politics. So- 
called “hard money” (contributions from in- 
dividuals to be used for any purpose) has 
risen from $280m in 1990 to around $700m 
now. It is likely to rise further as some soft- 
money donors switch to hard money in- 
stead. Moreover, donors who really want to 
finance political activity would be likely to 
react in ways that would make some dona- 
tions even less transparent. 

Parties are looking at ways to set up non- 
profit groups that could receive any amount 
of money. So one effect of the bill might be to 
create less accountable “quasi-parties”. Do- 
nors could also engage in political activity di- 
rectly, rather than through parties, as trade 
unions do now. Those with mass-member- 


ships would concentrate on “retail politics” 
(getting out the vote, running telephone 
banks and so on). Donors without big mem- 
berships, such as companies, would concen- 
trate on the most expensive part of a cam- 
paign, buying television time; nearly all the 
growth in “soft money” has gone on this. The 
McCain-Feingold bill would ban so-called 
“phoney issue ads” (thinly-veiled campaign 
advertisements financed by outside groups) 
within 60 days of a general election. This is 
the partof the bill that looks most vulnerable 
to Supreme Court scrutiny. If it were struck 
down, donors’ advertising spending would 
be unlimited. If it were sustained, the ads 
could still be bought—but early in the cam- 
paign, as they used to be. Either way, “special 
interests” would continue to play a role. 

Parties would at first be weakened, com- 
pared with outside groups, because so much 
of their activity depends on soft money. But 
they would not be destroyed. They would 
have to adjust by expanding their base away 
from large corporate and union donors to 
individual contributors, which is what they 
used to do until the early 1990s. This would 
be harder for Democrats than Republicans, 
who have an advantage among donors will- 
ing to spend $1,000-$2,000 on a candidate. 
Such an expansion would take time and 
money because it requires a costly invest- 
ment in direct-mail operations. But the effort 
would strengthen parties’ grass-roots orga- 
nisation. Beyond that, parties would also re- 
tain a role in organising opinion-poll re- 
search, political consultancy and candidate 
recruitment: all areas where they can profit 
from economies of scale. 

Lastly, McCain-Feingold would increase 
competition between candidates by slightly 
tilting the balance away from incumbents 
and towards challengers. Challengers get 
slightly more of their hard money from do- 
nors who give the maximum amount. The 
bill would double that amount, so in princi- 
ple it should be easier for challengers to 
reach the threshold of getting established. 

Since parties tend to compete with their 
own candidates for hard money (and lose, 
since the parties cannot do the donors direct 
favours), the increase in hard-money dona- 
tions could help candidates at the parties’ 
expense. But that could increase electoral 
competition because, in the 2000 election, 
the national parties in effect abandoned 95% 
of the races to incumbents, and concen- 
trated all their money and attention on 20 or 
30 super-expensive contests. 

On balance, the bill, if it became law, 
could do more good than harm. But it is nota 
cure-all. It is not even entirely a new start. In 
some ways, McCain-Feingold would return 
the dollar-politics relationship to something 
like what it was in the 1980s. And after that 
the political system would presumably alter, 
as it did then, in nefarious ways requiring 
another crusade in 20 years’ time. 





The economy 


Consumers to 
the rescue? 


NEW YORK 


S WITH most paths from mountain-top 
to valley, the road into recession tends 
to be winding and uneven, with enough flat 
or even rising stretches to raise the occa- 
sional hope that the traveller has reached the 
bottom. The past few weeks’ data have been 
sufficiently ambiguous to convince some 
economists that the descent of America’s 
economy is nearing an end, though many 
others fear further steep drops. Who is right 
may depend largely on whether consumers, 
who have so far carried on spending fairly 
freely, decide to shut their wallets. 

The manufacturing sector has been a 
source of modest encouragement for the op- 
timists. True, it remains in recession. But the 
National Association of Purchasing Manag- 
ers’ manufacturing index unex- 
pectedly edged up a bit in March, 
suggesting that the rate of decline 
in activity is slowing. The big car 
makers, whose sudden troubles a 
year ago made them the leaders of 
the economic retreat, reported a 
fall in sales in the first quarter. 
Even so, they claimed, sales were 
better than expected, things look 
better for the second quarter and 
the surge in inventories that had 
caused so much alarm is being 
brought under control. 

The narm non-manufactur- 
ing survey was also less worrying 
than some economists had feared. 
The index fellin March, but not by 
much. This is a much newer indi- 
cator than the narm manufactur- 
ing survey, so nobody really 
knows how to interpret it. But 
plenty ofeconomists are happy to 
regard a merely small fall, in to- 
day’s gloomy climate, as a reason 
for optimism. 

Some economists also take comfort from 
the Federal Reserve, which shows every in- 
dication that itis ready to cut interest rates as 
low as is necessary to get the economy back 
on its feet. Even after the 150 basis points of 
cuts so far this year, monetary policy is now 
merely neutral rather than tight. The markets 
are forecasting that it will become stimula- 
tive shortly, with interest rates falling to 4.5% 
or lower (from 5% now) over the next two Fed 
meetings, on May 15th and June 26th-27th, 
and maybe even sooner. 

That is the rosier view of the Fed’s ac- 
tions. A gloomier one is that the central bank 
is unimpressed by the not-so-bad-after-all 
numbers mentioned above, and knows that 
it has its work cut out avoiding a recession, 


perhaps a severe one. 

The interest-rate cuts so far this year 
have not calmed the nerves of corporate 
America, where the outlook for profits is de- 
teriorating daily, and any spending that can 
be postponed has been—with technology 
spending, in particular, screeching to a halt. 
Many firms have been delaying more drastic 
action, such as big job cuts, in the hope that 
the economy will rebound quickly; but each 
day it does not, more will have to act. The im- 
pact of rate cuts has been limited, not least 
by the banks: so much so that Alan Green- 
span, the Fed chairman, has warned them, 
again, not to deny loans to fundamentally 
sound credits. 

The one unworried head in this storm, at 
least until now, has been the American con- 
sumer, who still shops as if there was no to- 
morrow. Consumer spending, which ac- 
counts for two-thirds of Gpr, continues to 
rise, and is on course for real year-on-year 
growth in the first quarter of over 3%. Ameri- 
cans are still straining their credit cards, after 
a brief flirtation with prudence in Decem- 





ber. Their spending exceeds after-tax in- 
come— the “negative savings rate”—by a re- 
cord amount. Incredibly, this has happened 
despite a sharp fall in consumer confidence; 
it plunged to a four-year low in February, 
before improving somewhat in March. 

So what happened to the much-cited 
“negative wealth effect” supposedly caused 
by the past year’s plunge in share prices, par- 
ticularly the Nasdaq? The destruction of sev- 
eral trillion dollars of stockmarket wealth 
seems to have influenced only what Ameri- 
cans say, not what they do. There is a strong 
correlation between changes in the Nasdaq 
and the level of consumer confidence, but 
not between the Nasdaq and spending. 

People may be much slower to allow 
changes in share prices to influence their 
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spending than has been supposed up to- 
now, says Henry Willmore, an economist at 
Barclays Capital. In the past, they have been 
twice as likely to consume out of gains in the © 
value of their homes as out of share appre- 
ciation. Strikingly, last year, the value of © 
owner-occupied property went up by over 
10%, the biggest increase since 1985. This 
raised household wealth by around $1.1 tril- 
lion, roughly half the loss due to falling share 
prices—but enough, on past 
trends, to cancel out the negative 
wealth effect of the stockmarket. 

Will. tumbling share prices 
now trigger falls in house prices? 
There is some evidence of this at 
the luxury end of the market. But 
in the past, there has been no 
strong correlation between share 
prices and house prices. If any- 
thing, they tend to move in oppo- 
site directions. 

Supporting the housing mar- 
ket seems to have become the fo- 
cus of the Fed’s activities. Its rate « 
cuts have stimulated a boom in 
mortgage refinancings, which 
gives money straight to consum- 
ers. Most of the recent rapid in- 
crease in the money supply stems 
from the lending activities of two 
federally sponsored mortgage 
agencies, Fannie Mae and Freddie 
Mac, which as a result are facing 
growing political scrutiny. 

If the housing market continues to 
boom, it should lead to an acceleration of 
consumption, led by increased spending on 
“big ticket” items, from ovens to carpets, as 
the year goes on, according to Carolyn Scott 
of McCoy Scott, a consultancy. 

The main risk to this rosy scenario is the 
labour market, which has so far remained 
more resilient than economists thought 
likely. However, unemployment tends to 
follow economic activity with a lag. And in 
this downturn companies have been par- 
ticularly reluctant to fire workers, since hir- 
ing has been hard in recent years and the 
economy may recover quickly. If they do 
start to wield the axe with zeal, consumers 
will have to learn restraint. 
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The budget 


Not yet time for 
_ the champagne 


WASHINGTON, DC 


z A“ IF he did not have enough to worry 


about this week, George Bush has dis- 
covered that his tax plan faces big trouble in 
the Senate. On Tuesday, it survived a Demo- 
cratic amendment only because Vice-Presi- 
dent Dick Cheney used his casting vote. On 
.. Wednesday, however, the Senate voted to 
` redirect $450 billion of the proposed cuts, 
abut a quarter of the total, to education and 
“repayment of the national debt. 

Support for the plan is more solid in the 
House than in the Senate which, split 50-50 
as it is, is a delicate place to do business. But 
there are at least three reasons for thinking 
that Mr Bush faces serious problems in the 
months ahead. The most important is that 
the rationale for cutting taxes is hopelessly 
confused. In his bid last year to win the Re- 
publican presidential nomination, Mr Bush 


needed both to escape from the shadow of 
his tax-raising father and to head off a chal- 
lenge from tax-slashing Steve Forbes. So he 
produced an ambitious plan to cut taxes by 
$1.6 trillion. He also wanted to show that he 
was fiscally responsible. So he produced a 
plan that would phase in his cuts over ten 
years, with 80% of the cuts coming after 2006. 
But since then, with a slowing economy, 
Mr Bush has invented a new justification for 
his plan—as a weapon in the fight against a 
potential recession. To justify this he needs, 
at the very least, to re-shape his package to 
speed up its impact. Many Democrats say he 
needs to re-shape it even more, to put money 
in the pockets of middle-class. consumers 
rather than the wealthiest 1% of Americans. 
The plan also rests on optimistic as- 
sumptions about the size of the surplus. It 
was conceived during a roaring economy 
when money was pouring into government 
coffers. Now a slowing economy casts doubt 
on projections that there will be $5.6 trillion 
in surplus revenues over the next decade. 
This has led some legislators, including both 
Democrats and Republicans, to support a 
“trigger mechanism”, a budget target that 





will have to be met before tax cuts take effect. 

The third head-scratcher is just where 
public opinion stands. It is true that most 
voters want lower taxes. But the majority is 
getting slimmer: a Zogby poll shows that the 
number of people who support Mr Bush’s 
scheme has shrunk from 56% of the popula- 
tion three months ago to 51% today. 

The past few days provide a brief 
glimpse of things to come. On Tuesday, it 
took both Mr Cheney’s casting vote, and Re- 
publican agreement to increase spending on 
prescription drugs above Mr Bush’s limits, to 
defeat a Democratic proposal to shift money 
from tax cuts to prescription-drug coverage. 
On Wednesday three Republicans defected 
to vote for the Democratic plan. The Repub- 
lican leadership has kept its waverers in line 
only by agreeing to increase spending on’ 
their pet programmes. Even so, Jim Jeffords, 
a Vermont Republican, who broke ranks on 
Wednesday, sounds determined to with- 
draw his support from the whole plan. He fa- 
vours an alternative tax proposal devised by 
John Breaux, a Democrat from Louisiana. 

So was Mr Bush foolish to invest somuch 
of his political capital in cutting taxes? Not 





NEW YORK 


NTHEsummer of 1997, a fortnight before 

he was shot dead on the steps of Casa 
Casuarina, his Miami home, Gianni Ver- 
sace was given the keys of Florence in 
honour of his contribution to Italian cul- 
ture. Stepping up to accept the award, he 
cried, with outstretched arms, “I feel like a 
Medici.” The auction in New York. this 
week of the paintings and furnishings that 
adorned Casa Casuarina reveals a person 
obsessed with presenting himself as a lat- 
ter-day Renaissance Man. Was he? 

It might seem a hard case to make. To 
most people, Versace was associated more 
with vulgarity than high art. The gaudy, 
jewel-encrusted.clothes he designed were 
derided as il stile puttana, whores’ 
style. His murderer was a homosex- 
ual whom, in all likelihood, Versace 
had once picked up on South Beach, 
a prowling-ground for many of the 
bronzed hunks he is said to have en- 
tertained at Casa Casuarina. This 
$19m, 20,000-square-foot, 12-bed- 
roomed pleasure-dome, with its 
Roman marble baths and Egyptian 
and Pompeian suites, seems an un- 
promising domain for a serious pa- 
tron of the arts. 

Yet an inspection of the 600 or so 
items up for sale in the three-day 
auction starting at Sotheby’s on 
April sth makes one think again. 
Certainly the collection, expected to 





The renaissance of Gianni Versace 


fetch upwards of $7m, is unapologetically 
gaudy, and displays a wild mix of styles. 
Neo-classical Greek busts sit alongside fig- 
urines of lions and sphinxes and a rather 
daunting collection of gilded phallic col- 
umns and candlesticks. But there is also a 
fine collection of micro-mosaics and In- 
dian miniatures, a large group of i9th-cen- 
tury European paintings and some 80 
pieces of French Empire-style furniture, all 
of which Versace apparently bought in a 
single day. Benjamin Doller, a Sotheby’s 
specialist in 19th-century paintings, says 
Versace “had an art-historian’s eye.” 

The collection reveals something many 
Americans hold dear—reinvention. A 





Just right for the front yard 
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working-class boy who grew up while his 
mother sewed in her modest shop in a 
seedy, Mafia-run town in southern Italy, 
Versace spent his life putting his origins be- 
hind him. His closest friends were the peo- 
ple whose pictures appeared in the world’s 
glamour magazines. He dressed Princess 
Diana and Elton John. In 1977, a six-page 
spread in the Italian edition of Vogue 
showed a moody photograph of Versace 
and his family, dressed in elaborate cos- 
tumes, holding menacing black dogs and 
posing like aristocrats on the steps of an or- 
nate villa. What the readers were not told 
was that the clothes, the dogs and the 
house itself were all borrowed props. As a 
close friend said of him: “For Gianni, it was 
not important what you are, but what you 
appear to be.” 

Versace’s taste for reinvention went 
beyond his own life. He took other 
people’s works of art and put them 
on things like boxer shorts, earning 
himself the nickname of “Versace 
Copyaci”. Some of the most inter- 
esting pieces coming up for auction 
this week are chairs and sofas he re- 
covered in his own colourful fab- 
rics. This irreverent mixture of clas- 
sic and modern exerts a powerful 
attraction. Jennifer Aniston, star of 
“Friends”, is said to have her eye on 
Versace’s $90,000 Indian rosewood 
settee. 

In the end, Versace may be more 
Andy Warhol than Lorenzo de Me- 
dici. That will not diminish his ap- 
peal to the new aesthetes. 








40 


necessarily. There is little doubt that some 
form of tax cut will eventually be passed. 
This is partly because the Democrats do not 
want to be seen as the party of high taxation, 
but also because there is a widespread feel- 
ing that the slowing economy has made tax 
cuts more necessary than ever. Mr Bush has 
along record in Texas of allowing the legisla- 
ture to rewrite his tax proposals and then 
claiming credit for them anyway. Expect 
him to repeat this trick when the budget fi- 
nally emerges from the legislative maze. 

= — 5 = 





Detroit 


Archer's target 


DETROIT 


c= time this month the mayor of De- 
troit, Dennis Archer, will decide whether 
or not to seek a third four-year term. The Ar- 
cher years have been good for Detroit, or at 
least much better than the two decades that 
came before. The city has a new downtown 
baseball stadium; a new football stadium 
will be finished next year. Three new casinos 
are generating $80m a year in revenues for 
the city. Compuware, a software company, is 
moving its headquarters and 6,500 workers 
into the city. The Detroit Comeback Index, 
which measures the health of the 
city by 23 indicators ranging from 
business start-ups to school per- 
formance, has climbed from 100 in 
1994 to 119.5 (having peaked at 122.8 
last year), according to its creator, 
Comerica Bank’s chief economist, 
David Littmann. 

Mr Archer, one of Governing 
magazine's Public Officials of the 
Year for 2000, says he is “leaning 
towards” running again. But why 
should he (or any other big-city 
mayor) want the job? Mayors face 
all the bare-knuckle battles of na- 
tional or state politics with fewer 
resources and more constraints. 
Mr Archer, fit and trim at 59, picks 
at an annoyingly healthy lunch of 
fruits and vegetables in his City 
Hall office as he reflects, “I've grown accus- 
tomed to stress. I understand now how 
much I can mentally and physically absorb 
because we've had some challenging issues 
in our city—some that I didn’t anticipate 
when I ran for office.” 

Detroit’s problems are even bigger than 
those of most other American cities. The 
suburbs beckon. The 2000 census figures re- 
leased at the end of March show that De- 
troit’s population has fallen below 1m for the 
first time since the dawn of the automobile 
age. Some of America’s other big cities, such 
as New York and Chicago, have populations 
thatareatlaston the rise. Mr Archer points to 
$13 billion in new investment during his ten- 


ure. Still, Detroit, a city that stretches over 180 
square miles, gets its first commercial cinema 
when he cuts the ribbon on a ten-screen 
monster on April 6th. 

The schools are a shambles. In 1999, Mr 
Archer took a bold step to try to make them 
better. He convinced the state legislature to 
dismantle the elected school board and re- 
place it with a board in which the mayor ap- 
points six of the seven members. “It was an 
enormous, tension-filled, _racially-filled, 
high-action, high-emotional drama,” says 
the mayor. Yet the school system still makes 
many parents flinch. Michigan law allows 
students in Detroit to attend either the rather 
superior charter schools or public schools 
outside Detroit that will accept them. Since 
1997, 19,000 students have fled from Detroit’s 
public schools, taking $80m-worth of fi- 
nancing with them. 

Businessmen are clamouring for more 
dependable government services and faster 
relief from Detroit’s tax burden. Mr Archer 
has cut the city’s corporate tax from 2% to 
1.9%; its income tax on residents will be cut 
over 10 years from 3% to 2%, and the income 
tax on workers who live elsewhere but work 
in Detroit will be cut over the same period 
from 1.5% to 1%. Mr Littmann describes these 
as “grudging, minuscule, but in-the-right- 
direction tax decreases”. The city still gener- 
ates its own power for street lighting, a ser- 
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and popular but rundown park where Mr 
Archer runs three miles every day. He pro- 
posed a $3 fee for every car driving on to the 
island to cover the cost of maintaining the 
park and improving its facilities. (City work- 
ers report that they have picked up 6,000 
tons of trash on the island since 1998.) The 
park would still be free for residents who ar- 
rived on foot, bicycle or city bus. The council 
rejected Mr Archer’s proposal not once but 
twice. It may yet end up as a referendum on 
the ballot. “After much effort, he wins bat- 
tles, but the frustration is that those battles 
have to be fought,” says Paul Hillegonds, 
president of Detroit Renaissance, a coalition 
of Detroit business leaders. 

Mr Archer’s approval rating lingers 
around 60%, down from his 1997 re-election 
tally of 83%. The business community is less 
effusive in its praise of him than it was a few 
years ago. Still, businessmen will rally when 
called upon. They have not forgotten Mr Ar- 
cher’s predecessor, Coleman Young, whose 
administration declared war on business 
and the suburbs, heightened racial tensions 
for political gain and botched the finances so 
badly that the city’s bonds fell to junk grade. 
The bond-rating agencies have upgraded 
Detroit's credit 11 times during Mr Archer’s 
tenure, Comerica’s Mr Littmann, who can 
produce a long list of things the city needs to 
do faster, cheaper or better, still calls Mr Ar- 
cher a “force of enlightenment”. 








Good job, Mr Mayor 


vice so notoriously unreliable that Mr Ar- 
cher claimed as an accomplishment in his 
2001 state-of-the-city speech the fact that 
95% of thecity’sstreet lights are now working. 
Many believe the system should have been 
privatised long ago. 

Two Democrats and an independent 
have declared themselves as rival candi- 
dates for the mayor's job. They all bash Mr 
Archer for bad schools, poor police and fire 
services, dim public lighting, messy parks 
and letting abandoned buildings fall to bits. 

The city council gives little to Mr Archer 
without a fight. Small issues illustrate the 
tension of the mayor's days. Consider a 
modest proposal to clean up Belle Isle, a big 


What might persuade him to 
run again? The cynics can point 
out that the perks are nice: a house 
on the river, a car and driver, trade 
missions to Europe and Asia, 
where American big-city mayors 
are still greeted with respect. The 
more convincing answer is that 
mayors matter in Detroit, as in 
America’s other big cities. Whereas 
American presidents can change 
the nation by degrees, and state 
governors are remembered for a 
programme or two, effective may- 
ors can really turn cities round. 

Bruce Katz, director of the 
Centre on Urban and Metropoli- 
tan Policy at the Brookings Institu- 
tion, places Mr Archer ina class of 
mayors who have made profound physical 
and social changes in their cities: Richard 
Daley (Chicago), Thomas Menino (Boston), 
Rudy Giuliani (New York), Wellington Webb 
(Denver) and Henry Cisneros (formerly of 
San Antonio). Their achievements compare 
with the decades in which urban politics 
consisted of sharing the spoils while paper- 
ing over a city’s decline. The great mayors, 
thinks Mr Katz, say: “This is going to change.” 

Mr Archer has plenty left to do, should 
he so choose. It would be understandable if 
he took his due credit for eight years of hard 
work and decided to spend the next four 
playing golf. It would be a shame, though. 

















OPULATIONS are fluid, but demography is rigid. The census, 

which freezes the flow of humanity into categories, creates 
sharp points and discontinuities in what is really a steady process 
of change. California is marking, for the most part with pride, one 
such. artificial landmark produced by the 2000 census. Some- 
where in the past ten years, the number of Californians who de- 
scribe themselves as white fell behind the number who describe 
themselves as something else. 

To put it in shorthand, “whites are no longer a majority”. It is 
true that the 47% of Californians who are listed as white in the cen- 
sus include some Middle Easterners with dark skins and exclude 
those, among the 32% counted as Hispanic, who might also con- 
sider themselves white. But arguments over where the milestone is 
placed do not alter the road. 

The change has happened fast; as recently as 1950, Hispanics 
were only about 6% of the population. Whites made up around 
90%. The drop since then is steep and is accelerating. At present, 
more than half of the state’s adults are white, but the word 
covers only a third of its residents ae 
whoare less than 18 years old; and in 
the numbers of births and immi- 
grants whites fall a long way behind 
non-whites. 

In taking this path, California is 
showing the rest of America its fu- 
ture-—-one in which whites and 
blacks will share the country with a 
larger proportion of the population 
that has Asian or Latin American 
origins. As it passes its milestone, 
California offers reasons for both 
gloom and hope about this future. 

Pessimists can point toa series of 
referendums called by voters in the 
1990s that seemed to express white 
resentment. One barred illegal im- 
migrants and their children from re- 
ceiving all but emergency govern- 
ment services; another ended 
affirmative action, selection by race 
rather than merit;a third banned bi- 
lingual education in schools. All 
passed by large margins. If the economy goes into recession, this 
could increase the anger against immigrants, who can be accused 
of taking jobs away from people who have lived in America all 
their lives. 

There are more reasons, however, to be optimistic about Cali- 
fornia’s experience as the country’s most ethnically diverse large 
state. Of those referendums, only the first, Proposition 187 banning 
services for illegal immigrants, was truly racially divisive. Pushed 
by politicians eager to exploit anger about the long recession from 
which California was just emerging, it won a majority, and helped 
to propel its proponents to success. But its longer-run impact has 
been quite different. Latinos, who are now voting in increasingly 
large numbers, turned against the state's Republican Party, which 
had embraced 187. The party has still not recovered. 

Ending affirmative action and bilingual education, on the 
other hand, had wide support among Latinos from the start. They 
rightly saw these referendums as attempts to dismantle obstacles 
to assimilation into America. Support for the affirmative-action 
measure divided along ethnic lines only when politicians versed 
in the race-based politics of multiculturalism decided to link it to 





The Golden State turns brown 


Proposition 187. The anti-bilingualism initiative kept high levels of 
Latino support right up to voting day, and has become even more 
popular since then as children of Spanish-speaking parents have 
started todo better at school. 

Multiculturalism grew out of the politics of the black civil- 
rights movement. But, in practice, California follows an older 
American pattern. The melting pot works even more efficiently to- 
day than it did when the idea of apparently different peoples 
blending together as Americans first became a cause of celebra- 
tion. Up to 40% of the American-born children of Asians and Lati- 
nos, the fastest-growing groups in California, marry outside their 
own ethnic groups, a far higher proportion than the 5-10% typical 
of second-generation Italian-Americans and Jews in the middle of 
the 2oth century. 

For Latinos, themselves the product of racially mixed Mexico 
and other Latin American countries, the idea of the melting pot is 

much more attractive than defensive multiculturalism. Califor- 
nia, leading the way statistically, can pass on to the rest of the 
country what it is learning from its 
newest citizens: in America, ethnic 
boundaries can dissolve. 

What seems new as California 
becomes more Hispanic is also a re- 
discovery of the past. Before it joined 
the union in 1850, California was 
part of Mexico. Until the gold rush, 
most Californians were Spanish- 
speaking ranchers and missionaries, 
or native Indians. Kevin Starr, a his- 
torian, has suggested that. the 2oth- 
century white majority may come to 
be seen as an historical aberration. 

In truth, the state is at root nei- 
ther Hispanic nor white. Early Cali- 
fornia was not so much Mexican as 
empty; the non-native population 
in 1840 was less than 10,000. And un- 
like New Mexico’s Hispanics, many 
of whom can trace their roots to the 
first Mexican settlers, most Califor- 
nian Latinos are the product of im- 
migration within the past 30 years. 
Immigrants come to California looking forward, not back. 

There is in any case something perverse in arguing whether 
such immigrants will change the nature of America. While the 
anti-immigrant lobby frets that America is in danger, the rest of 
the world embraces, or denounces, what it calls Americanisation. 
“American culture” reaches children in tiny villages in the Andes. 
The thought that the children of Peruvian immigrants growing up 
ten miles from Hollywood could undermine it is laughable. 

As they have always done, immigrants to America will be- 
come American even as they mildly change the American mixture. 
The fact that California’s immigrants tend to be Hispanic and 
Asian will continue to shape the character of the state, but it will 
notalter its Americanness. America is full of regions and states that 
are no less American for being numerically dominated by particu- 
lar groups: Utah, with its Mormons; Hawaii, Asian from the start; 
Wisconsin, where 45% of the population is of German descent. 

What all Californians, Hispanic, Asian and otherwise, want is 
housing, schooling, jobs and healthcare. The real challenge in Cali- 
fornia’s census result is not in the fine print but in the simplest 
number of all, the grand total: 33.9m people, and growing fast. 
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A murky democratic dawn in 
post—Fujimon Peru 


UMA 


This weekend’s election should at least be free and fair, but a dirty campaign 
has left Peruvians disillusioned with politicians 


LEJANDRO TOLEDO sounded hoarse 
this week as he spoke at campaign ral- 
lies. Itis the second time in a year that Mr To- 
ledo, an economist of the centre-left, has run 
for president. Last year, he was the chief 
challenger to Alberto Fujimori in a rigged 
contest. Now, as Peruvians prepare to vote 
again on April 8th after the sudden collapse 
of Mr Fujimori’s regime, Mr Toledo leads in 
the opinion polls. But he cannot yet be cer- 
tain of victory. With no candidate likely to 
win an outright majority in the first round, 
the election seems headed for a run-off. 
That uncertainty is itself a sign that de- 
mocracy, or at least its outward apparatus, is 
swiftly returning to Peru after a decade of 
increasingly corrupt and authoritarian rule 
by Mr Fujimori and Vladimiro Montesinos, 
his sinister intelligence chief. With both men 
now out of the country, Peru is ruled by an 
interim government of competent techno- 
crats. The army command has been cleared 
of Mr Montesinos’s closest cronies. The me- 
dia are operating freely and the electoral au- 
thorities have been changed. There should 


be no repeat of the chicanery of last year’s 
election, when media coverage and the vote 
count were manipulated by the intelligence 
service. 

But the campaign has been a dirty affair, 
marked by racial and other slurs, and has 
done little to restore public faith in politics. 
Ironically, Mr Toledo, after his dogged cam- 
paign against the corruption of Mr Fujimori’s 
regime, is himself the subject of allegations 
of a different sort of sleaze. He is opposing a 
claim by a 13-year-old girl that he is her fa- 
ther and has refused to take a DNA test, un- 
less ordered to by a court (after the election). 
Last month, Caretas, an independent news- 
weekly, published a medical certificate that 
showed Mr Toledo tested positive for co- 
caine in October 1998. 

The candidate says the drug test came 
after he had been kidnapped by intelligence 
agents and doped (the test also showed a 
sleep-inducing drug); his wife had raised the 
alarm that day. But rivals insist there are un- 
answered questions. According to a police 
report at the time, Mr Toledo made no men- 








Toledo appeals to the mountain gods 


tion of any abduction. He is alleged to have 
spent the day in a Lima hotel, where he 
signed for hefty credit-card purchases made 
by three unidentified women. 

Mr Toledo attributes the allegations, 
which were first made last year, to dirty 
tricks by remnants of the old regime. He has 
compared himself to a pinata—a papier- 
mâché dummy that children bash open at 
birthday parties—because everyone has 
been swiping at him. Of Andean Indian de- 
scent, Mr Toledo worked as a shoeshine boy 
as a child before winning a scholarship to 
Stanford University in California, where he 
met and married Eliane Karp, a Belgian an- 
thropologist. Many poorer Peruvians iden- 
tify with his success, but Peru’s elite distrusts 
him—although he is now part of it. 

The scandal has not helped Mr Toledo, 
but it has not done huge damage. According 
to Apoyo, a polling company, his support is 
fairly steady at 35%. His closest challenger 
has been Lourdes Flores, an effective if 
rather prim Christian democrat. But her 
campaign has faltered recently. Perhaps her 
father should not have called Mr Toledo a 
“cameloid”. Ms Karp replied that, after 500 
years of white rule, it was time for power to 
return to the Indians. “The Apus [mountain 
gods] have spoken,” she said. That did noth- 
ing, however, for Mr Toledo’s increasingly 
strained relations with businessmen. 


Garcia helps himself 


The main beneficiary of the mud-slinging 
has been Alan Garcia, a populist former 
president. After eight years abroad, he is now 
challenging Ms Flores for a place in any run- 
off. Many Peruvians associate his presidency 
with hyperinflation, terrorism and corrup- 
tion, but he is a charismatic and ruthless 
politician, and his campaign has exploited 
voters’ economic worries. Still only 51, he is 
now in a strong position to return to power, 
if not this time, in 2006. 

Whoever gets through to the second 
round, Mr Toledo is still its likely winner. Pe- 
ruvians are inured to scandal: for months, 
television has shown excerpts from some 
4,000 videos secretly recorded by Mr Mon- 
tesinos as part of his huge racket of bribery 
and political manipulation. The first job for 
the next president will be to make alliances. 
No candidate will win a majority in Con- 
gress; Mr Toledo's supporters are unlikely to 
take more than a third of the seats. Mr Gar- 
cia’s APRA is the strongest party, but is a 
shadow of its former self. The other candi- 
dates head loose amalgams, lacking both 
ideology and discipline. 

The second job will be to rebuild Peru’s 
institutions, after a decade in which Mr Fuji- 
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mori and Mr Montesinos centralised power 
in their own hands. 

The third task will be toexpand an econ- 
omy thatis shrinking as investors recoil from 
political uncertainty. Both Mr Toledo and Ms 
Flores claim to be committed to fiscal pru- 
dence and a market economy, but want to 
boost jobs with a crash programme of low- 
cost housing. Mr Garcia strikes a more popu- 
list note, attacking privatised utilities and 
calling for lower interest rates. 

Whoever wins, the hardest task may be 
to restore public faith in democratic politics. 
Gone is the unity that marked the fight 
against Mr Fujimori. The voters seem unen- 
thusiastic about all the candidates. With 
only a week to go, a fifth remained unde- 
cided. That is partly because they have been 
bombarded by unrealistic promises. It is 
partly, too, because Peruvians have become 
accustomed to disappointment from their 
leaders. “Peru is like a spouse who has been 
cheated on: there is a lot of hurt and mistrust. 
The next president has to be able to make us 
believe in something again,” admits Hugo 
Otero, an adviser to Mr Garcia. 

m 





Colombia 


Haven sent 


BOGOTA 


INCE February 1999, the smaller of Co- 

lombia’s two guerrilla groups, the Na- 
tional Liberation Army (ELN), has been ask- 
ing the govemment of President Andres 
Pastrana to set up a “demilitarised zone” in 
the north of the country as a haven where 
peace talks could take place. Now, after 
many false starts, it looks as if the govern- 
ment may soon be able to oblige. Last week- 
end, the last of some 3,000 army troops with- 
drew from the area after a A 


paramilitaries of the United Self-Defence 
Forces of Colombia (auc). The auc’s leader, 
Carlos Castano, has whipped up opposition 
to the zone among local residents. In Febru- 
ary locals blocked roads in protest against 
the zone, paralysing much of northern Co- 
lombia. Many of the protesters had been in- 
timidated into taking part. 

The government's response was an army 
sweep, called Operation Bolivar, in the de- 
partment of that name. Its ostensible aim 
was to reassure civilians by driving out guer- 
rillas and paramilitaries, and to destroy the 
coca plantations that provide both sides 
with income. Some 5,600 hectares (13,000 
acres) of coca were sprayed with weedkiller 
by the police; so too were a third of the food 
crops on the affected farms, according to a 
local farmers’ association. But only 12 rebels 
were killed and 28 captured. 

The operation raised several questions. 
The army’s critics say that 








seven-week operation. ee 

In meetings held 
mainly in Cuba, negoti- 
ators from the government 
and the ELN have agreed on 
many of the details of the 
proposed zone. It will be 
subject to much tighter 
conditions than a similar 
enclave Mr Pastrana 
granted to the FARG, 
Colombia’s largest guerrilla army, over two 
years ago. At 4,000 square kilometres (1,550 
square miles), the ELN zone is less than a 
tenth the size of that held, and in practice 
run, by the rarc. And unlike the Farc, the 
ELN has had to accept that its zone will be 
monitored by a team of observers, some of 
them foreign. 

There have been other obstacles. The site 
proposed for the enclave was once an ELN 
stronghold, but the guerrillas were driven 
out of much of the area by the right-wing 
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the fact that it took the 
auc’s headquarters in the 
region without resistance 
and without prisoners 
points to collusion between 
officers and paramilitaries. 
Last month, the ELN broke 
off its contacts with the 
government, saying that it 
was the army’s real target. 
| When Mr Pastrana ordered 
anend to the operation, the general in charge 
claimed that he was just 24 hours away from 
taking the ELN’s command post. 
Nevertheless, the operation may have 
achieved something. Local leaders, who 
have also been promised development aid, 
have given signs of distancing themselves 
from the auc and falling in behind the gov- 
ernment’s plans. The ELN is talking to the 
government again: on April 1st, Camilo Go- 
mez, the government's peace commissioner, 
met guerrillas in the enclave. Later this 





month, an international committee is due to 
make proposals for setting up a monitoring 
mission. 

So if the ELN does get its haven, what will 
that mean? With some 3,500 troops, the ELN 
is much weaker than the FARC, and seems 
keener than its larger rival to make peace. 
Colombians will hope that the guerrillas will 
stop their campaign of kidnapping and sab- 
otage. The ELN is especially fond of blowing 
up Colombia’s main oil pipeline, which 
causes environmental as well as economic 
damage, and its electricity pylons. 

But progress is unlikely to be swift. The 
ELN wants to hold a “national convention” 
with “civil society”, lasting several months. 
Unless it also declares an end to hostilities, 
that will put Mr Pastrana under more pres- 
sure. Already he is criticised for having made 
too many unilateral concessions to the FARC. 
Even so, talks with the ELN may represent the 
best chance of a tangible success for Mr Pas- 
trana’s peace policy before he leaves office in 
17 months’ time. 
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Ecuador 
Taxing 


Quito 


HEN Ecuador dumped its debased 
currency in favour of the dollar last 
April, nobody expected the road ahead to be 
easy. Yet the economy, buoyed by high oil 
prices, has done better than expected: GDP 
grew by 2.3% in 2000, unemployment fell 
and the public finances were in balance. All 
of that was achieved without many of the 
painful reforms that the ımF believes are 
needed to make dollarisation work in the 
medium term. 
But now oil prices are falling, and the 
country can no longer avoid some tough de- 
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cisions. On March 29th, Congress voted by a 
large majority to reject the government's 
proposal for a three-point increase in vAT, to 
15%; the legislators also voted for a cut in the 
top rate of income tax (from 25% to 15% on in- 
comes above $30,000), and threw out other 
revenue-raising measures. The increases are 
needed to help balance this year’s budget. 
Without them, the fiscal deficit will rise to 
3.9% of cpr this year, according to Jorge 
Gallardo, the finance minister. The govern- 
ment needs the money partly to pay debt. 

The government’s defeat has thrown 
doubt on Ecuador’s agreement with the mr, 
worth $1.7 billion in loans, To satisfy the mr, 
President Gustavo Noboa could try to use his 
veto powers to push the tax increase through 
(and hope that opponents lack the two- 
thirds majority needed to override his veto). 
Another option might be a compromise, in- 
volving a smaller increase in vat. Mr Noboa 
may wish to avoid a confrontation with 
Congress, since he needs its approval for 
social-security and pension reforms. 

The outlook is not wholly bleak for Ec- 
uador. In February, Mr Noboa signed a con- 
tract to build a much-delayed oil pipeline, 
costing $1. billion. This investment alone 
should boost Gop by at least 1% annually for 
the next two years and indirectly create up to 
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50,000 jobs. Once the pipeline comes on tap 
in 2003, it should increase Ecuador’s oil ex- 
ports by at least 50%, boosting government 
revenue. The government now plans to go 
ahead in July with the privatisation, also 
much delayed, of 19 electricity-distribution 
companies, followed by the sale of genera- 
tion and transmission companies, 

But with an election due in 2002, Con- 
gress and the president are likely to find 
themselves at odds over unpopular econ- 
omic measures for the remainder of Mr No- 
boa’s term. And the president could end up 
on the losing side. 

a 





Farming in Mercosur 


A new fight over foot-and-mouth 


SAO PAULO 


Like Europe, South America is trying to contain a pernicious cattle disease 


without hurting exports 


OUTH AMERICA produces some of the 

world’s cheapest and best-tasting beef. 
But its ranchers are watching Europe’s cattle 
diseases with mixed feelings: optimism that 
acollapse in European meat production will 
boost their exports—and horror at the 
thought that they might face the same pro- 
blems. They had some good news this week: 
the European Union declared Brazil, like Ar- 
gentina, Uruguay and Paraguay, its partners 
in the Mercosur trade block, to be at very low 
risk from mad-cow disease. But there was 
bad news too: in Argentina, an outbreak of 
foot-and-mouth disease (mD) has grown 
worse, with cases at 175 ranches. And there 
were rumours of a new outbreak of the dis- 
ease in southern Brazil. 

Both Brazil, with sales worth $779m last 
year, and Argentina, with sales of $603m, are 
big beef exporters. Though their exports are 
worth less, Paraguay and Uruguay depend 
more heavily on beef than their bigger 
neighbours. For all four countries, hopes of 
increasing their sales in big markets such as 
Western Europe and North America depend 
on eliminating FMD. So its resurgence, just 
when the region seemed close to wiping it 


out, is a dispiriting blow. 

Brought to South America by livestock 
from Europe a century ago, foot-and-mouth 
has been in retreat in the region since the 
1980s, thanks to vaccination. There had been 
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nocases in Rio Grande do Sul, Brazil's south- 
ernmost state, after 1993 until an outbreak 
last August—its cause is still unknown— 
which led to 11,000 animals being slaugh- 
tered. Despite this cull, Emilio Gimeno, the 
regional official of the Office International 
des Epizooties (ore) in Paris, the agency that 
monitors animal infections worldwide, says 
that the disease seems to have crossed into 
Uruguay, causing an outbreak in October in 
which 21,000 animals had to be killed. 

Mr Gimeno says that Argentina’s out- 
break also seems to have begun in August, 
when cattle carrying the FMD virus were im- 
ported illegally from Paraguay—which, nev- 
ertheless, still claims to be free of the disease. 
Argentina killed 5,000 animals, and at first 
claimed that it had successfully stamped out 
the outbreak. Its government now says thatit 
has no money to spend on a wider cull. In- 
stead, it is trying to contain the disease, 
which is afflicting five provinces, by vac- 
cinating livestock in a ring around each af- 
fected ranch. 

Unlike Britain, which has a policy of 
slaughter, the Mercosur countries seem 
likely to stick with their policy of trying to 
control outbreaks of rmp through vaccina- 
tion. Thatmay be the only feasible way, butit 
carries a cost for their exports. Many import- 
ers, such as the United States, buy chilled 
sides of beef only from countries that are not 
just free of rmp but maintain this status 
without vaccination. Otherwise, the meat 
must usually be boned, frozen or cooked. 

In the hope of increasing their sales of 
chilled beef, Argentina, Paraguay and part of 
southern Brazil had recently stopped vac- 
cinating, as Uruguay had done earlier. The 
fresh outbreak shows that this was a mis- 
take, says Cesario Ramalho, who runs a 
35,000-head ranch near Brazil’s border with 
Paraguay. He blames the ore for pushing for 
vaccination programmes to be abandoned 
prematurely. 

The o1e’s Mr Gimeno concedes that it 
may have to reconsider its policy. Argentina, 
he says, should perhaps return to mass vac- 
cination for a few years. Paraguay, he be- 
lieves, has already begun doing so. Farmers 
and the state government in Rio Grande do 
Sul also want to resume vaccination. The 
federal government and the neighbouring 
state of Santa Catarina are against that. But if 
the rumours of renewed outbreaks in south- 
ern Brazil prove correct, a resumption of im- 
munisation will probably follow. 

Eliminating rmo without vaccination 
would quicken the prospects for South 
America’s beef exports. But in the United 
States they would still be held back by im- 
port quotas and heavy subsidies to domestic 
producers. And in Europe, the sight of burn- 
ing carcasses seems to be putting many con- 
sumers off red meat altogether. For South 
America’s ranchers, the opportunities are 
big, but as elusive as ever. 
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Dark shadows over Israel 


and Palestine 


JERUSALEM 


But after a week of intense violence, the Israelis and Palestinians start talking 


IX months into the al-Aqsa intifada, and 

one month into Ariel Sharon’s adminis- 
tration, the violence between Israel and the 
Palestinians is spiralling dangerously. But on 
Israel's uneasy streets a teeth-gritting public 
mood seems to endorse the government's 
bleak forecast that many more casualties 
have yet to be inflicted and sustained. 

Events over the past ten days have been 
particularly threatening. Gaza has been 
twice bombarded by helicopter gunships 
firing missiles at buildings belonging to Force 
17, an elite Palestinian unit that Israel says is 
involved in terrorism. The attacks were in re- 
sponse to the killing of two boys by a suicide- 
bomber and to a mortar attack on a settle- 
ment. On April 2nd, Israeli tanks shelled 
Bethlehem after a sniper killed an Israeli sol- 
dier guarding a Jewish holy site. The same 
day, Israel restarted the policy of assassina- 
tion that had fallen briefly into disuse after 
Ehud Barak left office: a member of Islamic 
Jihad in Gaza was killed in his truck by heli- 
copter-fired precision missiles. His organisa- 
tion vowed revenge, but Israel said there 
would be more such killings. 

Mr Sharon went beyond the punish- 
ments set by Mr Barak when, on March 31st, 
he sent soldiers into a Palestinian-controlled 
village to abduct half a dozen men (three of 
whom have since been returned). The army 
said it would not be bound by any lines on 
the map when striking at terrorists. But the 
prime minister has, so far, stopped short of 


permanently reoccupying any Palestinian- 
controlled land—a step that would destroy 
whatever is left of the Oslo infrastructure. 

He is resisting pressure from his far-right 
supporters to seize a Palestinian-controlled 
hill in Hebron, from where a sniper killed a 
baby girl in a Jewish enclave last week. Set- 
tlers in Hebron, together with other Jewish 
militants, have been attacking Arab homes 
and shops in the city in an effort to provoke 
more firefights with the Palestinians, and 
thus force the army’s hand. 

For their part, the Palestinians have 
sharply increased the number of bomb at- 
tempts inside Israel. Several have gone awry, 
and the ones that have exploded have re- 
sulted in relatively few deaths. But more are 
threatened. In the West Bank and Gaza, am- 
bushes and shooting have steeply increased. 
Palestinian gunmen armed with telescopic 
sights—a leaf, this, from Israel's book—have 
been taking a rising toll of soldiers. Israeli 
deaths since the intifada broke out last Sep- 
tember now stand at 72, of which 31 were sol- 
diers. A far cry from the Palestinian figure of 
nearly 400—in the past week alone eight Pal- 
estinians have been killed—but no longer an 
insubstantial number. 

Laid upat his farm with flu this week, Mr 
Sharon is discovering the hard way that there 
is no quick fix, and certainly no military fix, 
to violence. But the Israeli public seems stoi- 
cal,and though Mr Sharon is patently unable 
to keep his election promise to restore secu- 





rity, he faces little criticism. The unity gov- 
emment turns out to be more than just a 
marriage of political convenience: it reflects 
an atmosphere of broad consensus, born of 
the view that Mr Barak offered the Palestin- 
ians the most generous possible deal, only to 
have it thrown back in Israel's face. 

Yasser Arafat is held personally to blame 
not only for what is perceived as a historic 
missed opportunity, but also for the escalat- 
ing violence. Military sources argue anony- 
mously in the press over whether Mr Arafat 
explicitly orders specific acts of terrorism, or 
merely condones the violence in general. 
Many Israelis, including many peaceniks, 
now say they have given up on Mr Arafat, 
and that peace will have to wait for a new 
generation of Palestinian leaders. 


A glimmer of hope from Athens 


Shimon Peres, Israel’s foreign minister, still 
refers to Mr Arafat as a peace partner, albeit 
one “who has seriously erred”. On April 4th 
he talked to two senior Palestinians, Nabil 
Shaath and Saeb Erekat, on the fringes of a 
conference run by The Economist in Athens. 
Later that day, the security chiefs on both 
sides met in Israel, an encounter marred 
when the Palestinians were fired on as they 
returned to Gaza. Other, more secretive, con- 
tacts, including a meeting between Mr Ara- 
fat and Mr Sharon's son, Omri, have upset 
right-wingers who fear that the prime min- 
ister might be rethinking his pledge to resist 
talks so long as the violence continues. 

It was this pledge that has helped to pro- 
long and intensify the violence. The Palestin- 
ians themselves are uncertain how far Mr 
Arafat remains in control of the uprising, ei- 
ther directly through his security forces and 
the Fatah movement, or indirectly through 
the latitude he has granted the bombers of 
Hamas and Islamic Jihad. What has become 
clear, however, is that he is not doing any- 
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thing to prevent violent action. So long as Mr 
Sharon offers nothing in return for calling a 
halt,it would bea surrender that Mr Arafat is 
neither able nor willing to accept. 

The Palestinian leader has expressed 
readiness to discuss a joint Egyptian and Jor- 
danian proposal, which was raised by Hosni 
Mubarak in his meeting with George Bush in 
Washington on April 2nd. The proposal 
amounts to a package of reciprocal mea- 
sures. Israel would lift its siege of Palestinian 
areas, and the Palestinian security forces 
would resume co-operation with their Is- 
raeli counterparts. Political negotiations 
would then resume, both on permanent- 
settlement issues and on outstanding “in- 
terim agreements” such as Israel’s promised 
but long-forgotten third West Bank re- 
deployment. The Palestinians also insist that 
any return to talks must be accompanied by 


a freeze on Israeli settlement building. 

Mr Sharon would have none of that. The 
Egyptian-Jordanian plan, he said on April 
1st, was no more than a ruse to get Israel to 
negotiate “under fire”. The most he says he 
will consider, after the Palestinians have 
ended their violence, is a non-belligerency 
agreement based on long-term interim ar- 
rangements. But after seven years of tortuous 
negotiations, say the Palestinians, so limited 
an accord is simply noton. 

Mr Sharon may be hoping that Mr Arafat 
will draw back from the brink as he faces Is- 
rael’s slow but deliberate destruction of his 
Palestinian Authority. But this, says a Pal- 
estinian analyst, Khalil Shikaki, “is an ex- 
tremely dangerous assumption. If the choice 
is between preserving the Palestinian Au- 
thority and remaining legitimate in the eyes 
of his people, Arafat will choose the latter.” 
m 





Sierra Leone 


The spreading battleground 


A chunk of West Africa is in danger of being engulfed in Sierra Leone’s war 


ATEN surge of optimism suggested 
that Sierra Leone’s painful war might at 
last be drawing to a close. Last month the re- 
bel Revolutionary United Front (rur) al- 
lowed a United Nations force, led by a tough 
Nigerian battalion, to move into rebel-held 
areas at Lunsar and Makeni, north-east of 
the capital, Freetown. More good news ap- 
peared to follow on April 2nd when a senior 
rebel commander, Gibril Massaquoi, said 
that the rur wanted an end to the ten years 
of war, and that un troops were welcome 
anywhere in rebel-held areas. 

Sierra Leoneans could do with hope. 
Some 43,000 of them have been killed in the 
past ten years. Almost half of the country’s 
population, some 2m people, have been 
forced to flee their homes. The north and 
east, including the diamond areas, are 
dominated by the rur, a nihilistic move- 
ment that projects its power by murder, rape 
and mutilation. The rebels’ ultimate control- 
ler is Liberia's Charles Taylor, who supplies 
them with arms in exchange for diamonds. 

The rest of the country is nominally un- 
der the control of an elected president, Ah- 
med Tejan Kabbah. It is protected by local 
militias known collectively as the Civil De- 
fence Forces, a 10,500-strong UN force, and a 
British guarantee that Freetown will be de- 
fended should the rebels again attack it. 

But the RuF’s new invitation has to be 
looked at closely. The UN might be welcome, 
but not in the name of the government in 
Freetown. The rur still sees itself as boss in 
the region it controls; it demands that the un 
should ask its permission before going any- 
where in these areas. No government offi- 
cials will be allowed in. Furthermore, the re- 
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bels will disarm only if the government 
forces do so too, and if there is a settlement in 
which their imprisoned leaders, including 
their dreaded chief, Foday Sankoh, are re- 
leased from prison and given places in an in- 
terim government. A rebel mission arrived 
in the capital on April 4th to stress these last 
points. In other words, no surrender. 

There has been a break from actual fight- 
ing in Sierra Leone since a ceasefire was 
agreed last November, though Human 
Rights Watch, a lobby based in New York, 
says the rebels’ savagery towards refugees 
and displaced people continues. The truce is 
attributed to two factors: first, Liberia’s 
Charles Taylor is facing UN sanctions for his 
support of the rebels; and, second, many RUF 
fighters have headed north to fight and loot 
in a new war in neighbouring Guinea. That 
war too is sponsored by Mr Taylor, as well as 
by the Guinean opposition, which employs 
Sierra Leonean rebels as mercenaries. 

The un, Britain and Sierra Leone’s own 
government are working together on a 
three-part plan. This involves stabilising the 
non-rebel areas and moving into rebel-held 


territory; building a new army for Sierra Le- 
one; and cutting the Rur’s revenue by stop- 
ping the export of illegal diamonds through 
Liberia. The first part of the plan has so far 
had only mixed success. The UN has man- 
aged to talk and argue its way into parts of 
the almost empty and already-looted north. 
But this tactic is unlikely to work in the east, 
where the lucrative diamond fields lie. In- 
deed, by letting the rur keep its guns and 
stay in control, the UN allows it to gain 
respectability and to present itself as a legiti- 
mate party in a political dispute. 

Until a new Sierra Leonean army, now 
being trained by a 600-strong British unit, is 
ready, there is no chance of recapturing the 
rebel areas. The training may be completed 
by September, but even then the army is un- 
likely to have the commitment or experience 
to defeat the rebels. Britain has trained Sierra 
Leonean troops before, but their loyalty to 
the government has been wobbly, at best. 

Mr Kabbah’s government is unpopular; 
it is unable to deliver services, and shows 
general inertia. Elections were due last 
month but Mr Kabbah postponed them for 
six months, with parliament's approval. If he 
asks for another extension in September, he 
could get a refusal—and a further blow to his 
already weak government. 

The third part of the plan—stopping the 
illegal diamond trade—is also in trouble. 
Britain has amassed substantial evidence of 
Mr Taylor's involvement in Sierra Leone's 
war, and this has been confirmed ina uN re- 
port. But when tough sanctions against Libe- 
ria were proposed at the UN Security Council 
last month, West African states argued that 
Liberia should be given two months to mend 
its ways. Mr Taylor was reprieved and is now 
busy trying to convince the world that his 
hands are clean. This week he sent an envoy 
to persuade the council that Liberia was in- 
deed dealing with its concerns over dia- 
mond trading. Kofi Annan, the uN’s secre- 
tary-general, has set up a committee to 
monitor progress, But many suspect that Mr 
Taylor could be using the two months to find 
better, more secretive routes for diamond- 
buying and gun-running. 


Neighbours in danger 

And spreading the war yet further. While the 
world concentrates on bringing peace to 
Sierra Leone, Mr Taylor and the rur are part 
of a longer game on a bigger playing-field: an 
arc of West Africa that includes Guinea, and 
perhaps also Cote d'Ivoire and Guinea-Bis- 
sau. Last September, fighting erupted in 
Guinea, when dissidents launched attacks 
on the government's forces near the Sierra 
Leonean border. They were helped by Mr 
Taylor, and by rur fighters who had been 
promised loot and cash. Recruiting illiterate, 
disaffected young people, giving them guns 
and letting them loose is an all-too-easy 
game in this part of West Africa. 
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JOHANNESBURG 


ESTLING between concrete high- 
ways, with shopping malls to the 
south and a squatter camp to the north, a 
| medieval Tuscan village has popped up in 
Johannesburg. If the mark of an authentic 
casino is fakery, then Montecasino is au- 
thentic. Fake pigeons perch on fake para- 
pets on fake old Italian houses. Phoney 
ducks frolic in pseudo-streams that babble 
beside imitation cobbled streets. Beneath 
the bogus Tuscan sky, 1,700 slot machines 
flash, honk and chatter. 
Gambling is booming in South Africa. 
In every large city, casinos are opening. 
Forty have been licensed; more than half 
are complete. Most aim for Las Vegas-style 
razzle-dazzle. Caesar’s, also in Johannes- 
burg, boasts faux-classical statues and a 
restaurant on an ancient Egyptian barge. 
Hemingway’s, now being built in East Lon- 
don, promises an experience that will bring 
back the great man’s novels. Pawn your 
watch at the shop outside, leave your gun 
at the door, and you are ready to lose 
money in an entertaining way. 
Under apartheid, South Africa’s Cal- 








A Tuscan village in South Africa 


vinist rulers frowned on casinos, and they 
were banned. But there was a loophole: 
small patches of land had been declared 
“independent” homelands, so that the 
government could dump unwanted black 
people there. Since South African law did 
not apply in these homelands, whites 
flocked there to play roulette, watch strip 
shows and fornicate across the colour line. 

With democracy came legalisation. 
This hurt the estimated 2,000 illegal casi- 
nos, which were often tiny, sleazy dives. It 
hurt the homeland casinos, too, because 
their new, legal rivals were built closer to 
cities. Some people worry that it is now too 
easy for South Africans to gamble. 

The welfare minister, Zola Skweyiya, 
called last week for a review of gambling 
policy. A study by the Human Sciences Re- 
search Council, a think-tank, found that 
poor punters were losing more than they 
could afford, and that one gambler in 
seven borrowed to bet. It lamented the 
presence of cash machines in casinos, 
where long queues form at midnight, as 
customers wait to withdraw the next day’s 


ration of cash. A local journalist observes 
that the slot-machine addicts at Caesars | 
look so anaesthetised that “one could qui- 
etly have harvested a bucket-full of organs 
without being spotted, though 1 would 
have steered well clear of the livers.” 

The official line is that gambling is bet- 
ter legal. Politicians believe, probably cor- 
rectly, that they will spend the windfall 
from licence fees and casino taxes more 
benevolently than gangsters would. Gam- 
bling supplied 14% of provincial-govern- 
ment revenues last year. A national lottery, 
which began last year, rakes in about 50m 
rand ($6m)a week. In order to win licences, 
casino operators are obliged to create jobs 
in poor areas, to hire black subcontractors, 
and to offer shares in the business to politi- 
cally favoured investors, such as trade un- 
ions or black-owned firms. Montecasino’s 
operators had to build a convention centre 
in Johannesburg, which the government 
hopes will boost tourism. 

South Africa is far from attracting the 
hordes of gambling tourists that Las Vegas 
does. But the new casinos are not without 
point. Many have cinemas, some have 
wildlife, and the eggs benedict at Monte- 
casino are quite tasty, though smothered a 
bit too thickly in Hollandaise sauce. 








Zimbabwe 
Biking the 
samizdat 


HARARE 


S THE opposition struggles, without suc- 
cess, to make its mark on Robert Mu- 
gabe’s regime, donor countries have 
switched the address on their aid packets. 
© Frustrated by the governments non- 
accountability, corruption and economic 
© mismanagement, most foreign governments 
have stopped giving aid to Mr Mugabe’s 
men. Instead, they are channelling money to 
non-governmental organisations that pro- 
© mise to promote democracy and the free 
| flow of information. 

France stands out as an exception. Un- 
like other European governments, the 
French are still trying to cultivate good rela- 
tions with Mr Mugabe. Last month, he was 
given red-carpet treatment when he met 
Jacques Chirac, France’s president in Paris. 
And last week Zimbabwe’s fuel crisis eased 


By contrast, Britain has severely cut back its 
direct bilateral aid, and pulled out a military 
training team that had been operating in 
Zimbabwe since 1980. 

The opposition party, the Movement 
for Democratic Change (mpc), and other 
groups continue to try to bring about 
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peaceful reform. Last week saw the launch- 
ing of a fresh campaign to draft a new con- 
stitution, backed by a coalition of more than 
85 nGos. These included trade unions, 
women’s organisations, gay-rights groups 
and churches. The activists made no bones 
about their foreign backing. “At least we 
didn’t steal the money,” said the meeting’s 
chairman, to laughter from participants all 
too aware of the government's reputation. 
Another, more original, foreign-backed 
project is a bid to get independent news to 
Zimbabwe’s rural areas, which are currently 
dependent on government propaganda re- 
produced in the state-owned 
newspapers and radio. From this 
week on, an independent daily 






newsletter, the Daily Bulletin, is to be pro- 
duced in Harare, and then sent by e-mail to 
six rural sites where it is printed. Copies are 
then carried to the surrounding villages by 
young men on mountain bikes. 

The project is fraught with danger. Those 
taking part are bound to be attacked by Mr 
Mugabe’s “war veterans”, who have already 
banned independent newspapers in many 
rural areas, and have beaten, and sometimes 
killed, opposition supporters. Those caught 
delivering, or even reading, the newsletter 
are at risk. The bike riders have been given 
digital cameras to record any violence they 
may encounter, but the high-tech equip- 
ment will offer little protection against 
the blows of Mr Mugabe’s thugs. 

The computers, cameras and 
mountain bikes were all bought 
with aid money, including 
contributions from British 
and American NGos. The 
government, naturally, is fu- 
rious about this shift in aid. 
The drive for a new constitu- 
tion has been dismissed: as 
“bogus” by Jonathan Moyo, 
Mr Mugabe’s increasingly pow- 
erful information minister, be- 
cause it is backed by foreigners. 
And this week the government 
rushed a bill through parlia- 
ment to make all foreign sup- 
port to political parties illegal. 
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Berlusconi's bandwagon rolls 


across Italy 


MILAN 


With pollsters still predicting a win for Silvio Berlusconi, a right-wing media 
magnate, in next month’s Italian general election, a new team to run the 


country is limbering up 


TALY’S first experience of Silvio Berlusconi 

as prime minister, in 1994, ended in disar- 
ray within months because his coalition was 
rickety and quarrelsome, the people he put 
in charge of ministries were a rum and inex- 
perienced lot, and the programme on which 
he had been elected was more hot air than 
substance. This time, so far, things are look- 
ing a bit different. 

If he wins next month’s general election, 
as all pollsters predict, his two main partners, 
the post-fascist National Alliance, led by the 
canny Gianfranco Fini, and the federalist- 
but-no-longer-separatist Northern League, 
led by the rowdy Umberto Bossi, are more 
tightly bound to Mr Berlusconi’s own Forza 
Italia (Let’s go, Italy). They have signed a pact 
laying out clear if simplistic policy guide- 
lines. Mr Berlusconi seems to be assembling 
a weightier team, which, thanks to a recent 
reform, will limit the next cabinet to just a 
dozen people. And in ordinary Italians’ eyes 
many faces in his line-up have a fresher look 
than those on the left, whose leading lights 
have been around much longer. 


Another novelty is Mr Berlusconi’s det- 
ermination that all party chiefs in his House 
of Freedoms coalition should have ministe- 
rial jobs, so that they cannot run their parties 
while sniping at government from outside. 
So this time Messrs Fini and Bossi will each 
have to become a deputy prime minister. 

The leaders of two smaller parties who 
have signed up with Mr Berlusconi are also 
tipped to get jobs if he wins. Pierferdi- 
nando Casini, who leads the small Chris- 
tian Democratic Centre, a spin-off from the 
old Christian Democratic party that fizzled 
out after the corruption scandals of the early 
1990s, hopes to become defence minister. 
Giorgio La Malfa of the little Republican 
Party, a free-market, liberal outfit that has 
tended to back the centre-left but has 
controversially switched horses this time, 
hopes fora nice job too. Rocco Buttiglione, 
an evangelical type who is close to the Vati- 
can and heads another Christian Demo- 
cratic offshoot in cahoots with Mr Casini’s, 
wants to run education: the right’s proposal 
to give public money to help finance private 





schools is one of the few policy questions to 
stir debate during the campaign. 


But whom would Mr Berlusconi, as __ 


prime minister, actually listen to? Giulio 


Tremonti, a rich Milanese tax lawyer and 


professor, aged 52, who was finance minister: 


in1994, is certainly one. Heisexpectedtorun 


the Treasury merged with the Finance Min- 


istry. Shrewd and steady, and likely to echo | a 


the voice of Italian business, he advises Mr- 
Berlusconi on a range of issues, He is cred- 
ited, among other things, with pinning 
down the Northern League with a much | 
clearer agreement than last time's. Friends ~ 


say he speaks to the “northern” (that is, the : 


down-to-earth, practical, Milanese) bit of 
Mr Berlusconi's heart. They say that Gianni 
Letta, a suave former Christian Democrat 
who may run Mr Berlusconi's office, will 
tune into the “southern” part of his boss's 
nature: Mr Letta is a wily political fixer who 
knows the corridors of Rome backwards. 

If Mr Berlusconi does win, two other 
people may influence the way he governs. 
One is Giuliano Urbani, a political scien- 
tist who may even have been first to suggest 
that Mr Berlusconi should invent a new. 
party and jump into the vacuum left by the 
ruins of the old centre-right establishmentin. 
the early 1990s. Mr Urbani is fancied to be- 
come parliaments speaker. The other is- 
Claudio Scajola, who runs the Forza Italia 
party machine; he might like the Interior: 
Ministry—but so might Franco Frattini, 
who has been chairing parliament's secu- 
rity-services committee. Another influential 
job will be the justice minister's. The judi- 
ciary needs a drastic overhaul, and Mar- 
cello Pera, an early Forza Italia backer who 
belongs to a group known as i professori, 
may be asked to effect it. 

One post not yet spoken for is the foreign 
minister’s. Mr Berlusconi had hoped to en- 
tice clever Mario Monti into taking it. Sent 
to Brussels as an EU commissioner by Mr 
Berlusconi in 1994, he now runs competition |: 
policy there—and seems in no hurry to re= 
turn. An alternative could be the outgoing. 
prime minister, Giuliano Amato. But Re-. 
nato Ruggiero, a tough Neapolitan, who 
till recently headed the World Trade Orga- 
nisation and now works for a merchant 
bank in London, could yet be the man. 


Asturdier platform 


Three main pillars would bolster a Berlus~ 
coni establishment: business, the media and 
regional powers. All would be propped up 
by his trustiest old pals. 

In 1994, many in Italy's old business 
establishment were wary of Mr Berlusconi, 
viewing him as a vulgar upstart. Now reck- 
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BERLIN 


N A startling decision this week, Ger- 

many’s Constitutional Court ruled that 
workers with children should pay a lower 
premium for the country’s compulsory 
nursing-insurance scheme than childless 
ones. The ruling, in a case brought by a fa- 
ther of ten and by family associations, has 
wide implications for other parts of the 
country’s welfare system, notably pen- 
_ sions. Nothing has been said about the 
other solid financial and non-financial 
benefits already enjoyed by parents. 

According to the court’s eight judges, 
the present pay-as-you-go insurance 
scheme, set up in 1995 to provide long-term 
nursing care for the elderly and 
chronically sick, is unconstitutional, 
because it has failed to promote the 
family or to ensure equality before 
the law, as required by the constitu- 
tion. Since the main future beneficia- 
ries of the scheme will depend on the 
premiums paid by coming genera- 
tions of workers, those people who 
have not helped to maintain the 
number of future contributors—ie, 
the childless—are getting an unfair fi- 
nancial advantage, says the court. So 
they should pay more. 

The present system might have 
been acceptable in an earlier age 
when relatively few adults remained 
childless, said the court, but not at a 
time when many couples were mak- 





No German children? 


Then pay up 


ing a deliberate decision not to have chil- 
dren. Over the past 30 years, the number of 
babies per woman has fallen by half to 
1.3%, one of the lowest rates in the Euro- 
pean Union. One woman in three of child- 
bearing age now remains childless. Experts 
say that to stabilise the age structure of the 
population, German women would have 
to start having 3.8 children apiece, or huge 
numbers of young immigrants would have 
to be admitted. 

To give the government time to con- 
sider the ruling’s significance for other 
branches of the welfare system, the judges 
suggest that the present flat-rate levy of 





1.7% of gross wages should be maintained 
for the nursing-insurance scheme until the 
end of 2004. Thereafter, parents should pay 
less than single people or childless couples. 
How much less, the judges have not said; 
nor—and it’s a fair question—whether par- 
ents with only one child should pay more 
than those with ten. 

German parents are already well 
treated by the state. They get a tax-free 
benefit of DM270 ($122) per month foreach 
of their first two children, DM300 for the 
third, and DM350 for each later one, up to 
the age of 18—indeed, until 27 if the child is 
still in full-time education. They get other 
tax breaks too. Parents willing to take time 
off work to look after their children. at 
home are eligible for additional grants of | 
up to DMgoo a month during the childs | 
first year. 

And so on. And on, maybe, if 
lawyers get their hands on such is~ 
sues. As in most countries, Ger- 
many’s childless—or various other | 
categories who may feel disad- | 
vantaged by this or that aspect of | 
the tax-and-spending system— 
have generally accepted that they 
must take the rough with the 
smooth. 

But already there are signs that 
the principle set out by the court is 
provoking thoughts of “sauce for 
the goose, sauce for the gander”. 
As for the happy father of ten, 
shouldn’t he be charged arrears of 
a»» Contributions if all ten turn out to 
be unemployable, or emigrate? 
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oned to be worth at least $10 billion, he has 
drawn it lock, stock and barrel on to his side, 
with promises to slash taxes, cut red tape, 
face down the trade unions and spend more 
on infrastructure. Even Fiat's Giovanni Ag- 
nelli, long the country’s most influential ty- 
coon, who has usually backed. the centre- 
left, is said to be cosying up to Mr Berlusconi. 
The aspiring prime minister won a rous- 

ing reception last month in Parma, when he 
addressed Confindustria, the businessmen’s 
national club. Most of Italy’s industrialists 
love Mr Berlusconi. Recently BernardoCa- 
protti, owner of the Esselunga supermarket 
chain, asked a bunch of friends to dine with 
Forza Italia’s leader in Milan. “It was unbe- 
` dievable,” said one of the tycoon’s confidants. 
“You had 3% of our GNp sitting round the ta- 
ble with him.” 

The second pillar beneath Mr Berlusconi 
is composed of regional and local bigwigs. 
Regional presidents and city mayors have 
gained more clout in recent years, and sev- 
eral right-leaning ones could be called to na- 
tional office. But Mr Berlusconi may be hap- 
pier to keep the beefier ones where they are: 
for instance, Gabriele Albertini, Milan's 
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mayor; Roberto Formigoni, Lombardy’s 
president, who had hoped fora ministry but 
is now being investigated by Milanese 
magistrates; Giancarlo Galan, a former 
advertising executive for Mr Berlusconi, who 
presides over the rich Veneto region; and the 
youthful Raffaele Fitto, president of Apu- 
lia. If a Berlusconi government were to boost 
the devolution bill recently passed by the 
outgoing parliament—without Forza Italia’s 
backing—such people could gain still more 
in stature and influence. 

The third and perhaps sturdiest of the 
pillars on which Mr Berlusconi’s power will 
rest is the media—especially the many out- 
lets he owns through his Mediaset company. 
From those stables he could well rely on 
journalists to help polish his image and spin 
his tale. Paolo Guzzanti, deputy editor of il 
Giornale (which Mr Berlusconi happens to 
own), is running for the Senate. Others 
whose thoughts Mr Berlusconi takes to heart 
are Giuliano Ferrara, editor of Il Foglio, 
whose chief shareholder is Mr Berlusconi’s 
wife; a television anchorman, Maurizio 
Costanzo; and Gianni Baget Bozzo, a 
pundit and former priest. Paolo Bonaiuti 


is likely to remain his trustiest spokesman. 
With such backing from the myriad bits of 
the media that he owns, Mr Berlusconi 
hardly needs any extra help from the press. 


Loyalty, his best asset 

In any event, if the going got rough, he would 
probably fall back on his oldest pals for ad- 
vice and comfort. Some, however, who were 
prominent seven years ago, have been judi- 
ciously sidelined. Marcello Dell’Utri, a 
book-collecting Sicilian who once ran Mr 
Berlusconi's advertising empire, is standing 
for parliament while on trial for having Ma- 
fia connections. Another old friend standing 
for parliament but not for office is Cesare 
Previti, Mr Berlusconi's lawyer who held 
the defence ministry in 1994 but is also on 
trial, for alleged bribery. 

And don’t forget Fedele Confalonieri, 
the magnate’s oldest friend, who tinkled the 
ivories when Mr Berlusconi was a cruise- 
ship crooner. He will go on running the Me- 
diaset empire. With three television chan- 
nels at his bidding, that will be no small task 
in Mr Berlusconi’s heralded new world. 


Hungary - 
Ethnic pitch 


BUDAPEST 


HE women clad in traditional floral 

dresses and headscarves who sell earth- 
enware plates and shawls to tourists near the 
foreign ministry may soon geta warmer wel- 
come in Hungary’s capital. For they are Mag- 
yars, or ethnic-Hungarians, who come from 
parts of present-day Romania that fell with- 
in Hungary’s borders until 1918, and are 
therefore among some 3m-4m would-be 
beneficiaries of a plan by the country’s right- 
wing government, led by Viktor Orban, to 
boost the lot of ethnic-Hungarians across 
Central Europe. The government says it is 
merely seeking to do its duty to protect Mag- 
yars who live outside Hungary. Some in the 
opposition, however, say the plan is a na- 
tionalistic ploy by the right to win votes at 
Hungary's next general election, due in a 
year’s time. 

Many Magyars, be they citizens of Ro- 
mania or elsewhere, already depend on 
Hungary for business. They work illegally on 
Budapest's building sites. Many help bringin 
the harvest from Hungary’s farms. Now, un- 
der the proposed new law, they would be- 
come eligible for education and health bene- 
fits, employment rights and a batch of other 
perks. Next year, says the government, spe- 
cial cards to confer such rights—though not 
the right to vote—would be issued. Many 
thousands of grateful Magyars, hopes Mr 
Orban, will claim them before the next gen- 
eralelection. 

The law certainly touches a ticklish pro- 
blem for Hungary as it strives to join the 
European Union. At present, all citizens of 
neighbouring countries that have notable 
minorities of Magyars—Romania, with more 
than 1.6m of them, Slovakia, with 600,000, 
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Orban, grinding for the Magyars 
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Yugoslavia, with 300,000, and Ukraine, with 
200,000—can move freely in and out of Hun- 
gary. But once Hungary joins the eu, the citi- 
zens of several of these countries, though 
probably not Slovakia, may need visas. 

Zsolt Nemeth, a junior foreign minister 
whose father came from Transylvania, the 
western bit of Romania that now abuts 
Hungary, says that without the new law 
many thousands of desperate ethnic-Hun- 
garians might surge into Hungary before it 
joined the ev. So the law would let ethnic- 
Hungarians work legally in Hungary for 
three months a year while helping them fi- 
nancially to sustain their way of life when 
back home. Three months’ wages in boom- 
ing Hungary, Mr Nemeth says, are enough to 
live on for a year in much poorer Ukraine or 
Transylvania. But the eu dislikes the pro- 
posed law, since it would sanction ethnic 
discrimination in the labour market be- 
tween citizens of neighbouring countries. 

In any event, some Hungarian opposi- 
tion mps on the left and in the centre doubt 
whether the law would solve the Magyars’ 
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problems. Istvan Szent-Ivanyi, a former for- 
eign minister who now heads parliament's 
foreign-affairs committee, says that Hungar- 
ian employers, who use foreign Magyars 
mainly as cheap labour, are unlikely to pay 
their tax and social-security contributions 
just because the new law would allow them 
to; and without such payments, Magyars 
would be unable to take advantage of Hun- 
gary’s health service, except through a spe- 
cial fund whose largesse will be dished out 
byacommittee likely to be packed with gov- 
ernment nominees. Mr Szent-Ivanyi worries 
that the recipients would become part of a 
new kind of governmentclientele. 

For the most ardent nationalists, how- 
ever, the bill is still too weak. For instance, 
Miklos Patrubany, the president of the 
World Federation of Hungarians, a radical 
ethnic-Hungarian lobby group, says that the 
eu should simply admit all 3m-4m Magyars 
who now live outside Hungary, on top of the 
10m people already in the motherland: nota 
plan that eu countries are likely to look upon 
atall benignly. 
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Greece 


Pensions before Eurofighters 


ATHENS 


Greece has postponed a big order for new fighter aircraft—a sign of better 
relations with Turkey, and of more pressing welfare needs 


UST when reform fatigue seemed to be 

taking hold of Greece's governing Social- 

ists, Costas Simitis, the doggedly persistent 
prime minister, has made a bold move. Some 
cabinetmembers were surprised to hear him 
announce last week that Greece would post- 
pone a long-awaited $4.5 billion purchase of 
new air-force planes. The money, which 
would have bought about 60 of the new 
multinational Eurofighter aircraft, will now 
go to overhaul Greece's outdated pension 
and welfare system. 

The decision displeased hawkish mem- 
bers of Mr Simitis’s Pan-Hellenic Socialist 
Movement (known as Pasok), who think 
Greece should have as many new fighter air- 
craft as it can afford to fend off any possible 
attack by Turkey. Akis Tsochatzopoulos, the 
long-serving defence minister, a former rival 
of Mr Simitis for the party leadership, called 
the decision “crazy”. 

Mr Simitis has been careful not to cancel 
the Eurofighter order, for which a prelimi- 
nary agreement has been signed. Itis to be re- 
viewed in two years’ time. Meanwhile, other 
arms programmes will go ahead, including 
orders of American F-16 aircraft and new 
warships and submarines to be built or fit- 
ted out at a Greek shipyard. But with rela- 
tions with Turkey on the mend, Mr Simitis 
reckons that Greece’s air force can make do 
with fewer, less expensive new aircraft. 


Greece, which joined the euro-zone in 
January, already faces problems keeping up 
with its obligations as the poorest member 
of the new currency club. It has to produce a 
sizeable budget surplus every year to help 
reduce the public debt, which is about as 
large as the Greek cpr. Revenues surged 
after American experts reorganised Greece’s 
old-fashioned tax offices, but the surpluses 
are starting to flatten out. As a slowdown 
looms, Mr Simitis is under pressure to speed 
up reforms that would help make Greek 
companies more competitive. 

The economy is expected to grow by 
about 5% this year, but unemployment will 
fall only marginally from just under 12%, 
mostly because comparatively few jobs are 
available for women and young unskilled 
workers. Pension reform is badly needed if 
the pay-as-you-go system is not to collapse 
in about five years’ time. The Socialists are 
struggling to improve poorly staffed and 
equipped state hospitals and, at the same 
time, launch a family health service. 

But there will be less cash flowing from 
Brussels, as subsidies paid to Greek farmers 
shrink. Controls on eu grants for improving 
roads and airports are being tightened, to 
prevent money contributed by richer north 
European taxpayers from being misspent. 

Could Mr Simitis’s decision backfire? 
Not if George Papandreou, the increasingly 


57 




















‘EUROPE — 


influential foreign minister, and Ismail Cem, 
his Turkish opposite number, keep working 
.. at improving Greek-Turkish. relations. Mr 
~ Papandreou made an unprecedented over- 
ture during a visit to Ankara on April 4th: he 
sounded out Turkish leaders about making 
“ mutually agreed cuts in defence spending. 
Such an idea would have seemed wildly 
out of place on his last visit to Turkey 14 
months ago, when the Greek-Turkish rap- 





~ > prochement was still in its infancy. Since 


then Greece has grown more confident. Safe 
inside the euro-zone, the Greeks are unaf- 
fected by Turkey’s financial crisis, while the 
Turks are under pressure from the mF to 
_ slash their defence budget, as part of a new 
loan agreement. 

For all his blustering over the Eurofight- 

“ers, Mr Tsochatzopoulos accepts the idea 


i. thatGreece and Turkey need not be enemies. 


He is already discussing drastic policy 
changes with Greece's generals, from reduc- 
ing military service for conscripts to remov- 
ing minefields along the border with Turkey 
in Thrace. If Mr Papandreou makes progress 
in Ankara, Mr Tsochatzopoulos should soon 
be back on side. 

ene | 








ANKARA 


HERE is nothing odd about journalists 

in Turkey being put behind bars for 
things they write or say. But last week the 
owner of one of Turkey’s most widely read 
daily newspapers, Sabah, was sent toan Is- 
tanbul prison after appearing in a special 
security court not for his views but for his 
alleged role in shady business dealings. 
The arrest of 61-year-old Dinc Bilgin, scion 
of a dynasty of journalists from the Aegean 
city of Izmir, could mark a turning-point 
for the Turkish media. Mr Bilgin is accused 
of siphoning hundreds of millions of dol- 
lars from Etibank, a private bank his group 
controlled until it was taken over by the 
government last October, to prop up his 
other business interests. 

Back in 1985, when he launched Sabah 
(“Morning” in Turkish), Mr Bilgin was 
hailed as a hero for his unprec- 


Ukraine 7 
Pipe dreams 


Lvov 


HREE bits of pipe at the water com- 

pany's headquarters explain the city’s 
history better than any textbook. The first, 
more than a century old, is a magnificent 
piece of Habsburg ironwork installed in the 
Austro-Hungarian provincial capital, Lem- 
berg. Next to it is another solid piece of pipe, 
laid down in the years between the world 
wars, under Polish rule, when the same city 
was Lwow, pronounced Lvoof. The third ex- 
hibit looks as if it had been attacked by 
metal-eating weevils. Installed only 20-odd 
years ago in Soviet-ruled Lvov—as the Rus- 
sians, and most West Europeans, still call the 
city—it was poorly cast in cheap, soft iron. 
Now itis red with rust and full of holes. Such 
leaky pipes mean that many households in 
today’s Lviv, the Ukrainians’name for their 
leading western city, have water for only a 
few hours a day. 

Western Ukraine, sometimes called by 
its old name of Galicia, differs sharply from 






the rest of the country, and not only in hav- 
inga few bits of decent pre-Soviet infrastruc- 
ture. The way people think and behave is less 
Soviet, more Central European. Students 
from Lvov's universities have played a big 
role in recent demonstrations against the 
country’s corrupt and authoritarian rulers. 
When some were arrested and mistreated 
last month in the capital, Kiev (Kyiv in 
Ukrainian), student protests in Lvov 
alarmed the authorities. 

They responded at once. The regional 
administration ordered the rectors of the 
city’s state-financed universities and insti- 
tutes to stifle the protests. One, Ivan Vakar- 
chuk, bravely said no. He argued that the 
country should be pleased that its young 
people had a public spirit. Now his univer- 
sity faces a tax investigation—a well-used 
weapon in the authorities’ arsenal. 

Some of the most impressively vocal and 
active students come from Lvov’s indepen- 
dent theological academy, where the rector, 
Borys Gudziak, isan American. Agents of the 
Ukrainian secret police, the sgu, asked him 
to inform them of the students’ next plans. 
He declined. They commented meaning- 
fully on the quality of the renovations, im- 





Dark Morning in Turkey 


opulence at Sabah that an ex-employee re- 
calls “relieving myself in imported Italian 
porcelain”. 

The Dogan group—named after its 
owner, Aydin Dogan—did particularly 
well. It is now said to have nearly two- 
thirds of total newspaper advertising reve- 
nue and the largest slice (nearly half) of the 
daily circulation pie, with shares in nine 
newspapers, not to mention 31 magazines 
and seven television and three radio sta- 
tions. Like Mr Bilgin, Mr Dogan branched 
out into banking with the purchase of a 
small bank, Disbank, a couple of years ago. 

As the media moguls grew fat on gov- 
ernment subsidies, their political indebt- 
edness to a succession of governments 
grew too. Zealous reporters who uncov- 
ered dirt on crooked politicians soon 
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found their stories being spiked. Some 
popular columnists, such as Sabah’s Cen- 
giz Candar and Mehmet Ali Birand, were 
not only sacked but, with a wink from the 
army’s top brass, who disliked their liberal 
views on restive Kurds and alienated Is- 
lamists, were even attacked in articles in 
their own paper. 

Mr Bilgin’s arrest, however, shows that 
the media moguls may no longer be able to 
count on the politicians for protection. Al- 
ready in December Sedat Nuri Kayis, 
chairman of the state broadcasting watch- 
dog, had revealed toa parliamentary com- 
mission that the large media holdings 
repeatedly break laws that ban groups 
with more than a 10% stake in radio and 
television stations from competing in gov- 
ernment tenders. 

They are likely to lose even more influ- 
ence because of the economic crisis that hit 
Turkey in February. The Turkish lira has 
slipped by more than 80% against the dol- 
lar, inflation has resumed its 





edentedly brave exposure of 
the scandals engulfing the 


upward spiral, and tens of 
thousands of Turks have lost 





prime minister of the day, Tur- 
gut Ozal. But then Mr Ozal, 
who later rose to the presi- 
dency, shovelled out some $3 
billion-worth of subsidies to 
newspapers in a Faustian deal. 
Two media groups, Sabah and 
its rival, Dogan Medya, 
snapped up the lion’s share to 
invest in new high-tech print- 


their jobs, including some 3,000 
media people. No wonder 
newspaper sales are slipping. 
To add to their woes, it is reck- 
oned that around 2m Turks 
now use a growing number of 
independent (and free) In- 
ternet news sites, which have 
so far managed to avoid the 
grip of Turkey’s harsh broad- 

















ing plants. Such was the sudden 














casting and publishing laws. 
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plying that they might have to audit the for- 
eign donations that paid for them. Shortly 
afterwards, television news reported that 
“rectors who are American nationals are be- 
ing directly threatened with deportation”. 
That could only mean Father Gudziak. 

Although he says he has received no 
such threat himself, the message is clear. In 
the coffee houses of Lvov, optimistic Galic- 
ian intellectuals see all this as a backhanded 
compliment. Their region, they say, is a Uk- 
rainian Piedmont: a reference to the Alpine 
province that helped launch Italian state- 
hood in the 19th century. Although western 
Ukraine suffered intense repression after the 
Soviet Union annexed it, it did not suffer the 
horrific artificial famine that Stalin inflicted 
on the rest of the country in the 1930s and 
that crushed the spirit of the survivors for so 
long. In Galicia, there is still, just, a living 
memory of pre-1939 capitalism and the rule 
of law. In western Ukraine, unlike the 
heavily Russified east of the country, Ukrai- 
nian is widely spoken. 

So far, however, the rest of Ukraine has 
shown little interest in the Galicians’ patrio- 
tism. Soviet propaganda portrayed the west- 
ern Ukrainians as brutal, reactionary yokels. 
That mud still sticks. The region has little 
economic clout. Most big businesses are in 
eastern Ukraine, whose cash dominates the 
country’s politics. Kiev rules Lvov with a 
heavy hand. 

The students and their allies still hope 
that national politics will eventually go their 
way. They strongly support the prime minis- 
ter, Viktor Yushchenko, whose government 
is under heavy attack from tycoons around 
the president. They also like Yulia Timo- 
shenko, a former deputy prime minister 
who tangled with the tycoons over the coun- 
try’s murky energy business, ending up in 





Nationalists in Lv*v 


jail. Briefly freed at the end of last month 
after several weeks behind bars, she was 
promptly reincarcerated. Nationalists hope 
that the planned visit this summer of the 
pope, who is the spiritual leader for the 5m- 
odd Ukrainian Catholics (including 4m east- 
ern-rite Uniates, also called Greek Catho- 
lics), will boost their cause. Most of his Uk- 
rainian flock live in Galicia. 

But it is hard to see a bunch of west Uk- 
rainian café dwellers, even with the pope's 
blessing, trumping the power and money of 
the country’s hard men and business clans. 
That leaves the Galicians in a pickle. A few 
mutter about independence. Most think 
that is romantic nonsense. “It plays into the 
hands of those who want to ditch Galicia 
and unite the rest of the country with Rus- 
sia,” says one. But many would like much 
more autonomy in order to get closer to the 
European Union and to neighbouring Po- 
land. That might help the plumbing too. 





Russia 


Repression, reform, or both? 


Moscow 


Vladimir Putin has repeated his call for reform, at the same time as 
encouraging the state to gobble up Russia’s last independent national 


television company 


F IT goes according to the Kremlin’s plan, 

Russians will soon have no choice but to 
watch television programmes that laud 
President Vladimir Putin’s every move. After 
more than a year of wrangling, Russia’s 
mammoth state-controlled gas monopoly, 
Gazprom, backed by a small American in- 
vestment company, this week took over 
NTV, the country’s last national television 
station that has stayed independent of the 
Kremlin. Meanwhile, on the same day that 
NTV finally lost its battle, Mr Putin made a 
state-of-the-nation speech in which he 
promised to press ahead with liberal reforms 


in just about every comer of Russian life. 

After the ntv takeover, blood soon spat- 
tered the boardroom floor. A Gazprom man, 
Alfred Kokh, was given the chair in place of 
Vladimir Gusinsky, NTv’s founder, whois in 
Spain fighting against a Russian prosecutor's 
demand that he should be extradited to face 
charges of fraud back home. ntv’s general 
director, Yevgeny Kiselyov, an influential 
commentator in his own right, was replaced 
by Boris Jordan, an American investment 
banker of Russian origin, well-known for his 
involvement in controversial privatisation 
deals in Russia in the mid-1990s. 
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Journalists at ntv tried to resist the 
changes. They altered the broadcasting 
schedule, issuing only news bulletins that 
wenton the air every half-hour. In the inter- 
vals, they beamed pictures of defiant report- 
erscampingin their offices and small crowds 
of supporters in front of the ntv building. 
But with Gazprom and its American partner 
holding more than half the shares, the game 
at last seems to be up. The indifference that 
most Russians have shown towards the fate 
of NTV suggests that popular support for a 
campaign to save it would be lacking. What 
most Russians seem to want above all, and 
what Mr Putin says he is benton giving them, 
isa better standard of living after a decade of 
horrible decline. 

Addressing members of both houses of 
parliament gathered in the Kremlin this 
week, he restated his desire to slash the size 
of the civil service, to revamp the tax regime, 
to reform a judicial system that he admitted 
was corrupt and creaky, and to protect in- 
vestors, whether foreign or Russian. Those of 
hiscompatriots who have spare cash, Mr Pu- 
tin candidly conceded, are still shipping it 
abroad, ata rate of $20 billion a year. 

Mr Putin proffered several proposals, 
some of them novel. The budget, he sug- 
gested, should be split into two parts: one for 
fixed spending, the second for dealing with 
surplus revenue that could be put into a spe- 
cial investment pot. Others ideas were varia- 
tions on old themes: he said that taxes on 
turnover, which irk businessmen no end, 
should be abolished; and the number of cer- 
tificates needed to start a new business— 
which are a well-spring of corruption— 
should be drastically curbed. 

Mr Putin alsosaid that currency controls, 
which prevent Russian citizens from legally 
holding accounts abroad and force exporters 
tosell the hard currency they earn to the state 
but do little to stop capital flight, should be 
abolished too. State monopolies, he said, 
should be broken up. 

Mr Putin was most outspoken about the 
legal system. Too many laws, he said, were 
contradictory. Judges too often apply them 
arbitrarily. Prosecutors have too big an ad- 
vantage over the defence. Many of the ım- 
plus Russians now behind bars, he said, 
should not be there; and other forms of pun- 
ishment should be introduced. 

All fine stuff—if the words become 
deeds. Yet recent events, at NTv for instance, 
have not reassured liberals. Only two 
months ago the old guard managed to water 
down a bill to liberalise prisons, while the 
president was obliged to withdraw a decree 
that would have switched powers of search 
and arrest from prosecutors to judges. Nor, 
this week, did Mr Putin mention human 
rights in Chechnya, which have been treated 
with disdain by some Russian soldiers. In- 
stead, ending his address, he called for a mi- 
nute of silence to honour “our heroes”. 
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HE minister, normally a picture of elegant good health, for 

once looks a trifle weary. Perhaps it is the constant pressure of 
directing France’s armed forces, flying hither and yon—to Kosovo 
and Bosnia, yet again, this week and then, yet again, to Brussels— 
dealing with stroppy Russians or suspicious Americans, placating 
members of the National Assembly and, above all, trying to realise 
the dream of a Europe able to fight on its own behalf. 

But maybe Alain Richard, minister of defence for the past four 
years, is simply suffering a touch of post-campaign blues. The So- 
cialist-led government, of which he is a leading light, dreamed of 
sweeping the country in last month’s local elections. Instead, the 
right held its own, and even gained a little. Mr Richard easily won 
the vote to be mayor of St-Ouen-l’Aumone, a scruffy, industri- 
alised place just north of Paris, but failed in his parallel bid to be 
president of the regional council. 

But his personal disappointment 
will fade, and anyway is somewhat be- 
side the point. The prime minister, Lio- 
nel Jospin, rejecting the tradition of the 
cumul des mandats, by which France’s 
politicians pretend to fill several offices 
at once, told his electioneering minis- 
ters they could choose national office 
or local, but not both. Happily for Mr 
Jospin, who might be hard-pressed to 
find an adequate replacement, Mr 
Richard has quickly plumped for a 
continued stint at defence. 

Happily for foreigners, too. If there 
is one man who can finesse the archi- 
tectural difficulties of building a secu- 
rity and defence policy for the Euro- 
pean Union, it is perhaps Mr Richard. 
Now 55, he is unmistakably part of the 
French elite: Paris’s Henri IV lycée for 
his teenage years; a degree from the 
capital’s Institut d'Etudes Politiques; 
the almost obligatory spell for the very 
best and brightest at the Ecole Na- 
tionale d’Administration (ENA); and 
then membership of the Conseil d'Etat, 
the Council of State, the ultimate over- 
seer of French politics. But, thanks to 
boyhood spells in Britain, he is also flu- 
ent in English, and he is likeable—qualifications that count in the 
search for common ground among politicians, generals and dip- 
lomats on both sides of the Atlantic. In short, Mr Richard is better 
placed than most to straddle the gap between France and an Eng- 
lish-speaking world seen both as ally and rival. 

That gap represents decades of mistrust. Think back, for exam- 
ple, to the 1950s, when the proposed European Defence Commu- 
nity foundered in part because the French had one idea of the role 
of German troops (they feared a German resurgence), and the Brit- 
ish and Americans had another. Or to 1966, when General de 
Gaulle, ever resentful of American “hegemony”, pulled French 
forces out of NATO’s integrated military structure, albeit not its po- 
litical bodies. Or even today, when it is fashionable to criticise 
globalisation as Americanisation. The unsurprising result is that a 
lot of Americans, and quite a few Britons, believe the European 
Union's proposed rapid-reaction force is a French plot to found a 
European army which, ultimately and inevitably, will destroy the 
North Atlantic alliance. 


Alain Richard, France’s agile defence minister 















Alarmist nonsense, retorts officialdom in Paris. Indeed, self- 
contradicting nonsense. How, ask Mr Richard and his European 
counterparts, can the United States demand more “burden-shar- 
ing” by the Europeans, and then bemoan Europe’s effort to do it? 
All the eu has in mind is that by 2003 there should be a force of 
60,000 troops, deployable within 60 days for situations, from the 
military to the humanitarian, in which naro as a whole is reluc- 
tant to intervene. The force will be a complement to NATO, not a 
competitor. “I want to be clear,” says Mr Richard. “No European 
country would have agreed to take part in building a European de- 
fence structure if it meant a relaxation of the transatlantic link.” 

Ah yes, but the devil isin the details, and not all of them are un- 
der Mr Richard’s control. Did not Jacques Chirac, France’s Gaullist 
president, declare at the Eu’s Nice summit in December that the 
rapid-reaction force should be “inde- 
pendent” of narto in “its planning 
and implementation”? Mr Richard, 
confined by the electorally enforced 
coexistence of a right-wing president 
and a left-wing government, keeps an 
eloquent silence. 

Meanwhile, there are other details 
to deal with. Of course France worries 
that the Bush administration’s plans 
for a “son-of-star-wars” anti-missile 
shield might upset, to Europe’s detri- 
ment, the balance between Russia 
and America, but a lot will depend on 
the scale of that shield. Will George 
Bush, having promised to raise mili- 
tary wages, have enough money for a 
truly grand project? And if he tries to 
cut costs by offering part of the work 
to his European allies, will they want 
it, or be able to afford it? 

Mr Richard, having seen five 
American administrations during his 
quarter-century in politics—he was 
an early follower of Michel Rocard, 
one of France’s more go-ahead Social- 
ists—is ready to wait and see. Sensibly, 
for much in his field is unclear. How 
will the Bush administration bed 
down? Will Mr Putin’s Russia choose 
co-operation or confrontation in dealing with the West? Will Tur- 
key lend its support within Nato to the £u’s rapid-reaction force? 
Besides, the unexpected can always throw a spanner in the works: 
witness the French parliament’s decision in January todescribe as 
genocide Turkey’s treatment of its Armenians nearly 90 years 
ago—and so to prompt today’s Turks, who still deny it, to have ån- 
gry second thoughts on the rapid-reaction force. 

Meanwhile, for all the occasional local difficulty, such as bro- 
ken propellers on a brand-new aircraft carrier or tales of bullying 
ata military college, Mr Richard surely has a right to relax a bit, to 
banish the rings beneath his eyes. The armed forces are being 
modernised and Mr Chirac has helped by ending conscription; 
Franco-British defence co-operation, sealed with the St Malo ac- 
cord in December 1998, is on track, despite the efforts of Britain’s 
tabloid press; with luck, the eu’s rapid-reaction force has enough 
momentum to overcome the doubters. Why not, muses the minis- 
ter, take some spare time to add German to his list of languages? 
Hm. He may look tired, but appearances are evidently deceptive. 
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Gordon says saving Is 


good for you 


The chancellor of the exchequer wants people to save for the future. Shame, 
then, that his pensions policy has made it less worthwhile for many 


EMEMBER “stakeholder capitalism’? 

New Labour's flirtation with the idea of 
infusing business with compassion survives 
only in the name of its policy to get workers 
to take up private pensions. As their origin 
suggests, “stakeholder pensions”, which 
were due finally to be launched on April 6th, 
face more than the usual problems of rec- 
onciling private and state provision. 

Stakeholder pensions are a revamped 
form of the personal pensions introduced 
by the Conservatives over a decade ago. Like 
personal pensions, they allow workers to 
build up their own pension fund from con- 
tributions that attract tax relief. However, 
they are designed to avoid the flaws of per- 
sonal pensions—the complexity and high 
charges on initial contributions which en- 
couraged mis-selling and slashed invest- 
ment returns. Instead, stakeholder pensions 
are a standardised, cheap product with a 
maximum charge of 1% of the fund value. 
People can use them for their spouses and 
children as well as for themselves. 

David Blake, director of the Pensions In- 
stitute at London University, says that they 
offer “a perfectly good replacement for per- 
sonal pensions for everyone except the su- 
per-rich”. Frank Field, the minister in charge 
of Labour's welfare policy until forced 
out in 1998, says: “I think they will sell 
briskly, but mainly to people out- 
side the target group.” Mr Field 
believes that the principal 
beneficiaries will be the 
wives of high earners. 

The government does not 
want the rich to take them up. 
Its target group is around 5m | 
workers who will typically be on ` 
incomes of between £10,000 
($14,300) and £20,000 a year. Those 
earning more are generally in an 
occupational pension scheme, in 
which they will also benefit from 
employer contributions. Those on 
incomes below £10,000 will be better 
off with the state pay-as-you-go 
secondary pension, which will be 
made more generous for very low J 
earners next year. 


When the original template for stake- 
holder pensions was set out in a green paper 
at the end of 1998, the challenge of attracting 
the target group appeared difficult but not 
impossible. The proposals dangled the car- 
rot of rebates from mandatory national in- 
surance contributions which can be paid 
into stakeholder pensions. They brandished 
a stick, too, since reforms to the pay-as-you 
go secondary pension mean that those who 
do not opt out into stakeholders will eventu- 
ally get benefits no greater than those pay- 
able on earnings of £10,000, even though 
their contributions will be higher. 

But all this was before last year’s pen- 
sioner revolt. Defeated on pensions at La- 
bour’s party conference, Gordon Brown, the 
chancellor, announced a big increase in the 
means-tested Minimum Income Guarantee 
(mic) for poor pensioners, which is met by 
topping up the basic state pension. The MIG 
had been set at £75 a week in 1999, but by 
2003 it will rise to £100 for single pensioners. 
By then it will be linked to a new “pension 
credit” which will allow poorer pensioners 
to retain more of their incomes from savings 
and private pensions. Crucially, future levels 
































of both the mic and the pension savings 
credit will be linked to earnings, so they will 
become more and more valuable in relation 
to the basic state pension. 

The overall effect of all these changes is 
to make it less worthwhile for the target 
groupof people on modest incomes to invest 
in stakeholder pensions. Even at last year's 
MIG levels of just over £78 a week for single 
pensioners, the commitment to uprate it in 
line with earnings meant that successive 
generations of workers would have to save 
more and more in order to exceed means- 
tested benefits (see chart). For example, a 23- 
year-old woman entering the workforce this. 
year, who works full-time until she is 65 
apart from a five-year break to have chil- 
dren, would need to build up savings of 
£100,000 in today’s money by the time she re- 
tires to give herself an income higher than 
that which she would get from the mic and 
associated handouts such as housing bene- 
fit. Someone working intermittently would 
need to accumulate even more. 

“On earnings that won't grow beyond 
£15,000 in today’s money, it’s probably not 
worth taking out a stakeholder pension,” 
says Deborah Cooper, a member of a recent 
Institute of Actuaries task force on pensions. 
Tom Ross, chairman of the independent 


Ñ- Pension Provision Group, which advises 
-  thegovernmentabout pensions, concurs 





~ With this view. He says that 

@ the target group of low-to- 

Xx) moderate earners, particu- 
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face “the most horrendous sav- 

ings choices, ones that are far 

} more difficult than for the bet- 
ter-off.” 

The difficulty in making sen- 

sible choices boils down to politi- 

cal risk. Will future governments 

offer an earnings-linked safety net 

through the mic? How long will the 
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pension credit last? Although pension sav- 
ings are the longest-term commitment that 
people make, governments cannot keep 
their hands off the arrangements for public 
provision. This makes it virtually impossible 
for those on lowish incomes to plan ahead. 
For many, the sensible choice will be to put 
any spare savings in an Isa, where they will 
build up free of tax and, unlike a pension, 
can be drawn upon when they like. 

If the government has made stakeholder 
pensions so unattractive that people do not 
take them up voluntarily, it may decide to 
make them compulsory. Mr Blake says that 
“the extension of means-tested benefits 
strengthens the case for compulsion.” Shaun 
Crawford of Cap Gemini Ernst & Young, a 
management consultancy, says stakeholder 
pensions “will not be taken up in any large 
numbers until compulsion is imposed”. 

The government came close to making 





stakeholder pensions compulsory in 
1998—so much so that the green paper in- 
cluded a reference to “compulsory funded 
pensions for those earning over £9,000 a 
year”. What was once an embarrassing slip is 
likely to become policy in the second term. 
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Gambling 


Faites vos jeux 


It’s hard to gamble in Britain, but take heart: liberalisation is on its way 


F YOU hit the jackpot on a slot machine in 

a British casino, your pockets will suffer. 
The law requires that the jackpot, which 
cannot be more than £1,000, has to be paid 
out by the machine. Spewing out that many 
coins takes nearly eight minutes. That may 
be entertaining for the punters, but the casi- 
nos complain that their floors have to be 
specially strengthened to take the weight of 
the machines. When fully loaded, they can 
weigh 300lb. 

Though 94% of its population enjoy the 
occasional flutter on the national lottery, 
Britain’s gambling industry, worth £42 bil- 
lion a year ($59 billion), is surrounded by an 
extraordinary thicket of antediluvian legis- 
lation. Under the 1968 Gaming Act, casinos 
are forbidden to promote themselves, adver- 
tise, extend credit, stage live entertainment 
or provide drinks at the table. They are also 
obliged to impose a 24-hour “cooling off” 
period on new members before they are al- 
lowed to play. Only ten slot machines are al- 
lowed in each casino—perhaps just as well 
in view of their weight, but hardly competi- 
tive with Las Vegas. 

Not before time, this legislative farrago is 
about to be swept away. For the past ten 
months, a Home Office review body, 
headed by Sir Alan Budd, a 





We want a single regulatory body 


regulating gambling in Britain are nonsense. 
Although the committee has yet to finalise its 
report, which is not due to be published for 
some weeks, informed sources say its mem- 
bers are set on fundamental reform. 


The committee will recommend that a 
single regulatory board should regulate all 
gaming in Britain. At present, a wide variety 
of bodies do so. Casinos, bingo clubs and lo- 
cal-authority lotteries are regulated by the 
Gaming Board. The National Lottery is run 
by the National Lottery Commission. Horse- 
racing is in the hands of the Jockey Club and 
the British Horseracing Board, while the 
growing spread-betting industry is con- 
trolled by the Financial Services Authority. 

One of the first tasks of the single unified 
body would be to produce a coherent regu- 
latory framework for the industry. The Na- 
tional Lottery, for example, is allowed to ad- 
vertise freely, but casinos are restricted to the 
classified columns. Similarly, betting shops 
are not allowed to be open for business on 
winter evenings, but there is no such ban on 
bingo clubs. 

The committee is not likely to face much 
resistance to its calls for reform. Ministers ac- 
knowledge that current regulation is over- 
bureaucratic and uncompetitive. The chan- 
cellor has already moved to reform betting 
tax in his budget because of the problems 
caused by bookmakers moving their opera- 
tions offshore. Public attitudes have also 
changed. A study carried out for the leisure 
industry by KPMG, an accountancy firm, 
found that 89% of Britain’s adults had taken 
part in some form of gambling over the past 
year. Of the 22 types of gambling covered in 
the survey, 20 were considered socially ac- 
ceptable by a majority. The two they didn’t 
like were inland amusement arcades and 
fruit machines in cafés. Even the National 
Audit Office, in its report on the Gaming 
Board last year, noted that the gaming indus- 
try was over-regulated and could benefit 
from “a lighter touch”. 

Fundamental reform, however, will re- 
quire primary legislation that will take at 
least a year. Some members of the Home Of- 
fice review committee, moreover, are wary 
of going too fast. In the early 1960s, ill-consid- 
ered legislation led to the establishment of 
more than 1,200 gaming clubs, many of 
which were rapidly infiltrated by criminal 
gangs. That led to the 1968 Gaming Act, 
which cleaned up the industry but putit ina 
straightjacket. Casinos will still need tough 
licensing procedures: since they provide an 
opportunity for money-laundering, tough 
identity and accounting checks are essential 
if criminals are to be keptout. 

Penny Cobham, chairman of the British 
Casino Association, says that consumers 
should be allowed to choose how they 
spend their leisure time. It is 





former chief economic adviser 
to the Treasury, has been look- 
ing at the industry. After re- 
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Britain 


hard to disagree. A liberalised, 
more coherent gambling re- 
gime will not turn London, or 
for that matter Blackpool, into 
Las Vegas. But it will, at least, 
address one of the more non- 
sensical areas of British life. 

—— = s 








ho 








London’s skyline 


The Canaletto effect 





Economic needs, architectural talent and a favourable political climate are 
combining to transform London’s skyline 


T PAUL'S cathedral has been an architec- 

tural symbol of London for centuries. But 
Sir Christopher Wren’s dome will soon be ri- 
valled by a skyscraper designed by Norman 
Foster, nicknamed the “erotic gherkin” for its 
curvaceous form. And the gherkin is not 
alone: architects and developers are plan- 
ning a flotilla of new skyscrapers to strain 
necks across the capital. 

Last week Southwark council received a 
planning application for a spire-shaped 
tower that would, at 306m, be the tallest 
building in Europe—twice the height of Lon- 
don’s giant Ferris wheel. The London Bridge 
Tower, designed by Renzo Piano, an Italian 
architect, would contain offices, a hotel, 
apartments and public viewing galleries. 
Judging from the experience of other pro- 
posed skyscrapers, Mr Piano’s tower faces a 
tortuous planning process. The Heron Tower 
(222m, including a 39m spire), proposed for 
the City, is to be the subject of a public in- 
quiry. Plans for two towers in Paddington 
have been sent back, with a 100m height 
limit. But along with the 
gherkin (180m), these prolif- 
erating schemes suggest a 
new vertical ambition in the 
capital’s property industry. 

Which begs the question 
of why London’s skyline has 
not been extended so far up- 
wards before. The area’s ge- 
ology is less amenable to 
high-rise development than 
Manhattan’s, and the need 
for increased office space has 
in the past been answered in 
other ways. Paul Finch, dep- 
uty chairman of the Com- 
mission for Architecture and 
the Built Environment, the 





Foster’s gherkin 


government’s new architec- 
tural watchdog, describes an- 
other of the inhibiting factors 
as the “Canaletto effect”. 

In Canaletto’s famous 
views of London, the dome of 
St Paul’s presides over a 
chorus of spires. An elaborate 
network of visual rules has 
evolved to preserve this ro- 
mantic notion of London, 
and in particular the status of 
St Paul’s—which became, 
during the blitz, an icon of 
national resilience. Along 
with views of the Tower of 
London, the Monument, and 
the Palace of Westminster, 
views of the cathedral from various spots 
along the river Thames and across London 
are protected. The square mile itself is a 
patchwork of conservation areas and listed 
buildings. Mr Finch wonders whether St 
Paul’s could have been built had such strin- 
gent rules obtained in the 
17th century. 

In reality, of course, Lon- 
don’s choice is not between 
Canaletto and Manhattan. 
In comparison with Paris 
(whose tall buildings are 
ghettoised in La Défense), 
London has evolved anar- 
chically. Tall buildings have 
sprung up in some contro- 
versial locations since the 
war. But several of London’s 
towers are now unloved and 
regretted: planners have 
been more inclined to tear 
them down than approve 
new ones. Many of London’s 
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residential tower blocks, designed to offer a 
utopian life in the sky, have been demol- 
ished in disgrace. 

Yet tastes and economic circumstances 
are changing. Irving Yass, of London First, a 
business lobby for London, explains that the 
soaring cost of office space in the capital— 
now reputedly the most expensive in the 
world—and a string of mergers means that 
the need for new buildings capable of hous- 
ing large workforces is pressing. The Cor- 
poration of London, which runs the City, 
now says it needs more tall buildings, like the 
gherkin and Heron Tower, if the City is to 
preserve its status as a global financial hub. 
Space is less constrained in Frankfurt, and 
indeed at Canary Wharf in the east of Lon- 
don, the site of Britain’s current tallest build- 
ing and two more towers that are nearing 
completion. Last week the London Stock Ex- 
change intimated that it might relocate to 
Canary Wharf, following the bankers and 
lawyers who have already migrated. 

Rivalry among different parts of Lon- 
don, and impatience for new buildings, also 
drove the construction 
boom in London after the 
Great Fire of 1666. Now, as 
then, an especially talented 
crop of architects have 
turned their attentions to 
London’s skyline. Along 
with the gherkin, Lord Fos- 
ter is responsible for one of 
the new Canary Wharf 
towers and another one 
mooted for Elephant and 
Castle, a run-down neigh- 
bourhood in south London. 
Richard Rogers, Britain’s 
high priest of urban regen- 
eration, designed one of the 
Paddington towers. Like Mr 
Piano's, their schemes strive 
to be environmentally friendly. Politically as 
well as aesthetically, the time is right for sky- 
scrapers: Ken Livingstone, London’s mayor, 
is broadly supportive, and was disappointed 
by the government's decision to hold up 
Heron Tower. 

Sceptics argue that London has no need 
to take part in vulgar international height 
competitions, of the kind that Chicago and 
Kuala Lumpur are engaged in. To some, there 
is still something fundamentally un-British 
about the hubris of skyscrapers. The motives 
for building them are undeniably mixed: Mr 
Finch points out that they tend to excite only 
male architects, and Mr Piano accepts that 
some are phallic symbols of arrogance and 
power. But in areas such as Southwark and 
Elephant and Castle they would also sym- 
bolise confidence and regeneration. 

London’s best views need to be pro- 
tected, but they can evolve. If a recession 
doesn’t intervene, the gherkin may herald 
the final demise of the Canaletto effect. 


























The majority doesn’t matter 


OWEVER thrilling itis when your dentist cancels an appoint- 

ment, the high seldom lasts. Atsome point, a bad tooth needs 
attention. By the same token, Tony Blair’s decision to seek re-elec- 
tion on June 7th instead of May 3rd brought the briefest of re- 
prieves to William Hague. A week is a long time in politics, but not 
even an extra four of them will give the Conservative leader long 
enough toclimb the Himalaya of adverse opinion polls and topple 
Labour in a general election. Having faced certain defeat in May, 
Mr Hague now faces certain defeat in June. At best, he can hope to 
make a bigger dent than was otherwise expected in Labour’s par- 
liamentary majority if he performs conspicuously well during the 
foot-and-mouth crisis, or if the prime minister performs con- 
spicuously badly. But even that is 
not certain. On one reading of the 
opinion polls, Mr Blair stands to do 
better still now that he has shown a 
proper feeling for the plight of farm- 
ers by adjusting the election timeta- 
ble. No wonder the Tories accepted 
with such bad grace the reprieve for 
which they had themselves been 
arguing. May or June, this is not an 
election they expect to enjoy. 

A general election whose out- 
come is a foregone conclusion is not 
likely to be a bundle of laughs for 
voters either. They can stave off 
boredom by betting on the size of 
Mr Blair’s majority. But in a winner- 
takes-all democracy, does the size 
matter, provided itis big enough not 
tobe whittled away by death, defec- 
tions and by-elections? 

During 1983's election, Francis 
Pym, Margaret Thatcher’s foreign 
secretary, mused on air that “land- 
slides don’t on the whole produce 
successful governments.” A furious 
Mrs Thatcher thought otherwise: if 
soon after obtaining a landslide, she VB 
obtained a new foreign secretary. Vy: A 
But Mr Pym was on to something | 4 
Even some Labour mrs have been 
known to whisper that the sheer size of Mr Blair’s 179-seat major- 
ity has allowed him to treat Parliament with an arrogant disdain. 
With sheep-like Labour bottoms planted on 419 of its 659 seats, the 
prime minister has little fear of embarrassment in the House of 
Commons, which is supposed to hold him to account. 

Would a smaller majority change this? In theory,a smaller ma- 
jority makes a government more vulnerable, and so makes its own 
mrs even less likely to rock the boat. But in another theory, a 
smaller majority gives would-be rebels real hope of changing gov- 
emment policy, and so makes them more likely to rock it. Philip 
Cowley, a political scientist at Hull University who has studied the 
link between the size of majorities and the behaviour of back- 
benchers, says that everything depends on the context. In 1992 
John Major scraped to victory with his Conservative majority re- 
duced from 101 to 21. You might have expected their imminent 
hanging to concentrate Tory minds on unity. Instead, Mr Major's 
own Eurosceptic “bastards” (his word) made his life a misery. 

The defect of the analogy is that nobody expects Mr Blair’s ma- 
jority to shrink to the size of Mr Major's. The bookies now reckon 





that Labour will return with more than 370 seats. So if its back- 
benchers become more rebellious, it will not be because the ma- 
jority looks more vulnerable, but for other reasons. 

One such is that they will have grown in confidence. A land- 
slide sweeps into Parliament many people who never really ex- 
pected to become mrs at all. The 1997 election caused the biggest 
changeover of mes since 1945. Grateful and confused, these new- 
comers were happy during Mr Blair’s first term to provide obedi- 
ent lobby fodder. By his second, they may have formed an opinion l 
or two of their own. Quite a few, moreover, will at last have real- 
ised that they are not destined for promotion under Mr Blair, no 
matter how servile their behaviour. A prime minister's powers of 
patronage are impressive: he can 
make 80 or so mrs into ministers 
and another 40 or so into par- 
liamentary private secretaries. But a 
big majority means that many more 
are being robbed of ambition pre- 
cisely when they are growing in 
confidence. Given the right leader or 
the right cause, they just might co- 
alesce into a danger. But this is a 
long-shot, and has little to do with 
the size of the majority. 

Arguably, the size of Labour’s 
majority will have a bigger impact 
on the opposition parties. Some La- 
bour ministers hope for a modest 
win because the Conservative Party 
would then be likelier to keep the 
unelectable (they presume) Mr 
Hague as leader. But Mr Hague’s fate 
is not simply a product of electoral 
arithmetic. Although the tearoom’s 
gossips reckon that winning back 
about 50 of the seats the Tories lost 
in 1997 should keep him safe, there 
is, in truth, no precise number. 
What is really happening is that the 
gossips who want Mr Hague to re- 
main party leader are playing a 
game of expectations-management 
against the gossips who want to re- 
place him. The latter inflate the number of seats Mr Hague must 
gain, and the former talk the number down. Besides, there is no 
obvious replacement: the familiar big beasts in Conservatism’s 
jungle are either retiring (Michael Heseltine) or too fond of Europe 
(Ken Clarke) to appeal to today’s Tories. Even her admirers admit 
that the admirable Ann Widdecombe comes over as a trifle batty; 
and even his accept that Michael Portillo’s recent odyssey of re- 
invention and self-discovery has left party stalwarts cold. The To- 
ries may keep Mr Hague no matter how big Labour's win. 

What of the Liberal Democrats? Surely a reduced Labour ma- 
jority would make it easier for Mr Blair to persuade his party of the 
need for some sort of “progressive” coalition with the third party, 
even if that required giving Britain the proportional electoral sys- 
tem the Lib Dems crave? The trouble is that the very circumstances 
that would cut Labour’s majority—a healthy swing to the Tories— 
would also.scythe down the Lib Dems in Parliament, and so re- 
duce their value as partners. No matter how you look at it, Britain is 
set for a election whose outcome is already certain, in which the 
size of the majority scarcely matters. See you at the dentist. 
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In praise of rules 


be NTIL two years ago, no one here had heard 

of ‘conflict of interest’ or ‘fiduciary duty’,” 
says a top Chinese securities regulator. Having spent 
years in America studying law, he knows how the 
meaning of “fiduciary” has evolved over centuries 
of legal precedent in common-law countries such as 
Britain and America; but how is he supposed to ex- 
plain it to his countrymen? For now, he has trans- 
lated it into the Chinese characters for “principle of 
honesty and trust”, but he still smiles when he 
thinks about it. “What on earth does that mean?” he 
asks. “Being a good person?” 

Still, fiduciary duty, he continues, is a building 
block of good corporate governance, and good cor- 
porate governance is what companies in his coun- 
try are going to have. So he has drafted a chapter of 
definitions, and is forcing bosses to read it. He takes 
the same approach with other exotic ideas such as 
independent board directors, auditing and remu- 
neration committees, class-action law suits and in- 
sider trading. “Right now we're just pushing con- 
cepts into rules,” he says. That may sound abstract, 
but some of it is only too real. His organisation pun- 
ishes 700 companies a year for falling foul of the 
rules; the chairman of one, found to have defrauded 
shareholders, was executed. 

In the developing countries of East Asia today, 
there are a few—not many—people who, like that 
Chinese regulator, have seen the light. The light in 
question is not necessarily that of democracy or 
individual freedom as such, at least not yet. Instead, 
it is that of protecting the rights of individuals and 
minorities in one particular area of life: business. 

Sustainable economic growth requires efficient 
capital markets, and today these markets are global. 
They consist of myriad shareholders and creditors 
who each take small stakes in many different com- 
panies. If investors are confident that their rights are 
well protected, they open their wallets; if they fear 
that majority shareholders, managers or govern- 
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ASIAN- BUSINESS... 


ments might fleece them, they hold back. 

The history of capitalism is strewn with epi- 
sodes of excessive enthusiasm followed by exces- 
sive caution, and East Asia has recently added an- 
other chapter. For a few years, it looked as though 
the entire region might vault from third world to 
first in a few decades. South Korea, Taiwan, Hong 
Kong and Singapore had, more or less, done so al- 
ready, and Thailand, Malaysia and Indonesia 
seemed poised to follow. Mesmerised by this “Asian 
miracle”, western investors poured their money 
into the region. They knew that its legal systems 
were immature and its companies opaque, but, as in 
all bubbles, greed triumphed over caution. 

The “Asian miracle” ended in July 1997, abruptly 
turning into what is now known as the “Asian cri- 
sis”. Investors were badly burnt, and those who 
could get out did so in a hurry. Suddenly the lack of 
transparency, of good corporate governance and of 
legal protection rose to the top of the agenda. A con- 
sensus evolved that, unlike previous busts in Latin 
America, the Asian crisis was caused mainly by mis- 
managed companies rather than by profligate gov- 
ernments. Ultimately, this came down to failures in 
corporate governance. Misinvestment and overbor- 
rowing was blamed on the absence of proper checks 
and balances to monitor Asia’s tycoons and crony 
capitalists. 

So the International Monetary Fund (imF) made 
reforms of corporate governance and related insti- 
tutions a condition for its bail-outs in the region. 
Several of the countries hit by the crisis drew up 
new legislation; Thailand, for instance, passed new 
bankruptcy laws and corporate-governance codes. 
An “Asian Corporate Governance Association” was 
set up to re-educate tycoons, along with national in- 
stitutes of directors. South Korea formed the “Peo- 
ple’s Solidarity for Participatory Democracy”, a fo- 
rum for shareholder activism. 

But more than three years on, it is becoming 
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clear that these talking shops have achieved little. 
Corporate culture in the “crisis” economies—leaving 
aside the offshore havens of Singapore and Hong 
Kong, which benefit from a colonial legacy of com- 
mon-law institutions, relatively strong judiciaries, 
and low corruption—has barely changed at all. nG 
Barings, a European brokerage, recently advised 
global investors to keep out of Malaysia, Thailand, 
the Philippines and Indonesia altogether. 

China is less easy to judge. On one hand, it per- 
forms badly in a number of areas that investors care 
about, such as corporate governance and transpa- 
rency (see chart 1), as well as the legal system. Price- 
waterhouseCoopers, an international accounting 
firm, has worked out that all these factors add up to 
a tax on business of 46% (on top of normal gov- 
ernment taxes), which makes doing business in 
China offputtingly expensive. 
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But China is a special case, for two reasons. First, 
the potential rewards are higher: China is the largest 
untapped market in the world. And second, inves- 
tors and analysts claim to recognise in China a po- 
litical will to change that is unmatched elsewhere in 
the region. Tony Perkins, at the Beijing office of 
McKinsey, a consultancy, says the main effect of the 
crisis in South-East Asia and South Korea may have 
been that it scared China into getting its priorities 
right. When Jiang Zemin, China’s president, recently 
received Sandy Weill, the boss of Citigroup, an 
American bank, he is said to have grilled his visitor 
on the minutiae of corporate governance. By con- 
trast, Mahathir Mohamad, Malaysia's prime minis- 
ter, continues to rant against western investors. 


Practice and perfection 


This survey will explore the prospects for achieving 
transparency, good corporate governance and 
sound regulation in developing East Asia. Of course 
these things matter just as much in other parts of the 
world: these days, investors everywhere are de- 
manding more from their companies. But in Europe 
and America, capital markets and corporate institu- 
tions have been evolving since the industrial revolu- 
tion; in developing East Asia, the process is much 
more recent. 

Improvements in corporate governance, ac- 
cording to research by McKinsey, can raise the value 
of companies anywhere, but for American or British 
firms the likely benefit is less than 20%, whereas for 
an Indonesian or Thai company it is closer to 30%. To 
use the auditors’ jargon, the best western companies 
are now moving from the “conformance” to the 
“performance” model of governance. This means 
directors no longer simply comply with the rules 
but try to do better than that, realising that best 
practice is a competitive advantage. By contrast, 
most companies in developing East Asia are still a 
long way from even conforming. 

But in a world where all companies, wherever 
they are based, are competing for the same capital, 
they must all try to perform. In Asia, says Mark Mo- 
bius, a fund manager with Britain's Templeton 
group and one of the most experienced investors in 
the region, “The difference between buying and not 
buying to a large extent now hinges on minority 
shareholders’ rights.” To understand that, consider 
what happens when those rights are absent. 





Empires without umpires 


Me Robert Kuok, the quintessential Asian ty- 
coon. Ethnically Chinese, Mr Kuok spent sev- 
eral of his eight decades collecting bitter memories 
of abuse by the Malay majority in his native Malay- 
sia. So Mr Kuok, like most of South-East Asia’s hua- 
qiao, or overseas Chinese, early on made it his aim 
in life to build a better future for his children. This 
meant amassing wealth, spreading it across coun- 
tries and industries to reduce risk, and above all 
keeping quiet about it. 

He began in the 1950s and 60s by cornering the 
markets for flour, palm oil and sugar in Malaysia. He 
then branched out into practically everything, from 


manufacturing to property, from hotels to media. 
Today, he commands a sprawling empire, managed 
by sons, nephews and in-laws. Its headquarters 
have been, at various times, in Malaysia, Singapore, 
Indonesia and Hong Kong. To protect himself, he 
likes to be everywhere in the region and nowhere; 
exposed to every industry and reliant on none. 
Gregarious and chatty, Mr Kuok nonetheless en- 
sures that virtually nothing of substance is known 
about him. A few years ago, a big international in- 
vestigative agency probed deeply into the Kuok em- 
pire and produced a report that included this profile 
of the patriarch: name—Robert Kuok; political affili- 
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ation—unknown; adversaries—none identified; liti- 
gation—nothing known; ambitions—not known. 

His Confucian management style is equally leg- 
endary. At a recent lunch he hosted, one of his 
guests put a question to Mr Kuok’s fortysomething, 
western-educated son Ean, who runs Hong Kong’s 
main English-language newspaper. But just as Ean 
started to answer, his father noted that it was time 
for another helping of garoupa, Mr Kuok’s favourite 
fish, and sent his son out of the room to order more. 
The incident left little doubt about who did the talk- 
ing in the family. 

Mr Kuok embodies “Asian values” in business 
just as Lee Kuan Yew, Singapore’s senior minister, 
who coined the term, does in politics. Culturally, 
Asia’s tycoons feel Confucian, with all that implies 
about hierarchy, authority and loyalty (see box). 
They disdain market research; instead, they act with 


legendary speed on gut instinct. For information, 
they turn to their “bamboo network” of other hua- 
giao, or to local politicians. They much prefer to do 
business with other members of this network, and 
seal their deals on trust, not contracts. Reflecting 
both their sense of political insecurity and their ori- 
gins as traders, they also tend to approach business 
one transaction at a time. 

For decades, this corporate culture appeared to 
produce tremendous results. Were it not for the 
Asian financial crisis, it might still be held up as a 
model in business schools across the world. Al- 
though the huagiao are minorities in most South- 
East Asian countries, they control the majority of 
their host countries’ wealth and stockmarket cap- 
italisation (see table 2). And although these econo- 
mies have suffered badly in the crisis, the share of 
the huagiao has barely changed. 

But there was a snag. The conglomerates of the 
huagiao (and the tycoons from the ethnic majorities 
who imitated them) evolved to suit their environ- 
ment. The resulting business cultures were optimal 
for a first-generation founder to establish a decent- 
sized family business. At a certain point, however, 
further expansion required outside capital. And 
here the problems started, because outside capital, 
whether debt or equity, has a side-effect: the dilu- 
tion, and perhaps loss, of family control. For a 
founding family, ceding control is always painful. 
For most of South-East Asia’s huagiao, it was simply 
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The ancient art of making money 








EVER mind, for now, that many of 

Asia’s huagiao are Christian, and 
that the mainland Chinese are—nomi- 
nally—Communist and nothing else. 
Most westerners doing business with 
the Chinese are convinced that they are 
confronting inscrutable mentalities. 
Western capitalism has clearly been in- 
fluenced by thinkers such as Max Weber 
and his ideas about the Protestant work 
ethic. Has the orient’s way of doing busi- 
ness been shaped by eastern philoso- 
phies? 

The usual suspect is K’ung Fu Tzu 
(Confucius), an itinerant teacher who 
lived around 500 Bc. Master K’ung codi- 
fied what he saw as the crucial relation- 
ships—those between ruler and subject, 
father and son, husband and wife, elder 
and younger brother, and friends—and 
defined clearly who was to obey whom. 

An irony that may have escaped 
Asian tycoons who take him as their 
model is that Master K’ung himself 
would have held them in disdain. The 
profit motive, the Master felt, was highly 
suspect. In fact, all the commercial 
classes were to be treated with extreme 
caution, since they were not tied to any 
one place and were therefore hard to 
tax, rule and—yes—trust. 

The relevance of Confucian ethics in 
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modern business is limited, however, 
for a simple reason: Master K'ung did 
not have much to say about interactions 
with strangers, which is what suppliers, 
customers, minority shareholders and 
creditors tend to be. This gap is elegantly 
filled by Sun Tzu, a contemporary of 
Master K'ung, whose opus “The Art of 
War” has become required reading at 
many western business schools. Sun’s 





philosophy consists of a great many in- 
genious stratagems for outwitting an op- 
ponent. Sun’s is the eastern philosophy 
that western businessmen are most 
afraid of encountering--and try hardest 
to employ themselves. 

Another of China’s giant thinkers is 
Lao Tzu, whose philosophy became 
known as Taoism. Lao stressed the im- 
portance of action through inaction (wu 
wei), of letting go and not resisting na- 
ture’s way of achieving balance. Taoism 
chimes well with a free-market econ- 
omy, and even offers a way of explain- 
ing Asia’s bust after the boom. 

One way of pinning down the 
philosophical differences may be to 
consider what the West has that Asia 
does not. In transcendental monothe- 
ism, an abstract and authoritarian ruler 
lays down the law in negative terms 
(“Thou shalt not...”). As a basis for, say, 
contract and securities law, this works 
well. Since business dealings by their 
nature involve a clash of interests, it is 
useful to have recourse to a set of uni- 
versal principles. 

By contrast, many Asians find it 
hard to accept the idea of, say, an exter- 
nal auditor or an independent board di- 
rector, since he might actually disagree 
with them. And western hard-headed- 
ness puzzles them. After all, a contract 
was signed in a context. And if that con- 
text has changed, has not the contract? 
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unacceptable. Protecting their families, after all, was 
the whole point of their businesses. 

Larry Lang and Leslie Young, two finance pro- 
fessors at the Chinese University of Hong Kong, and 
Stijn Claessens of the World Bank, have analysed 
the resulting corporate structures in a study entitled 
“Dividends and Expropriation”. For many huagiao, 
they found, the answer lay in “pyramids”: extraor- 
dinarily complex and opaque structures of private 
holding companies, layers upon layers of subsidiar- 
ies, as well as cross-holdings and informal links 
with yet more companies. Almost always, the pyra- 
mids included at least one bank with a licence to 
take deposits, and several publicly listed subsidiar- 
ies that could issue shares in the open market. 

The purpose of these pyramids was to draw out- 
side capital into the family group while retaining 
control over the use of this capital within the family. 
South-East Asia’s corporate conglomerates, in other 
words, aimed to “internalise” the capital markets 
that discipline companies in the West. 

To see how this works, picture a pyramid at the 
top of which sits a private holding company owned 
by the patriarch and his family. It owns 51% of sub- 
sidiary a, which owns 51% of subsidiary s, which 
owns 51% of subsidiary c, which owns 30% of com- 
pany p. Separately, the family also has another 
(wholly-owned) vehicle, F, which owns 21% of b. In 
terms of voting rights, the patriarch and his family 
therefore control 51% of company D. 
At the same time, the family can 
claim only 25% of company p’s pro- 
fits (51% times 51% times 51% times 
30%, plus 21% through company F). 

This discrepancy between the 
family’s voting rights and its share 
of profits in the company at the bot- 
tom of the pyramid is crucial. It 
creates an opportunity, and indeed 
an incentive, to expropriate the out- 
side investors in company p and its 
parents. How? One way is for the 
controlling family to make com- 
pany p pay miserly dividends. Bet- 
ter still, the family could make com- 
pany p sell an asset to company F at 
an artificially low price, or make 
company D buy an asset from F at 
an inflated price. For example, D 
might be a construction company 
in Thailand that buys land and con- 
crete from F, paying $ioom more 


than the market value. The family would lose $25m 
through its ownership of p, but gain $100m through 
company rF, netting $75m. Meanwhile, minority in- 
vestors in A, B, C, and p would all lose out. 

In practice, though, the transactions tend to be 
more complex, and therefore harder to trace. Con- 
sider, for instance, the business affairs of Lucio Tan, 
probably the wealthiest huaqiao tycoon in the Phil- 
ippines and a close friend of Joseph Estrada, the for- 
mer president. Mr Tan has interests in airlines, 
banking, breweries, tobacco, property and much 
else, and holds these interests in several extremely 
complex pyramids. Near the bottom of one of them 
is the Philippine National Bank (PNB). In 1999, the 
Philippine government owned 46% of ens, and Mr 
Tan and other investors had minority stakes. When 
the government decided to offer new shares, some 
of them were bought by Mr Tan direct, and the rest 
were acquired by four special-purpose companies 
that were financed, it turns out, by loans from banks 
linked to Mr Tan. As collateral for the loans, the four 
companies assigned 93% of their voting rights to 
none other than Mr Tan. 

Suddenly pn became a very different bank. In 
November 1999, it disclosed that all of its outside di- 
rectors had resigned from the board and had been 
replaced by associates of Mr Tan. Mr Tan himself 
started playing an active role in managing day-to- 
day operations. Almost immediately, pn lent $95m 
to Mr Tan’s brewer and his airline, in which he has 
much higher ownership stakes. Within months, 
these loans were restructured, with a later repay- 
ment date and a lower interest rate. pNB’s auditors 
reckoned that in all probability the loans would 
never be repaid. The shares dived. In the summer of 
2000, Mr Estrada’s government decided to sell an- 
other batch of shares in rne to the public. This time 
there was only one bidder—Lucio Tan. 


Variable geometry 


To put South-East Asia’s pyramids into perspective, 
finance students at the Chinese University of Hong 
Kong examined 3,000 East Asian companies, using 
publicly available information. They discovered 
huge differences across the region, reflecting the 
stage of economic and institutional development of 
the countries concerned. In Japan, fewer than 10% of 
companies were controlled by a single family— 
about the same proportion as in parts of Europe. In 
the next most developed economies, South Korea 
and Taiwan, just under 50% of companies were un- 
der family control. In Thailand and Malaysia, the ra- 
tio rose to between 60% and 70% of companies, and 
in Indonesia and the Philippines, the least de- 
veloped in this group, even higher. In these coun- 
tries only ten families controlled over half of their 
countries’ total market capitalisation. 

Even more important, however, are the differ- 
ences in the “visibility” of family control. Mr Young, 
for instance, discovered that listed companies in 
which the founding families have fairly large and 
traceable stakes pay higher dividends; they are un- 
der surveillance from the capital markets. By con- 
trast, companies whose ultimate ownership is un- 
clear paid unusually low dividends, suggesting that 
minority shareholders are indeed being exploited. 

The proportion of “visibly” family-controlled 
listed companies in South-East Asia is not that dif- 
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ferent from, say, France or Italy. But the share of 
companies where ultimate control has been dis- 
guised is five times higher in South-East Asia, says 
the study. And that takes in only those companies 
that were still recognisable despite the disguise. Al- 
lowing for those that hide successfully, the real ratio 
is probably much higher. 

What, if anything, about all this is peculiarly 
“Asian”? It is not the presence of family businesses 
on the stockmarket, since this can also be found in 
continental Europe (though less in the “Anglo- 
Saxon” equity cultures of America and Britain). Nor 
is it the temptation of founders to dole out senior 
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management positions to family members, or to 
take outside investors for a ride—again, magnates in 
Europe yield to both from time to time. 

Instead, the main difference appears to be that 
in western countries the capital markets have had 
time to catch up with the tricks of family businesses. 
Regulators, lawyers and judges pay close attention, 
and creditors and shareholders demand to be repre- 
sented on the board. All the institutions of mature 
capitalist systems have evolved to check the power 
of controlling shareholders and protect the rights of 
minority investors. Asian capitalism, too, needs to 
grow up. But how long will it take? 


The best and the rest 


TAN SHIH, the chairman and chief executive of 

Acer, a large Taiwanese computer maker, readily 
concedes that he is unusual in his part of the world. 
“I recognise the weaknesses of the Chinese,” he says. 
“Tm talking about business values.” So Mr Shih has 
decided to identify those values, expel them from 
Acer, and replace them with what he sees as inter- 
national best practice. 

For a start, he banned his daughter and two sons 
from ever working for his company (his second son 
got a summer internship, but that was it). Confucius 
might have turned in his grave, and much of Taiwan 
thought he was mad. But Mr Shih felt that it would 
have been unfair to his children (because of the 
pressure), to his colleagues (would they hit a glass 
ceiling?), and above all to his shareholders (were the 
kids the best managers’). 

Next, Mr Shih started paying his managers in 
shares, long before most other employers in Asia 
even thought of it. He invited outside directors on to 
the board, and started publishing detailed audited 
accounts every quarter, even though Taiwan re- 
quires only annual statements. He told his employ- 
ees, regularly and loudly, that human nature was 
not selfish, as the Chinese often presume, but good. 
He also made it clear that he expected them to dis- 
agree with him openly, and that failure was all right 
provided it was for the right reasons. 

His eccentricity thus established, Mr Shih com- 
mitted the ultimate Chinese iconoclasm by declar- 
ing: “ ‘No control’ is our principle.” Not only was the 
Acer group to be flat, rather than pyramidal, but the 
holding company would own no more than 30% of 
each subsidiary, and Mr Shih himself would control 
no more than 5% of the holding company. Each part 
of the Acer group was to stand alone, to be transpar- 
ent, and to have representatives of outside investors 
on the board. “All my decisions are to protect my 
minority shareholders,” says Mr Shih. “I need their 
support.” And he gets it, from 400,000 of them. 

If Mr Shih ran an American or a British com- 
pany, such attitudes might win him praise. In Asia, 
however, they make him a pioneer. A look at Asia’s 
former tigers and tiger cubs reveals a mere handful 
of companies that are seriously trying to change. 

If Taiwan looks relatively good in this respect, 
this is thanks to its large high-tech industry. Firms 
such as Taiwan Semiconductor Manufacturing 
Company, for instance, the largest independent (ie, 
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non-branded) chip maker in the world, have long 
had to compete in a global market against global ri- 
vals, courting global investors and using global rules. 
This has left Morris Chang, tsmc’s chairman, little 
choice but to bring corporate governance and trans- 
parency up to international standards. The same is 
true for global industries elsewhere in the region. 
Singapore Airlines, for instance, the island-state’s 
flag carrier, is a well-managed company despite the 
government's majority stake. Singapore is unusual, 








Two Lis are better than one 


moreover, in that it has a legal system sound enough 
to keep managers honest. 

In Hong Kong, Li Ka-shing, emerging Asia’s big- 
gest tycoon by far, appears to have blended the 
business culture of the overseas Chinese with some 
elements of international best practice. Once a poor 
immigrant from mainland China, Mr Li started by 
selling plastic flowers on Hong Kong’s streets, later 
moved into property, and in the late 1970s became 
the first Chinese tycoon to take over one of the old 
British trading houses, or hongs. Today, via his two 
corporate flagships, Cheung Kong and Hutchison 
Whampoa, he has worldwide interests in telecoms, 
ports, retailing, energy and much else. 

Mr Li is a dominant figure in the bamboo net- 








Surprisingly few 
companies in 
Asia’s former tiger 
economies are in 
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work. His elder son, Victor, sits on Mr Li’s boards 
and is being groomed for succession. The younger, 
Richard, has become something of a telecoms ty- 
coon in his own right. Mr Li senior’s leadership style 
is secretive and authoritarian. He “sees no value in 
independent directors disagreeing with him,” ac- 
cording to one insider. And Mr Li’s corporate struc- 
tures are among the most complex pyramids in Asia, 
designed to maximise the Li family’s control with 
minimal capital. Monitoring transactions within 
this empire is a daunting task. 


A little something for the shareholders 


Nonetheless, Mr Li’s companies rank among the few 
that international investors have consistently 
trusted with their money, even through the crisis. 
Family considerations do not appear to have inter- 
fered with Mr Li’s ability to choose and attract the 
best managers, be they Chinese or western. And 
even if minority shareholders have little say in the 
running of the empire, Mr Li appears to have re- 
sisted the temptation to exploit them: “He always 
leaves enough for us on the table,” as one investor 


puts it. “We operate the company western-style, al- 
though with an eastern touch,” says Canning Fok, 
who runs Hutchison Whampoa and is Mr Li’s most 
trusted manager besides his sons. 

Another mildly encouraging example is Cha- 
roen Pokphand, the largest conglomerate in Thai- 
land, whose interests range from chicken feed to te- 
lecoms. In the boom years leading up to 1997, the 
ethnic-Chinese Chearavanont family that controls 
cp expanded recklessly, but since the crisis the fam- 
ily has changed its ways. It has begun to focus the 
group more tightly, selling supermarkets, a brewery, 
a motorcycle maker and several pharmaceutical 
subsidiaries. It has also made the business more 
transparent. When it recently tried to inject several 
privately held companies into the listed arm at du- 
bious valuations, it actually listened to complaints 
by minority shareholders and is now negotiating 
with them. “They're torn between allegiance to the 
family and to the shareholders,” says Mark Mobius, 
whose Templeton fund has a 7% stake in cp. 

In stark contrast, the companies that inspired 
the most optimism in the early days of the recovery 











HE Internet is taking parts of East 

Asia by storm. South Korea and Sin- 
gapore already rank among the world’s 
most wired economies, and Hong Kong 
and Taiwan are not far behind. In the 
troubled economies of South-East Asia, 
by contrast, only Malaysia shows pro- 
mise. Assuming that they will all be- 
come avid netheads in due course, what 
effect will that have on the local busi- 
ness culture? 

The biggest would be to fill South- 
East Asia’s “informational black hole”, a 
phrase coined by George and Usha Ha- 
ley and Chin Tiong Tan in an important 
study of overseas Chinese tycoons, 
“New Asian Emperors” (Butterworth- 
Heinemann, 1998). Developed econo- 
mies are awash with public data to be 
crunched and pored over by analysts 
and market researchers. South-East 
Asia, by contrast, is conspicuously de- 
void of public information. That makes 
it hard for foreigners to do business 
there, but suits local tycoons splendidly. 
In the absence of public sources, in- 
formation of any kind becomes private 
and privileged. It creates opportunities 
without risk. That is why the “bamboo 








From bamboo to bits and bytes 


network” of whispers and winks has 
proved so successful in the past. 

Finding public information about 
the lack of public information is tricky, 
but Mr Haley and his colleagues had a 
good try. They used articles written 
about business in the region as a proxy, 
and found that in the late 1980s, when 
foreign investors were getting inter- 
ested, Asian business received only 5% 
of the coverage of American business. 
In the early 1990s, as the tigers became 
more fashionable, coverage of Asian 
business went up, but not by much; 
and, surprisingly, when the tiger bubble 
was at its biggest, the number of articles 
declined. What little coverage there was, 
moreover, was mostly of tiny but de- 
veloped Singapore. 

The Internet could help to eliminate 
this black hole. Because the net makes it 
easier to disseminate information, it 
should also encourage people to gather 
more of it. And once new information 
pops up all over the world’s computer 
networks, the value of the stealthy 
bamboo network will decline. Simon 
Cartledge, who produced a study on 
the bamboo network for the Economist 


Intelligence Unit, a sister organisation of 
The Economist, argues that in future, 
“Whom you know will matter less than 
what you know,” even for the overseas 
Chinese. And that would spell the gra- 
dual end of bamboo business as they 
know it. 

Mr Cartledge takes the thought fur- 
ther. The Internet is universal and open; 
the tycoons are secretive. Its mass audi- 
ences are made up of strangers; the ty- 
coons trust only insiders. It busts tariffs 
and other trade barriers by introducing 
online competition (in banking, say); 
the tycoons rely on closed markets and 
monopoly rights. The Internet and the 
tycoons, it would appear, will not be 
friends. 

In fact, the Internet may turn out to 
be quite an insidious enemy. Because it 
requires creativity, it forces companies 
to compete for talent. And talent in this 
field, even in Asia, tends to reside in the 
same sort of pony-tailed, geeky and in- 
dividualistic people as in California. 
Obedience to the Confucian elder? 
They want responsibility. Firm hand- 
shake of trust? They want share options. 
So perhaps, one day, the Internet will 
prove effective in unravelling the bam- 
boo network and obliging tycoons to 
change their style. But not just yet. 
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have since proved the most disappointing. The fam- 
ilies who run South Korea’s industrial conglomer- 
ates, or chaebol, are not ethnic Chinese, and their 
business empires are different from those of South- 
East Asia. But they have been among the worst sin- 
ners during the Asian boom years, investing with no 
apparent regard for economic return and, collec- 
tively, running up debts five times the size of their 
equity. Throughout 1999, however, South Korea’s 
government appeared determined to force the 
chaebol to sell assets, reduce debt, produce more 
transparent balance sheets, and appoint indepen- 
dent directors to their boards. For some time, inves- 
tors were hopeful, and the stockmarket rebounded. 

In the second half of last year, however, it be- 
came clear that corporate reforms were getting 
bogged down in politics, and that the old dynastic 
business culture was reasserting itself with a ven- 
geance. Hyundai, the largest chaebol, was embroiled 
in a bitter succession feud between two sons of the 
patriarch, and management was split into hostile 
camps. Daewoo, the second-largest, had become in- 
solvent in 1999 and was trying to sell its bankrupt car 
division to Ford, but the Americans walked away 
during the due diligence, presumably after learning 
how bad things really were. Daewoo is now negoti- 
ating with GM. Its former chairman, Kim Woo 
Choong, is accused of the biggest accounting fraud 
in history, and hiding abroad. 

Among the big chaebol, only Samsung still 
claims to be on track with its reforms. Yet even it is 
missing the point. In line with the government's 
new guidelines, for instance, Samsung has ap- 
pointed a few independent directors to its boards. 
Yet Kim Seong Bae, a director in charge of restructur- 
ing, still wonders why they are there. They appear, 
he says, only to “hinder speed in decision-making”. 


Unreconstructed 


It gets worse. In Malaysia, at least in the biggest con- 
glomerates, there has been no change whatsoever. 
The country’s tycoons, whether ethnically Chinese 
or bumiputra (ie, Malay, and thus favoured by a 
policy of affirmative action), regularly put outside 
investors at a disadvantage with the same old intra- 
pyramid transactions as ever. Mahathir Mohamad, 
rabidly hostile toward western investors and mar- 





kets in general, is still prime minister, and his cronies 
in business remain unreformed. 

Thailand and Indonesia, moreover, have had 
little chance to think about shareholder rights be- 
cause they are still bogged down with the problem 
of creditor rights. In 1998, virtually their entire cor- 
porate sector was insolvent, and much of it remains 
so today. Investors discovered that neither country 
had a proper bankruptcy code. The necessary laws 
are now in place, because the imr made its help con- 
ditional on their introduction. But the courts, many 
of them staffed by venal judges who have never 
dealt with bankruptcy before, are out of their depth. 

The results range from tragedy to farce. In 1999, 
an accountant from a big international auditing 
firm was murdered outside a Thai sugar mill whose 
debts he was supposed to restructure. The patriarch 
of the country’s largest debtor, Thai Petrochemical 
Industries (rrr), is still fighting against creditors to 
keep control of the company. In January, a court fi- 
nally ordered him to resign, but he still parks his car 
in the chairman’s space, and has yet to sell a single 
asset to repay his debts. Experts estimate that one- 
third of Thailand’s bad loans are now in default 
thanks to “strategic non-repayment”—meaning that 
debtors have the money but refuse to hand it over. 
In Indonesia in January, a company went further: it 
created fictitious creditors, hoping to vote down the 
real creditors who were pushing for liquidation. Its 
ruse, however, was discovered. 

In short, corporate change in most of developing 
East Asia has not got very far. As the World Bank’s 
top official for Thailand puts it: “The same guy is sit- 
ting there, so if you want to work on them, it’s going 
to take a long time.” Moreover, as the economic cri- 
sis becomes less acute, a backlash is gathering 
strength. Many tycoons still regard best interna- 
tional practice as an unnecessary cost, or even an in- 
strument of western economic colonialism. It was 
this mood that earlier this year helped the election 
of Thaksin Shinawatra, a business tycoon being in- 
vestigated for failing to report assets as required by 
the National Counter-Corruption Commission, as 
prime minister of Thailand. For those investors still 
fighting for their shirts in the region, all this is a pity. 
But new investors have stopped caring, because 
they have turned their gaze to the north. 
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The giant stirs 


MONG veteran investors in Asia, a consensus is 
evolving. Ask, for instance, Samson Li at the 
Bank of East Asia, Hong Kong’s largest family bank 
and one of the region’s best-connected. In the early 
1990s, the bank had 45% of its money in Hong Kong 
and Singapore, and the remaining 55% in Thailand, 
Malaysia, Indonesia and the Philippines. These 
days, the portfolio looks rather different. The bank 
keeps an even larger chunk (60%) of its money in 
Hong Kong and Singapore, but the rest is now en- 
tirely in mainland China and South Korea. Its expo- 
sure to Thailand, Indonesia, Malaysia and the Phil- 
ippines is zero. “I hate them and will never trust 
them any more,” says Mr Li. 
This transfer of affection away from South-East 


Asia and toward China has been the most striking 
development in East Asian finance since the crisis. 
Looking at foreign direct investment (Fp1), for in- 
stance, Indonesia’s inflow of $6 billion in 1996 
turned into a net outflow of $4 billion last year. 
China, by contrast, received almost $40 billion, This 
worries South-East Asians. “We watch very closely 
the rp1 numbers, and how China is sucking in a 
very large part of the total available,” says Singa- 
pore’s trade minister, George Yeo. 

The flows of portfolio capital tell the same story. 
Last year, Chinese companies raised some $20 bil- 
lion from foreign equity investors, compared with a 
combined total of $5 billion for all other countries in 
the region (but mostly South Korea). Most of this 
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money enters via Hong Kong, where a third of the 
market capitalisation now represents mainland 
companies. This is because China still keeps for- 
eigners out of its domestic (ie, yuan-denominated) 
stockmarket, which, barely a decade old, is already 
the third-largest in Asia after Hong Kong and Tokyo. 
Eventually, the government intends to integrate 
these pools of liquidity. And when that happens, 
says Stuart Leckie, the chairman of Woodrow Milli- 
man, an investment consultancy, China will rank 
with America and Japan in the world’s top three. 
Size matters. American pension funds such as 
TIAA-CREF, for instance, are larger than the stock- 
markets of Malaysia, Thailand, Indonesia and the 
Philippines combined. This means that many insti- 
tutional investors are no longer able to take posi- 
tions in South-East Asia, even supposing they 
wanted to, because they would instantly move 
prices against them. By contrast, shares in, say, 
China Mobile, the mainland’s main mobile-phone 
operator, are liquid enough even for the big boys. 
The underlying Chinese economy is looking en- 
ticing too. Andy Xie, the regional economist for 
Morgan Stanley, an investment bank, predicts that 
in 15 or 20 years’ time, China will become “the next 
$10 trillion economy after America”. Moreover, 
there is something special about China’s expansion. 





Not a whiff of volatility 


*Average ‘includes domestic-currency issues "Estimate Forecast 


Not only has the economy been growing faster than 
any other over the past six years, but in stark con- 
trast to other emerging markets this growth was not 
volatile. Even now, as economists scale back their 
growth forecasts for most of Asia to reflect falling 
demand from America, their projections for China 
remain unaffected. The reason: China’s economic 
growth is, to a large extent, generated domestically 
rather than by exports. Last year, China was one of 
only two countries in the world (the other being 
Venezuela) whose stockmarkets moved in the op- 
posite direction to America’s—which reflected its 
growing economy. 


Panda, bull and bear 


China, in fund managers’ jargon, is a “restructuring 
play”—probably the biggest in economic history. 
Since 1978, when Deng Xiaoping embarked on re- 
form, the country has been transforming itself from 
one of the world’s worst planned economies into a 
market economy. The Communists in charge prefer 
to talk about “socialism with Chinese characteris- 
tics” rather than “capitalism”, and “corporatisation” 
rather than “privatisation”, but that does not make 
them any less enthusiastic. 

For all these reasons, it is easy to find “China 
bulls”, especially outside Asia. But many long- 
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standing investors in China are less impressed. “I'm 
jaded,” says Bill Kaye, who runs a hedge fund out of 
Hong Kong. “Billions go in, but how much is coming 
out?” No matter how much wealth China creates, he 
says, foreigners rarely see any of it in the publicly 
listed markets. Corruption, market-rigging and ac- 
counting fraud seem likely to keep things that way. 

This should not be surprising, given that China 
emerged from the Cultural Revolution of the 1960s 
without even the remnants of the institutions that 
market economies elsewhere take for granted. It had 
factories that were run by ministries as welfare orga- 
nisations, but no “companies”. It had no “property”, 
and so no “assets”, “liabilities” or “equity”. It lacked 
concepts such as “bankruptcy” and “contract”. In 
fact, China had no legal system in any conventional 
sense at all (of which more later). 

Since then, it has set about trying to build these 
institutions with a remarkable sense of urgency. The 
country’s leaders realise that their reforms are caus- 
ing social dislocation. After massive layoffs, most 
state-owned enterprises (soes) are still overstaffed 
by between a third and a half, say analysts. China’s 
private sector is energetic and growing, but still far 
too small to absorb these workers. To keep the re- 

















forms on track and prevent unrest, the government 
must therefore keep, and in many cases resume, 
paying pensions and unemployment benefits. And 
that takes money. 

This explains the Communists’ sudden love af- 
fair with bourses. “The Chinese government un- 
derstands that it needs the stockmarket more than 
the reverse,” says Mr Xie. In the past decade, China 
has brought over 1,000 soes to market, and plans to 
list as many again in the decade ahead. Of these, the 
relatively few overseas listings, in Hong Kong, New 
York and London, play a special role. One of their 
uses is to raise foreign currency to meet domestic 
welfare liabilities. But more important, they are a 
way of “outsourcing” regulatory and legal regimes. 
The idea is to expose the top soes to best practice in 
outside institutions so that managers can concen- 
trate on achieving best practice internally, in cor- 
porate governance and disclosure. 

The objective is not so much to please foreign in- 
vestors as to learn their rules, so that they can be ap- 
plied in China for the protection of local investors. 
“Even if all foreign capital went away,” says Tim 
Rucquoi-Berger, an entrepreneur who restructures 





and sells soes, “they would still do it—in fact even 
more.” This may seem odd, given that the gov- 
ernment does not seem keen on empowering its 
people in any other way. But China has 6om retail 
investors—essentially its entire urban coastal mid- 
dle class. Denying such people their economic rights 
would be politically unwise. Mobilising their sav- 
ings efficiently (ie, through the stockmarket rather 
than the state-owned banks), on the other hand, 
promises rich rewards. 

But if China is aiming for well-governed com- 
panies bought and sold on well-governed bourses, 
the odds appear stacked against it. For example, 
there is a growing suspicion that the domestic stock- 
markets’ stellar performance reflects nothing more 
than market manipulation by a few dominant bro- 
kers (colluding naked in bathhouses, according to 
some reports, for fear of being bugged). In February, 
one of the country’s most respected economists, Wu 
Jinglian, complained that China’s stockmarkets 
were “worse than a casino”. Securities regulators 
have now begun a crackdown so fierce as to send 
the markets diving. 


Too many mothers-in-law 


The picture inside companies looks no better. It is an 
ironic legacy of Communism, says Mr Rucquoi- 
Berger, that government is dictatorship and busi- 
ness is anarchy. The Chinese call this the dilemma 
of too many popos, or mothers-in-law. The popos 
include bureaucrats at every level of government— 
from local party cadres to provincial and national 
officials—who have, for their entire careers, been si- 
phoning resources from the soes, and even compete 
with one another for the biggest share. 

Those soes that rise above anarchy tend to 
adopt a form of governance known as the “key man 
model”. The key man is the chairman, chief execu- 
tive or a high-ranking Communist (usually all three) 
who has almost total discretion over management, 
investment decisions, and even internal auditing. 
The rest of the board rubber-stamps his decisions. 

That is one reason why the balance sheets of 
Chinese companies are, by common consent, a joke. 
In January, the government's official auditing body 
admitted that more than two-thirds of the 1,300 big- 
gest sors cook their books. Johnny Chen, the Beijing 
head of PricewaterhouseCoopers, says that even 
this is an understatement. Quite simply, the sors’ 
numbers are whatever the key man wants them to 
be. And without genuinely independent directors to 
chair an audit committee, that will not change. 

Yet many investors remain optimistic, not only 
because China is too big to ignore but because com- 
panies run by the Chinese on the mainland are dif- 
ferent from those run by the Chinese in South-East 
Asia. China’s soes do not have to worry about 
founding families refusing to give up control, be- 
cause they are owned by “the people”, meaning the 
government. “We're in a much better position than 
South-East Asia,” says an official at the China Se- 
curities Regulatory Commission, “because our in- 
terest groups don’t have that much of an interest in 
their own interests.” So if the government as major- 
ity shareholder decides to favour minority share- 
holders, best practice becomes possible. For an ex- 
ample, consider one of the biggest sors: Sinopec. 
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Sinopec, Asia’s 
largest oil refiner, 
provides clues to 
what is and what 
is not possible in 
China 





ce E MUST face the future,” reads the calligra- 

phy draping a distillery in Yanshan, about 
an hour's drive north of Beijing. Yanshan, with a 
population of about 100,000, is a drab dustbowl; but 
it is also a petri dish of China’s corporate reforms. 
Everything and everybody here has something to do 
with refining oil or turning it into various kinds of 
chemicals. The city itself consists mostly of rather 
odorous refineries and endless tangles of pipelines, 
vents and ducts connecting them. Around these 
nestle grey housing blocks, schools and hospitals for 
the workers and their families. All of this used to be 
managed, if that is the word, by central planners ina 
Beijing ministry. 

Lately, the people of Yanshan have been in a 
state of permanent revolution, although not of the 
sort that Chairman Mao had in mind. At first, the 
changes were only skin-deep. Asphalt replaced dirt 
roads; housing units got running water. But then 
Yanshan joined thousands of other oil towns across 
China in becoming part of a “company” called 
China Petroleum & Chemical Corporation, or Si- 
nopec. Some time later, word got out that this com- 
pany, and therefore the town, would be split into 
two parts, one of which was to be “listed” on stock- 
markets abroad. Nobody knew what a listing was, 
but it soon became clear that it was safer to belong 
to the listed part. According to one resident, a “sense 
of crisis and foreboding” pervaded Yanshan. 

In late 1999 and early 2000, bankers and accoun- 
tants started turning up in large numbers. Some 
were foreigners, most wore expensive suits, and all 
behaved as though they owned the place. The audi- 
tors, from KPMG, buried themselves in piles of pa- 
perwork. The bankers, from America’s Morgan 
Stanley, which is the most influential investment 
bank in East Asia, had the more ominous role. It was 
they who would decide which buildings and work- 
ers were to be in the listed company and which were 
not. 

The decision was made in the spring of 2000. 
Only the refineries and chemical plants would 
make the grade and become listed. This was a blow 
to workers in the remaining part—Yanshan’s power 


























A lesson in capitalism 


station, schools, hospitals, and so on. They would 
continue to supply services to Sinopec for a while, 
but on increasingly strict commercial terms. Ulti- 
mately, they were to be severed completely from the 
listed company and left to sink or swim on their 
own, “Listed” families suddenly strode around 
town with new pride and optimism, while their 
“unlisted” neighbours sulked in envy or fear. 
Today—six months after the listing—the mood 
in Yanshan has changed again. The “listed” employ- 
ees have discovered a new ambition. They want to 
take on the “super majors”, such as Bp Amoco, Ex- 
xon Mobil and Royal Dutch/Shell (which also took 
stakes in Sinopec). Bp, in particular, as a former 
state-owned enterprise, serves as a role model. 


Emancipation by IPO 


But the change in attitudes of Yanshan’s “unlisted” 
workers is even more striking. Suddenly, “survival of 
the fittest” comes up in almost every conversation. 
“The po emancipated our minds,” says a young 
woman who runs a nursery, looking perfectly con- 
tent that “the government will sever us”. She is now 
raising money from parents to buy computers and 
toys, and has just introduced the Montessori 
method, a progressive and individualistic teaching 
style that would horrify most Chinese brought up 
on rote learning. A year ago she was scared, but now 
she cannot wait to take her nursery private, enrol 
more kids, provide a better service and get richer. 

This new-found confidence in towns such as 
Yanshan should come as a relief to three groups of 
people: Beijing's top Communists, Sinopec’s top di- 
rectors and its foreign minority shareholders. For the 
first two groups, say managers, the main point of the 
share issue was never to raise money—the $3.5 bil- 
lion injection was welcome, of course, but a behe- 
moth such as Sinopec can get all it wants from the 
state-run banking system. Rather, the idea was to be 
taught discipline by minority shareholders in the 
toughest markets in the world—hence the addi- 
tional listings in New York and London, even 
though Sinopec’s trading volume there is low. 

To investors, the share offering was an opportu- 
nity to get in on one of the most promising oil fran- 
chises in the world—but at the price of becoming 
guinea pigs in the government’s reform programme. 
The parent company, an arm of a government min- 
istry, not only retains an 80% stake in Sinopec, but 
still has all those schools, hospitals and power sta~ 
tions to look after. Investors feared that the parent 
company’s interests would conflict with their own, 
and that they would fall victim to social unrest, or 
perhaps to a backlash of Communist hardliners. 
That risk now seems manageable, but it remains. 

The scale of the transformation was immense. 
For over a year, remembers Carlos Oyarbide, a 
banker at Morgan Stanley who helped steer the 
company through this revolution, he and his team 
worked on re-educating every manager at Sinopec 
“to look at their company as the markets would look 
at it’. Morgan ran seminars for 100 bosses at a time, 
teaching, in effect, a foundation course in capitalism 
(although the word itself was banned). The bosses, 
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who had been used to meeting output quotas, had 
to wrap their minds round concepts such as the cost 
of capital, free cash flow and shareholder value. It 
was a huge culture change. 

Almost every recommendation that Morgan 
Stanley made, moreover, amounted to political 
iconoclasm. The most obvious was the retail price of 
Sinopec’s main product, petrol, which was still regu- 
lated by the government. The bank first persuaded 
Sinopec’s chairman, Li Yizhong, that this price- 
fixing was a deal killer. Next, it had to get Mr Li to 
persuade Zhu Rongji, China’s prime minister, that 
liberalisation was essential. It would mean that taxi 
drivers, farmers and fishermen across China would 
have to pay more for fuel. But it was done. 

But the worst part was to reform corporate gov- 
ernance. Morgan Stanley insisted on measure after 
measure to separate Sinopec from its parent, so that 
outsiders could be convinced that transactions be- 
tween the two would be at arm’s length. Hence all 
the nail-biting in Yanshan a year ago. The bank also 
insisted that no employee in the listed company 
could also work for the parent company. In the end, 
only one exception was made—for Li Yizhong, who 
remained chairman of both. 

But minority shareholders still needed reassur- 
ance that they would have a voice. So Sinopec 
agreed that all “major” decisions (a new share issue, 
say) would have to be submitted to two separate 
shareholders’ votes—one at a general meeting, 
where the state would get its way, and one at a meet- 
ing for overseas shareholders only. 

The bank also pressed for a board with inde- 
pendent directors, which at first was a non-starter 
for the Communists both at Sinopec and in the gov- 
ernment. In the end, Morgan Stanley got its way, but 
not quite as intended. Three independent directors 
were appointed to the board of ten, but “the ones 
they chose were not our choice,” says Mr Oyarbide. 
Two were eminent but ageing Communist academ- 
ics, and one a Hong Kong businessman. In time, says 
one board member, “they will learn to become 
brave enough to raise different voices.” In other 
words, so far they have toed the party line. 

That is exactly what worries investors such as 
Bill Kaye, who runs Pacific Group, a hedge fund that 
has been in and out of China for a decade. “I 
wouldn’t touch Sinopec with a bargepole,” he says. 
For him, it does not matter how good the company 


HE crux of the problem is that “governance can’t 

improve faster than legislation, but legislation 
can't move faster than social practice,” says Jerome 
Cohen, a New York lawyer who advises foreign cli- 
ents on doing business in China. So even if tomor- 
row morning every one of China’s chief executives 
woke up as a passionate believer in good corporate 
governance, it might still prove elusive. This is be- 
cause best practice within companies depends on 
best practice outside companies, above all in the le- 
gal system. And China has one of the worst in the 
world (see chart 7, next page). 

For that, blame history. David Buxbaum, the 


is as long as he has no rights as a shareholder. What 
would it take for him to change his mind? He would 
want a majority of the board to represent minority 
shareholders. To take an extreme case, if it were in 
those shareholders’ best interest to sell the company 
to a hostile bidder, the board would have to do it. 

It is the sort of thing that Sinopec’s brand new 
investor relations team hears all the time. It even lis- 
tens. One board member says that Sinopec is cur- 
rently looking for a fourth independent director, 
possibly even a foreigner from one of the oil majors 
that bought stakes in the company. In a few years, 
he hints, Sinopec might even contemplate giving 
outsiders a majority. 


Thoroughly modern 


In the meantime, Sinopec is doing its best to change 
all other aspects of its corporate culture. A good part 
of directors’ remuneration is now in the form of 
share options. Lest they forget their mission, a fancy 
electronic display dominates the lobby of the main 
building, flashing the latest share price of Sinopec 
and its rivals. Since the government does not trade 
its shares, this number summarises the verdict of 
minority shareholders every day. The display is a re- 
minder that some day the market—rather than 
some party boss—will pass judgment on the man- 
agers walking past it to the lift. 

Unfortunately, that day is still some way off. For 
now, Sinopec still suffers from schizophrenia, of 
which this correspondent got a taste. In line with its 
new policy of transparency, the company had held 
out the prospect of a long interview with the chair- 
man. Mr Li would have been Sinopec’s best possible 
advertisement. Fund managers and bankers who 
have met him describe him as “a visionary leader”, 
“a world-class ceo”, “a superior intellect”, and “a 
database that knows numbers down to two deci- 
mals.” Mr Li is also a high-ranking member of the 
Communist Party whose credibility with China’s 
leaders was crucial in forcing through the changes at 
Sinopec. 

Yet the meeting never happened. At the time it 
was due to take place, the Communist Party was 
preparing for the annual National People’s Con- 
gress, and its various organs were deliberating on the 
future of promising individuals such as Mr Li. Much 
as the chairman would have loved to talk, in the cir- 
cumstances it was not possible. 





only westerner who regularly litigates in Chinese 
courts, still remembers what China was like when 
he arrived there in 1972, during the Cultural Revolu- 
tion. The people who used to be lawyers or judges 
were doing hard labour in remote provinces; those 
who might have been studying law were busy as 
Red Guards, denouncing teachers and parents. The 
courts were closed. China’s old and sophisticated le- 
gal traditions had been scrapped. In legal terms, 
there was anarchy. 

In the 1980s and 1990s, China went a long way 
towards filling this void. Milestones included new 
statutes for property, companies, contracts and 





Without 
independent courts 
and judges, there 
can be no 
first-class 
companies 












































bankruptcy. But fitting all these into a coherent 
whole is proving fiendishly difficult. For instance, 
China’s laws for joint ventures between local and 


the judiciary genuinely independent. This applies 
not only to China but to many other Asian countries 
too. Singapore, for instance, has succeeded in rid- 
ding its courts of corruption but not of political 
meddling. Unlike Europe, much of Asia has a uni- 
tary political tradition that does not separate the 
law-making and law-enforcing branches of gov- 
ernment. Whereas Europe gradually came to accept 
the rule of law, China has always been under the 
rule of man. 


Stand by your man 


In practice, the rule of man means that investors can 
sue all they like in China’s courts, but unless they 
have powerful political connections they will waste 
their time. This is equally true for Chinese and for 
foreign investors, but foreigners (and especially 
Americans, with their litigious culture) tend to find 
the experience more traumatic. 








foreign companies include a clause stipulating that 
the parties are to share profits and losses in propor- 
tion to their investment. At first this made intuitive 
sense to the Chinese, until they realised that the 
loss-sharing part of it conflicts with another body of 
law that defines limited liability. The problem is 
now being fixed. 

But sorting out the internal logic of the legal sys- 
tem is not the main issue. “Everyone can promulgate 
regulations,” says Mr Buxbaum. “It’s a question of 
enforcement.” The first barrier, he explains, is that 
“the people who enforce the laws don’t understand 
what those laws mean.” He is talking not so much 
about lawyers, who are well paid and increasingly 
well trained, but about judges. China has some 
170,000 of them, but they have no proper qualifica- 
tions (although this may change soon), their social 
status is low and their pay is miserly. No wonder 
that bright students tend to become lawyers and 
not-so-bright ones become judges. And as in other 
poor countries, being short of money makes judges 
vulnerable to corruption: “It is the difference be- 
tween having and not having a refrigerator,” says 
Mr Buxbaum. 

The biggest challenge by far, however, is to make 


tween a Chinese majority partner and two foreign | 
minority investors. On paper, the joint venture had | 
a proper board of directors. However, its “key man” 
(the chairman) had ties to the majority investor, 
whom he blatantly favoured at the expense of the 
minorities. The foreigners promptly sued. The chair- 
man had a few words with the judge, and the court 


| Owningup 








Take, for instance, the case of a joint venture be- 










` Number of bankruptcy case 


























By train, by bus or on foot? 


broadly agrees. For two decades, he says, | 
China has been undergoing “active” re- 
forms, in which the government has set 





HE negotiations have been excep- 

tionally long and tortuous, but 
China could still accede to the World 
Trade Organisation (wro) this year. At a 
stroke, this would lower barriers to for- 
eign trade and competition in a number 
of industries, But there are also hopes of 
a more far-reaching benefit: member- 
ship might help to bring China’s legal 
system up to international standards. 

Long Yongtu, China’s chief trade ne- 
gotiator, is all for it. By joining the wto, 
he says, China is above all demonstrat- 
ing that it wants to “close the gap and 
get to world standards” in its judicial 
and regulatory systems and its business 
practices. To him, membership amounts 
to aligning China’s rail gauges to the 


world’s, so that the train of global trade 
and capital can power through. 

Credit Suisse First Boston (csr), an 
investment bank, chooses a different 
metaphor: investing in China today, it 
says, is like taking a strange sort of bus 
tour. The scenery keeps getting better, 
but the passengers are aware that they 
have no idea who is driving the bus, and 
where. Membership of the wro, reckons 
cses, solves this problem by underwrit- 
ing China’s determination to move “to 
best global practice”. Who is driving be- 
comes irrelevant, because there will be 
only one road: the market. 

Wu Xiaoqiu, an outspoken profes- 
sor of finance at Beijing’s People’s Uni- 
versity, is less poetic about it, but he 





the pace; now China is entering the 
stage of “passive” reform, when the 
needs of foreign investors and trading 
partners determine the speed. And they 
like to go fast. 

But other analysts are sceptical. Cao 
Siyuan, a prominent advocate of China’s 
private sector, thinks that “the wto can 
promote but not force corporate change 
in China.” China’s government, he reck- 
ons, will always go as fast as it wants 
and no faster. Many western business- 
men with experience on the ground 
echo this view. Mix “socialism with Chi- 
nese characteristics” and the wro, says 
David Wolf, an entrepreneur and con- 
sultant in Beijing, and you get “compli- 
ance with Chinese characteristics”. 
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subsequently challenged the “standing” of the for- 
eigners (ie, their existence as legal persons), and 
asked them to work it out with the board. The mes- 
sage was that the court did not want to get involved. 
Another way for courts to avoid a decision is to 
allow cases to get bogged down. One egregious ex- 
ample concerned a European company that sold 
goods to a large Chinese customer. As usual, the 
trade was underwritten by a Chinese bank, which 
endorsed the bills of lading on the back and released 
the goods to the buyer. When both the buyer and 
the bank suddenly refused to pay, the Europeans 
took both to a court in Changshu, near Shanghai, 
where the case was held for three years. It was then 
transferred to another court, where the foreign com- 
pany lost because the court ruled that “It was not 
| clear that the plaintiff was the seller”. The foreign 
company appealed to a higher court, but four years 
after the transaction its case is still pending. 
It may be bad, but is it getting better? One way to 
find out is to look at the number of bankruptcy 
cases (see chart 8, previous page). Cao Siyuan, an 


| outspoken advocate of privatisation and the rule of 


law, was one of those who drafted the bankruptcy 
code and helped implement it in 1988. At that time, 
he recalls, “nobody understood it and everybody 
was scared of it.” Since then, the code has become a 
political football, bouncing back and forth between 
the rule-of-man and rule-of-law factions. 

In the code’s first year, there were only 98 cases 
in the whole of China, even though, on proper ac- 
counting, virtually the entire state-owned sector 
was insolvent. In other words, “men” clearly had the 
upper hand over “law” and were able to block 
bankruptcy proceedings. Following the Tiananmen 
Square massacre in 1989 and a resurgence of the 
hardliners in the Communist Party, the bankruptcy 
code was all but put on ice. But in the early 1990s, as 
reformers in the govemment gained the upper 
hand, bankruptcy cases started rising, 

In October 1998, a landmark case put the code to 
its Most severe test yet. The only Chinese enterprises 
that are allowed to borrow in foreign currency are 
so-called International Trust & Investment Cor- 

| porations (rics), which are investment arms of lo- 
cal governments. The rrics tend to be well-con- 
nected, and foreign banks had always assumed that 
their debts had the implicit backing of the gov- 
ernment in Beijing. Imagine their surprise, therefore, 
when the itic of China’s richest province, Guang- 
dong, defaulted, along with several others, and the 
central government made it clear that it had no in- 
tention of underwriting their debts. Over two years 
of extremely messy bankruptcy negotiations, it be- 
came clear that the law was vague on everything, 
from the formation of creditor committees to fore- 


| EAVE the centre of Beijing or Shanghai, look for an 
intersection with heavy traffic, and you are likely 

to see something odd. Traffic policemen are stand- 
ing in the middle of the road, directing cars hither 
and thither in the time-honoured fashion. But 
around them, new traffic lights have been installed 
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But how independent was the judge? 


closure. The banks eventually settled out of court, 
and for huge losses. 

But the ric episode may have been a blessing in 
disguise. By exposing the shortcomings of the exist- 
ing code, it clarified the issues and set important 
precedents on procedure. For instance, it turned out 
that the claims of foreign creditors did not rank 
ahead of those of Chinese creditors, as the foreign 
banks had hoped—a decision that supported the 
principle of equality before the law. After a sharp 
drop in new bankruptcy cases in 1999, the number 
soared again in 2000. If the rule of law always pre- 
vailed, reckons Mr Cao, that figure should be 17 
times higher still. But at least China is moving in the 
right direction. 

The speed at which it does so may well be the 
single most important variable in China’s economic 
reforms. On pessimistic assumptions, China will 
take as long as western countries did to build confi- 
dence in its legal institutions: decades or even centu- 
ries. In a more optimistic scenario, China somehow 
manages to leapfrog the intermediate stages to 
move ahead much more rapidly; but this depends 
entirely on the political will of the ruling party. 

The Communists understand that their political 
survival depends on the success of their economic 
reforms, and that this requires fixing the legal sys- 
tem; but they have also grasped that fixing it means 
making the judiciary independent, and that such 
independence will allow the judiciary to turn 
against the party. Who knows how far it will allow 
the courts to go? 


The greatest leap forward 


whose lights change regularly from green to amber 
to red and back again. As you watch, you will find 
that the signals given by the police often conflict 
with those of the lights. The drivers seem confused, 
and occasionally there is a crash. 

To Li Shuhe and Li Shaomin, two professors at 








Transition from 
one system to 
another is the most 
dangerous phase 
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the City University of Hong Kong, 
such mayhem is inevitable as 
China, and most of developing 
Asia, moves from a relations- 
based system (the traffic police- 
men) to a rules-based system of 
governance (the traffic lights). This 
transition, they argue, is more 
dangerous than the old system 
that is being replaced, and a 
temporary “governance vacuum 
promises still deeper pitfalls for 
the unwary investor.” 

The familiar word used to de- 
scribe the old system is guanxi. 
Usually translated as “connec- 
tions”, guanxi conjures up images 
of karaoke outings with officials, 
nods of understanding in smoke- 
filled rooms, and the invisible 
hand not of the market but of 
influence. Guanxi is a cliché, but it 
is only too real. 

Western investors tend to as- 
sume that Asian tycoons turn to guanxi for deep- 
seated cultural reasons, but in fact they do so out of 
necessity. Both a rules-based and a guanxi-based 
system of governance incur expenses. For both, 
these are made up of the fixed costs of keeping the 
system running—say, training and paying judges, 
regulators and auditors—and incremental costs, 
such as the effort and expense of signing one more 
contract, sealing one more transaction, and so on. 

Developed economies have rules-based gov- 
ernance systems that incur enormous fixed but neg- 
ligible incremental costs. The fixed costs, however, 
are spread over huge numbers of transactions and 
business relationships, so that the average cost of 
any single deal is quite low. By contrast, the poor 
countries of Asia so far have not been able to afford 
the investment in the high fixed costs of such a sys- 
tem, and have therefore settled for the large incre- 
mental costs of a guanxi-based system. As long as 
the number of transactions and business relation- 
ships remained comparatively small, the average 
cost of the transactions was bearable. 

As guanxi economies grow and become more 
complex, however, the incremental costs of doing 
business shoot up. What worked with a hundred 
clients, a dozen suppliers, two creditors and one 
shareholder no longer works with thousands of all 
of these. So there comes a point, Messrs Li reckon, 
when the average cost of doing business in a 
guanxi-based system of governance exceeds that in 
rules-based systems. When this happens, compa- 
nies and countries that rely on guanxi can no longer 
compete. Market forces initiate a transition to a 
rules-based system. This is probably the largest and 
riskiest step that countries and companies ever have 
to take. 

Yet the danger of not taking it is even greater. 
Compare, for instance, the approach of securities 
regulators in China and the Philippines. In the early 
months of this year China’s regulators were cracking 
down so ruthlessly on insider trading in its domestic 
stockmarkets that the markets were thrown into 
chaos and many investors, especially small ones, 
lost their savings. 
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e mean stop or go? 


By contrast, in the Philippines 
last year, when an ethnic-Chinese 
tycoon and crony of then-presi- 
dent Joseph Estrada was accused 
of insider trading, the presidential 
office put pressure on the stock 
exchange and the regulator to lay 
off. It seemed an easy way out, but 
the end-result was even more 
painful than in China. The inves- 
tigators resigned, and the stock ex- 
change shut down entirely at one 
point. When it re-opened, inves- 
tors pulled their money out of the 
country and have not returned. 

Transition requires political 
leadership. Visionary chief execu- 
tives can set examples and lead 
the way in their own companies. 
But conflicts of interest arise, and 
bosses are only human. For Asia 
to achieve best practice in its cor- 
porate sector, governments must 
therefore penalise bad practice by 
imposing fines and jail sentences. 

But transition also requires a wholesale philo- 
sophical change. The governments of Singapore, 
Malaysia and China, for instance, should withdraw 
from the corporate sector so that companies are re- 
moved from the political arena. Ultimately, cor- 
porate governance and shareholder rights ring hol- 
low without a genuine market for corporate 
control—in other words, hostile takeovers to remove 
incompetent or fraudulent managers, whether they 
are cosy with government or not. 





Wanted: a Magna Carta 


Nor is press freedom a luxury to be deferred to an- 
other day. There can be no transparency without an 
unfettered press. It was a brave journalist in Shang- 
hai who blew the whistle on the fraud at China’s se- 
curities firms. But correspondents are routinely 
minded by official “drivers” and “translators” in 
China, and any one of them will tell you that such 
scoops are not encouraged. 

Inevitably, this raises the question of liberty in 
general. For many Asian leaders, this remains a non- 
subject. Singapore’s senior minister, Lee Kuan Yew, 
has always regarded democracy as a western indul- 
gence, and will cite his achievements in Singapore to 
prove his point. China’s reply is equally well re- 
hearsed: the Philippines, Thailand and Indonesia 
are democracies, and just look where that has got 
them. Imagine the insufferable tedium, says one top 
Chinese official, of having to travel to India and, sit- 
ting in the middle of the mess that it is, enduring the 
obligatory welcome to “the world’s largest democ- 
racy”. China’s favourite comparison by far, of 
course, remains chaotic Russia. 

But not all are so smug. Cao Siyuan, the contro- 
versial Beijing consultant, says that “economic re- 
form cannot outpace political reform indefinitely.” 
What has held back and disrupted the development 
of Asia in the past, as this survey has argued, has 
been the absence of rights for minorities and indi- 
viduals. Fighting for them, therefore, is in the interest 
of the majority. 
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BUSINESS 


NEW YORK AND SAN FRANCISCO 


For all the talk of flexibility and integrated supply-chain 
management, the economic downturn has caught many 
companies on the hop. What went wrong? 


ad i the worst thing I’ve ever done in my 
life,” admitted John Chambers, chief 
executive of Cisco Systems, after announc- 
ing big job cuts last month. “We went from 
over 65 miles an hour down to flat or nega- 
tive growth in what, two months? I don’t 
know many companies in the world that 
could do that.” 

Other versions of Mr Chambers’s la- 
ment can be heard up and down Silicon Val- 
ley these days, and in most other parts of 
America too. Almost daily, some totem of 
the new economy admits to a thoroughly 
old-fashioned sense of bewilderment. Ed 
Zander, president of Sun Microsystems, con- 
fesses: “I have never seen an environment 
where capital spending has fallen off as dra- 
matic and sudden as this in all the years I 
have been in the business.” Carly Fiorina, at 
the helm of Hewlett-Packard, feels as if she is 
“navigating through the 
fog”. This week Ariba, a big 
noise in the business-to- 
business business, an- 
nounced glum profit num- 
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flexibility that came with 
building to order, not for 
stock. Even so, managing in a 
downturn appears to be 
tougher than most of them 
expected. 

What has gone wrong? 
Part of the problem is the 
sheer ferocity of the down- 
tum, a mirror image of the 
over-inflation of last year’s 
bubble. For the past two years, 
as Allen Delattre of Accenture, 
a consultancy, points out, 
high-tech companies had become accus- 
tomed to sales growth of 40% or so from one 
quarter to the next. The sheer momentum 
created by this would have made even a gen- 
tle slowdown difficult. In fact, both profit 
warnings and stockmarket declines are far 
more severe than in previ- 
ous downturns. 

Companies may still 
wonder whether they face 
a short bounce or a long 





bers and layoffs, coupled 
with the standard com- 
plaint (by Bob Calderoni, 
the chief financial officer) 
that “the predictability of 
our business going forward 
is very limited.” 

Yet not so long ago, 
companies such as these 
thought that they had a 
better feel for the state of 
demand than ever before. 
They had fancy electronic 


slump. Shareholders are 
less hesitant. Faced with 
unforgiving investors, com- 
panies feel obliged to ac- 
company every announce- 
ment of bad news with 
plans to cut jobs (see table). 
But they hedge their bets: 
many of the 400,000 job 
cuts announced in the first 
quarter may, in fact, merely 
be cuts in unfilled posi- 
tions, according to Steve 





links with their suppliers 
and boasted of the new 








Patchel of Watson Wyatt, a 
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positions for which compa- 
nies cannot find applicants 
with the right skills. 

The news of job cuts af- 
fects confidence, however. 
And better information may, 
ironically, compress the cor- 
porate response. As Alan 
Greenspan of the Federal Re- 
serve recently pointed out, 
business managers receive 
similar signals, and so “ap- 
pear to be acting in far closer 
alignment with one another 
than in decades past.” Mike 
Volpi, Cisco’s chief strategy 
officer, says information. . 
about economic changes is 
much more quickly available 
than in the past. “Because of 
that, everything  spiralled 
down much faster.” 

While better information 
may be compressing the re- 
sponse, it has not been good 
enough to predict the behav- 
iour of buyers. And the sup- 
ply chain, although leaner 
than it was in previous reces- 
sions (see chart on next page), 
still has lots of inertia. At Flex- 
tronics, a giant contract man- 
ufacturer that makes hard- 
ware for high-tech firms, an 
emphasis on curbing costs. 
means that materials may travel half-way 
round the world and back before a product 
is finished. That takes time. Some memory 
chips take 13 weeks to make, says Stacie Kil- 
gore, a supply-chain analyst at Forrester Re- 
search. So build-to-order tums out to mean: 
“build-till-almost-ready-for-an-order”. 

Nor is it just in high-tech businesses that 
suppliers have been caught with too much 
inventory. In the car industry, for example, 
demand has dropped faster than companies 
expected, Worse, the fall comes after a boom 
that—unusually—combined soaring sales 
with falling prices and heavy discounting. 
The worst-hit suppliers have, in the words of 
one analyst, been “caught between the dog‘ 
and the fire hydrant”. 

Uncomfortable though that position 
may be, the rise in the ratio of inventories to 
sales has so far been modest, compared with 
the wild swings of the 1970s and 1980s. That 
gives some hope that the overhang in inven- 
tories may be easier to deal with than it used 
tobe. 

Nonetheless, managing the recession 
will still be difficult for executives who have 
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Growing leaner 


Ratio of US inventories to shipments 











long since forgotten what the previous one 
felt like. In particular, they need to be careful 
about losing good staff. There may be a 
pause in the war for talent, but there is a les- 
son from continental Europe’s recent experi- 
ence with slow growth, says Roland Berger, 
head of a Munich-based consultancy. Com- 
panies that use the best of their surplus em- 
ployees creatively are best placed for recov- 
ery. He points to the way that Siemens, a 
German engineering concern, benefited in 
the second half of the 1990s from invest- 
ments in innovation in the first half. 

Some American companies have had 
similar experiences. For example, Dixie- 
Narco, a subsidiary of Maytag that makes 
vending machines, hit a crisis when Coca- 
Cola, one of its largest customers, suddenly 
slashed orders. The company weathered the 
storm without layoffs, partly by reassigning 
redundant production workers to find ways 
to cut costs, improve quality and streamline 
production. As a result, says Anand Sharma 
of tem Consulting, the company drew 
ahead of competitors that had made 
swingeing staff cuts. 

In fact, observes Nancy Koehn of Har- 
vard Business School, author of a new book 
on the history of branding, recessions act as 
filters, creating opportunities for deft man- 
agers. She cites the example of Estée Lauder, 
who founded her cosmetics company be- 
cause she discovered during the bleak 1930s 
that women actually wanted to buy lipstick 
more when times were bad. 

The most recent recession, of 1990-91, 
also provides examples of success born of 
adversity. Starbucks, a coffee chain, was 
founded in the early 1970s but spurted to its 
successful flotation in 1992 by applying the 
clear customer focus that a recession re- 
quires. Southwest Airlines, notes Ms Koehn, 
benefited from the reduction in competition 
that recession brings: the collapse of Mid- 
west Airlines in 1991 gave it the chance to 
move into Chicago’s Midway Airport, while 
its low-cost business model was perfect 
when travellers were strapped for cash. The 
moral is that companies that take advantage 
of the downturn, rather than merely mud- 
dling through, will be best placed to acceler- 
ate when the good times roll once more, 
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Corporate expenses 


The unkindest cuts of all 


NEW YORK 


HEN Herbert Hainer took over as 

chief executive of Adidas-Salomon 
last month, one of his first actions was to 
cancel the free biscuits at the sporting-goods 
group’s German headquarters. In New York, 
investment bankers at Schroder Salomon 
Smith Barney recently received a memo tell- 
ing them not to use outside agencies to de- 
sign the transparencies for their presenta- 
tions to clients. They were also instructed to 
choose the wine at business lunches, to can- 
cel magazine subscriptions and to use calling 
cards rather than hotel telephones. At Excite- 
@home, sodas that were once free have cost 
25 cents each since January; meanwhile, the 
Internet portal’s weekly ice cream party has, 
tragically, become a fortnightly event. 

As the world economy slows and cor- 
porate profits come under pressure, cut- 
backs are suddenly on the agenda. Nothing, 
it seems, is too petty to escape the notice of 
managers desperately trying to rein in their 
budgets, But are cuts like these really worth 
making? 

No, argues Daniel Levine, a writer who 
until recently ran disgruntled.com, one of 
several popular employee “whinge sites”, 
including faceintelcom, vaultcom and 
fuckedcompany.com. “Petty cuts are foolish. 
They are merely symbolic, sending the mes- 
sage that everyone needs to be nervous,” he 
says. “They kill morale without giving any 
bottom-line benefit.” 

That can certainly be the effect. A case in 
point is a recent and particularly heavy- 
handed internal memo (entitled “On the re- 
cord”) at PricewaterhouseCoopers about 
making personal telephone 
calls. This threatened Big 
Brother-like examination of 
individual phone records— 
even incoming calls—and was 
sensitively timed for Valen- 
tine’s Day. The booby prize, 
however, goes to Edison Inter- 
national, a California utility 
caught in the state’s power cri- 
sis, which is making its clean- 
ing staff work in the dark 
wearing miner’s lamps in an 
effort to save electricity. 

Even superficial cuts, 
however, can save more cash 
than you might think. 
Schroder Salomon Smith Bar- 
ney spent $2.7m on those 
transparencies in 2000. Mor- 
gan Stanley, a rival, may be 
saving a mere $38,000 a year 
by scrapping birthday cakes 
for its New York-based in- 
vestment bankers, but Gold- 





man Sachs, another big investment bank, is 
said to be saving $2.4m a year by getting rid 
of free bowls of fruit. These cuts are to some 
extent inspired by cost-saving measures in 
past downturns: during the previous reces- 
sion, American Airlines apparently saved 
$100,000 by removing one olive from each 
salad served in first class. 

When the frugality goes a little deeper, it 
can have a bigger impact still. A memo from 
Intel’s chief executive, Craig Barrett, warned 
staff in February that the chip maker is aim- 
ing to slice 30% from its discretionary ex- 
penses by reducing travel, overtime, reloca- 
tion and consulting costs—as well as by 
delaying the promise to provide all employ- 
ees witha free home computer. 

However trivial and annoying cuts such 
as these may seem, they are usually better 
than the alternative: layoffs. According to 
John Challenger of Challenger, Gray and 
Christmas, an outplacement firm, the cur- 
rent reduction of staff perks shows that 
companies are, by and large, acting with 
more sophistication than in the previous 
downturn. While under pressure from 
shareholders as never before, many firms are 
attacking indirect costs before resorting to 
mass sackings—not least because they have 
learned during the long boom times how 
hard it can be to attract, train and retain 
qualified workers. Ironically, that very com- 
petition for talent in a tight labour market, 
especially in America, means that there are 
now more perks to cut. 

The passing of the boom’s more new- 
fangled perks may be no bad thing. Con- 





Who authorised the candle? 


cierge services, petsitting, nap rooms and the 
option to telecommute are really just sneaky 
new ways to get already overworked em- 
ployees to toil even harder, says Jill An- 
dresky Fraser, author of “White-Collar 
Sweatshop” (W.W. Norton, $26.95). “These 
perks are often illusory. They exist just for 
their publicity value,” she says. “In reality, 
staff face resentment if they try to work from 
homeor take family days. And free food, nap 
rooms and home computers just keep peo- 
ple tied to their work.” The idea thatemploy- 
ees should actually be grateful for the re- 
moval or curtailment of their little perks and 
pleasures might seem far-fetched—but as 
the downturn bites, it is a consoling thought. 

= —— 





The Executive Life affair 


Pinault in a 
pickle 


LREADY locked in a courtroom battle 
over ownership of Gucci, France’s most 
controversial entrepreneur now faces an- 
other, potentially more damaging, legal tus- 
sle. Late last month, a judge in California 
threw out a motion by François Pinault to 
have a lawsuit against him for alleged fraud 
dismissed without going to trial. 

Mr Pinault, who controls one of France’s 
biggest retailing empires, has argued that the 
lawsuit, brought by insurance regulators in 
California, is groundless. If he loses the case, 
which should come to trial next year, he may 
have to pay back the profits, estimated by 
some to be in excess of $1 billion, that he 
made from his part in the alleged fraud. Even 
if he wins, he may be forced into some 
embarrassing admissions. 

The regulators will try to force disclosure 
about the beneficial ownership of compa- 
nies, resident in tax havens, that control 
around 25% of his empire. Mr Pinault told the 
insurance regulators in 1994 that he con- 
trolled these companies, but he has in- 
formed stockmarket regulators in America 
and France that he does not. If he now ad- 
mits to beneficial ownership, he could be re- 
quired to open up these companies’ ac- 
counting records. 

The lawsuit arose out of Mr Pinault’s role 
in the takeover of Executive Life, a California 
insurance company. This firm went bust in 
1991, when the market value of its junk-bond 
portfolio collapsed. Insurance regulators 
opted for a rescue package, put together by 
Crédit Lyonnais, a French bank. The bank 
made a cash offer for the junk-bond portfo- 
lio and arranged for a new insurance com- 
pany, Aurora, to take over Executive Life’s in- 
surance contracts. Regulators were told that 
the consortium that was to own and manage 
Aurora would be independent of Crédit Ly- 
onnais, as federal and state laws required. 


A lawsuit for fraud was launched 
against Crédit Lyonnais in 1999 after regula- 
tors discovered secret agreements. These 
showed that members of the consortium of 
“independent” shareholders in Aurora were 
in fact fronts for Crédit Lyonnais. Mr Pinault 
and one of his companies, Artémis, were 
added to the lawsuit last year. The regulators 
allege that Mr Pinault was party to the fraud 
as buyer of, first, a large part of the junk- 
bond portfolio from Crédit Lyonnais and, 
later, the insurer. They believe that Mr Pi- 
nault had knowledge of the consortium’s 
agreement to act as fronts; and that he joined 
aconspiracy of silence by keeping secret the 
fact that he was, in effect, really buying 
shares in Aurora from Crédit Lyonnais and 
not from members of the consortium. 

Documentary evidence seen by The 
Economist strongly suggests that Mr Pinault 
had knowledge of the consortium’s fronting 
role. First, in December 1992, when he 
bought part of Executive Life’s junk-bond 
portfolio, Mr Pinault signed a binding agree- 
ment with Crédit Lyonnais under which he 
also acquired the bank's rights to Aurora. If 
he did not believe that the bank would have 
control over Aurora, it is hard to see why he 
would sign such an agreement. 

Then there is the registered letter that Mr 
Pinault sent to a senior executive at the bank 
on March 3ist 1993. It is clear from this that 
Mr Pinault believed that the agreed deal for 
him to buy Aurora was in jeopardy and that 
he had a right to financial recompense. Un- 
less he believed that Crédit Lyonnais would 
pull the strings at Aurora, this was a strange 
request to make. 

Shortly afterwards, Mr Pinault also 
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Saint or sinner? 


asked Crédit Lyonnais to provide him with 
indemnity against legal challenges that 
might arise in California relating to the Exec- 
utive Life deal. A clear inference is that Mr Pi- 
nault suspected that there was something 
untoward about the transaction. Otherwise, 
why ask for this protection? 

Another fact strongly points to Mr Pi- 
nault’s knowledge of the consortium’s role. 
Copies of Crédit Lyonnais’s fronting agree- 
ments with two members of the consortium 
were found at his offices in late 1998. Accord- 
ing to lawyers for the insurance regulators, 
Mr Pinault has not yet explained precisely 
when or how these contracts came into his 
possession. 

The Economist has seen a filing made by 
Mr Pinault with the insurance regulators in 





Going hostile 


FRANKFURT 


a ago, Klaus Esser was reaping 
praise. Although he had failed to fend 
offa hostile bid by Britain’s Vodafone Air- 
Touch for Mannesmann, the German firm 
he then ran, he had fought fairly, eschew- 
ing nationalistic, “barbed-wire” tactics. 
The result was not only the priciest merger 
ever, but also the first hostile takeover of a 
German company by foreigners. 

Now Mr Esser is reaping lawsuits. On 
April 4th, Jean-Marie Messier, chairman 
of Vivendi Universal, a media group, said 
that he would take action for defamation 
over an interview with Mr Esser in that 
day’s Financial Times. This follows a Ger- 
man prosecutor’s decision to investigate 
claims that, when Mr Esser finally threw 
in the towel against Vodafone, he was in- 
fluenced by the prospect of DMéom 
($30m) in severance pay. Mr Esser has de- 
nied this. 

Mr Messier’s company played a key 
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part in the takeover battle. Before Voda- 
fone made its offer in November 1999, Vi- 
vendi and Mannesmann were discussing 
a friendly merger. After the bid, Vivendi 
was looking both ways: even as it was ne- 
gotiating with Mannesmann, it was being 
wooed into a joint venture with Voda- 
fone. When Vivendi plumped for Voda- 
fone at the end of January 2000, Mr Esser 
knew the game was up. 

Then the sniping began. In a book, Mr 
Messier blamed Mr Esser for the failure of 
the Mannesmann-Vivendi merger, claim- 
ing that the German had tried at the last 
minute to renegotiate the composition of 
the putative board. Mr Esser says the mat- 
ter was still open, and that Mr Messier 
should not have treated Vodafone as an 
alternative to Mannesmann. Mr Messier’s 
behaviour was “highly indecent and dis- 
honourable”, he told the rr, prompting 
the Frenchman to call his lawyers. 
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1994. This does not disclose the existence of 
the agreement he signed in 1992, under 
which he obtained Crédit Lyonnais’s rights 
to acquire Aurora. Furthermore, it states that 
Artémis was acquiring shares in Aurora di- 
rectly from one of the fronts, and made no 
reference to the fronting agreement con- 
cluded between Crédit Lyonnais and the 
consortium member. The regulators say 
these crucial omissions ensured that the 
fronting scheme, which had been hidden 
from them by Crédit Lyonnais, stayed secret. 
Mr Pinault insists that all the filings he made 
with the insurance regulators were accurate. 
However, it seems that Mr Pinault does 
have a strong case to answer in California. A 
crucial legal issue will be how a reasonable 
person should have responded if he knew, 
or ought to have known, that the Executive 
Life deal was in any way tainted, as itseemed 
to be, for example by the fronting agree- 
ments. With knowledge of these agreements, 
a reasonable person would surely have 
made further inquiries into why they were 
needed, and then realised that the entire 
scheme had an illicit purpose. But not Mr Pi- 
nault, apparently. 
—_s 





Recycling 


Remade in 
Japan 


OSAKA 


T DOES not look good for the patches of 

greenery still left in Japan. On April ist, a 
new law wentintoeffect requiring owners of 
discarded refrigerators, televisions, air con- 
ditioners and washing machines to pay as 
much as ¥7,600 ($61) to have their used 
goods taken away and recycled. The govern- 
ment says the law puts Japan in the van- 
guard of environmentally friendly countries. 
Critics say that, by caving in to the business 
lobby, Japan has made a bad situation 
worse. They say the country is about to dis- 
appear under a mountain of rusting metal as 
consumers avoid the fees by dumping their 
appliances illegally. 

As usual, the main bone of contention 
has been the question of who bears the cost. 
As Japanese government officials point out, 
in theory consumers eventually always pay 
recycling costs, whether they are billed ex- 
plicitly, or via the cost of new appliances. But 
who gets billed first makes a big difference to 
economic incentives. If producers directly 
bear the cost of recycling, they are more 
likely to want to drive down costs by invest- 
ing in recycling technology and developing 
appliances that are easy to recycle. Partly for 
this reason, the handful of countries that 
have already introduced recycling pro- 
grammes for electrical goods, such as the 
Netherlands and Sweden, have all chosen to 
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Coming to a field near you? 


make producers pay. By charging consum- 
ers, Japan is taking the opposite path. 

This, says the government, will have sev- 
eral benefits. It will encourage people to use 
their machines for longer. It will instil in con- 
sumers a sense of responsibility about the 
environmental cost of their consumption. 
And it will mean that the 300m appliances 
already in use in Japan can also be covered 
by the new law. 

The big electrical-appliance makers, 
meanwhile, have not been treated quite so 
favourably as it appears at first. In theory, 
they are free to set whatever recycling 
charges they like, so long as these fees do not 
exceed costs by too much. The industry has 
organised itself into two groups, one led by 
Matsushita, the other by Hitachi. But con- 
sumer groups and local governments, which 
must clean up illegally dumped rubbish, 
leant heavily on the appliance makers. At 
their published rates, the companies are un- 
likely ever to cover their costs. Tokyo’s met- 
ropolitan government, for instance, has cal- 
culated that it spends ¥15,800 breaking up 
and burying a fridge. The appliance makers 
are charging just ¥4,600 to recycle one. 

As a result, Japan may, for once, have 
ended up with the best of all worlds. Con- 
sumers will hang on to their machines for 
longer. Producers wil! hope to lose a bit less 
money in future by making goods out of 
fewer, more easily reusable components. 

Matsushita, meanwhile, at least has the 
comfort of knowing that its competitors are 
suffering more than it is. Matsushita’s con- 
sortium chose to use existing recycling 
plants, rather than build new ones. The Hi- 
tachi group built 13 new sites, at great cost. 
Matsushita announced its super-low recy- 
cling charges first. Desperate not to lose cus- 
tom, Hitachi's consortium reluctantly 
matched it, yen for yen. 

= = 





Asian retailing 


A hyper market 


BANGKOK AND HONG KONG 


OGET a feel for what is happening to re- 

tailing in Asia, take a visit to Rama 1v, a 
busy thoroughfare in Bangkok. Alongside a 
putrid canal, shoppers jostle among stalls, 
haggling for the fresh produce being un- 
loaded throughout the day from trolleys. 
This is Bangkok’s oldest “wet market”, and it 
is how Asians have shopped for centuries. 

Then walk a few minutes up the road, to 
another world. Shoppers amble through 
spacious, air-conditioned aisles in halls the 
size of large warehouses, perusing the price 
labels on Thai silks, bicycles, furniture and 
food. This is one of two hypermarkets that 
have opened in the past few months on op- 
posite sides of Rama tv. Betting that this is 
how Asians will want to shop in future, 
Tesco, a British retailer, and Carrefour, a 
French rival, were racing each other to open 
their stores first. In the end, it wasa tie. 

Asian retailing is being transformed by 
two changes. The first is the move from wet 
markets and small shops to giant hyper- 
markets. The second is the invasion of west- 
ern multinationals with the skills, technol- 
ogy and culture to run megastores. 

A decade ago, Asian retailing was a local 
business run by locals. Today it is on the 
verge of becoming an international business 
dominated by foreigners. Indeed, western 
entrants are now less concerned with local 
competition than with each other. Faster 
than anybody could have guessed, says Joe 
Lobbato, a retailing expert at Accenture, a 
consultancy, the market is leapfrogging 
“from zero to great sophistication”. 

Besides the obvious advantage, in such 
sweltering places, of air conditioning—for 
both the shopper and the produce—the con- 
venience of “all under one roof” appeals to 
Asians as much as to everybody else. Asians 
are more price-conscious than western 
shoppers, because they are poorer, so the 
discount stores must at least match the wet 
markets on price. But as long as they do, they 
should win. 

The first to realise this opportunity, in the 
mid-1990s, was Carrefour. America’s Wal- 
Mart, and other European giants such as 
Royal Ahold, Makro, Casino and Tesco soon 
followed. At first, it appeared that they 
would barely have to break sweat. Not only 
was there little direct domestic competition 
to begin with, but those tycoons that were 
established suffered badly from the Asian fi- 
nancial collapse of 1997-98 and, in most 
cases, agreed to sell out. Tesco, for instance, 
bought a leading chain of stores from Cha- 
roen Pokphand, the biggest conglomerate in 
Thailand. 

Even in countries that were less affected 
by the crisis, foreigners did well. After less 


than six years, Carrefour is already the third- 
largest retailer in China, and Wal-Mart the 
ninth-largest. In a market so burdened by 
red tape that even many local operators find 
it difficult to cope, this is quite an achieve- 
ment. 

The multinationals make up for their 
lack of local connections with superior logis- 
tics networks. Unlike local retailers, they 
have centralised purchasing and the re- 
sources to set up their own distribution net- 
works from scratch. Most of their produce is 
sourced locally—and thus cheaply—and lo- 
cal suppliers prefer the western chains, 
which promise to put their goods on shelves 
throughout the country, or even across Asia. 

It has not been all smooth sailing, how- 
ever. In some markets, entrenched firms are 
all but unassailable. For instance, Carrefour 
recently pulled out of Hong Kong, where re- 
tailing is in the grip of a near-duopoly be- 
tween Jardine Matheson, a trading house 
that once dominated the local economy, and 
Li Ka-shing, a Chinese tycoon who does so 
today. The Philippines is problematic for 
other reasons. For 46 years, it has banned 
foreign competition in retailing, and though 
itis now opening up, political turmoil makes 
entry unattractive. Casino, Carrefour and Pi- 
nault-Printemps-Redoute have recently 
walked away from deals in the Philippines. 

There are also concerns that competition 
among multinationals will intensify to the 
point that returns dwindle. At first glance, 
this should not be an issue. France, Thailand 
and South Korea, for instance, have roughly 
similar populations. But France has 1,100 
hypermarkets, whereas Thailand has only 
77, and South Korea 96. Yet the multination- 
als are planning to open so many stores—of- 
ten in the same locations—that the pave- 
mentis getting crowded. Hoping to beat each 
other to customers, they are already waging 
price wars. 





In the multinationals’ sights 


So far, the unofficial winner appears to 
be Tesco. This is something of a surprise, be- 
cause the odds a few years ago were on Car- 
refour, as the first mover. The French firm, it 
appears, did not make any single big mis- 
take, but several small ones. Morgan Stanley, 
an investment bank, recently compared 
hypermarkets throughout the region and 
found that Carrefour displays a peculiar 
knack for putting its outlets in the wrong 
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places and making its offerings “too French”. 
Similar problems have also held back 
Royal Ahold, which recently scaled back its 
expansion plans in Asia, and Wal-Mart, 
which at one point tried to sell clothes to the 
Chinese in rather too generous American 
sizes. The lesson appears to be that Asians 
may indeed be drawn to trendy foreign 
names, wide aisles and air conditioning; but 
they also demand a local touch. 
= 





Digital copyright i 
Going straight 


SAN FRANCISCO 


With Napster, online music came to symbolise the end of copyright in the 
digital realm. But rights holders are fighting back 


EEPING on the right side 

of the law has never 
been an attractive proposi- 
tion for fans of online mu- 
sic—as followers of Napster, a 
free file-swapping service, 
can attest. Soon, however, it 
may be easier to go legit. On 
April 2nd, RealNetworks, a 
software firm, and three big 
record labels—Warner Mu- 
sic, Bertelsmann Music 
Group (BMG) and Emi—an- 
nounced a joint venture 
called MusicNet that, they 
say, will make it possible to 
create all sorts of paid music-subscription 
services. Sony and Universal, the other two 
big labels, are planning a similar offering, to 
be called Duet. And in July, Napster will turn 
itself into a “secure membership-based ser- 
vice”, with Bertelsmann’s help. 

The fate of these services will determine 
not just the future of the music industry, but 
also that of the underlying technology. All 
these offerings will include a “copy protec- 
tion” scheme that limits what consumers 
can do with the files they download. Tracks 
shared on the new Napster service, for ex- 
ample, will play only on the rc of the user 
who has downloaded them. Online music, 
which has hitherto symbolised the end of 
copyright in the online world, could come to 
embody the opposite. 

At first sight, this may seem to be a good 
thing. After all, owners of intellectual prop- 
erty should be able to protect their wares and 
charge for them. But there are risks. The trend 
towards restricting access could ultimately 
curtail some important existing rights, such 
as making copies for personal use. 

Itis easy tosee why content owners want 
to limit digital copying. In the early 1980s, the 
record industry decided not to encrypt cps. 
That is why it is so easy to copy tracks from a 
cp, convert them into mp3 format and make 
them available via Napster. Unsurprisingly, 
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content producers and the 
consumer-electronics indus- 
try did not repeat this mis- 
take with Digital Video Discs 
(pvps). Data on pvps are en- 
crypted using a technology 
called the Content Scram- 
bling System, or css. 

New kinds of storage me- 
dia, such as memory cards 
and minidiscs, will also soon 
come equipped with a digital 
lock. Intel, 13m, Matsushita 
and Toshiba have jointly de- 
veloped technology called 
Content Protection for Re- 
cordable Media (cpr) that can be used to 
ensure that a copy of a music file plays only 
on the devices of the file’s rightful owner. 

Making new storage media secure is rela- 
tively easy. It is harder to make existing de- 
vices safe—and, in particular, the pc. That is 
why the entertainment industry is putting 
pressure on pc makers to tame their pro- 
ducts. The manufacturers are yielding, at 
least partially. Take the Trusted Computing 
Platform Alliance, formed in late 1999 by 
Compaq, Hewlett-Packard, 18m and Micro- 
soft. Its main goal is to make e-commerce 
transactions more secure, but the technology 
could eventually be used to protect copy- 
right. Critics worry also that cprM will one 
day be used to stop pc users from making 
copies of music files on their hard drives. 

Software firms, meanwhile, see copy 
protection as an opportunity. Microsoft, 
which this week launched a website called 
MSN Music, wants its technology to become 
the standard for secure online music. The 
latest versions of its Windows operating sys- 
tem come with a technology called Secure 
Audio Path, which can keep an audio signal 
encrypted until the moment it is played by a 
pc’s sound card, so that users cannot capture 
the bits and make illegal copies. Windows 
now comes bundled with Microsoft's Media 
Player, which includes a “digital rights man- 
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Bounty hunters 
SAN FRANCISCO 
APSTER and the threat to copyright 
online have received so much atten- 
tion recently that another, equally impor- 
tant controversy over intellectual property 
has been sidelined. This concerns the 
threat that patents for Internet “business 
methods”—such as Priceline’s reverse auc- 
tion and Amazon’s one-click ordering sys- 
tem—might pose to innovation online. 

Charles Cella, a lawyer who once 
helped dotcoms to file for such patents, 
worries about this threat. So he has started 
an online service that, he hopes, will re- 
move much of its sting. The company, 
called BountyQuest, busts patents by find- 
ing “prior art”—proof that the invention 
they protect is nothing new. Mr Cella has 
even persuaded Amazon’s boss, Jeff Bezos, 
toinvest in his start-up. 

BountyQuest’s business method—for 
which, ironically, Mr Cella has filed a pat- 
ent—is straightforward. Firms that want to 
challenge a patent post a bounty of at least 
$10,000 on BountyQuest’s website and pay 





a posting fee of $2,500. Individualscan then 
submit evidence of prior art. If they can 
prove that a patent is not new, they will 
collect the bounty (and BountyQuest col- 
lects an additional 40% of that sum in fees). 

Although this sounds expensive, it is 
cheap compared with the alternative. 
Finding prior art in the traditional, offline 
way is often very costly, not least in re- 
searchers. Online bounty postings are 
passed around by e-mail and can easily 
end upin the in-box of somebody who has 
the immediate knowledge to bust a patent. 

Since its launch in October, the service 
has completed 30 bounty hunts, ranging 
from $10,000 (a method for decreasing hu- 
man appetite) to $50,000 (a petrol additive 
to reduce car emissions). In half a dozen 
cases, the money was paid out. One recipi- 
ent was Brian Shuster, a digital porn mogul. 
He proved that he had run a firm that 
serves up banner ads to other websites be- 
fore DoubleClick, the leading online ad- 
vertising firm, filed for a patent claiming 


rights to the same technology. 

Yet BountyQuest could not debunk 
one of the best-known (and most criti- 
cised) patents on the web: Amazon’s one- 
click shopping. Although three submis- 
sions came: close, they could not quite 
match all the claims.of the patent. Never- 
theless, Tim O'Reilly, a critic of business- 
method patents who had posted the 
$10,000 bounty, decided to split it between 
the three submitters anyway. 

This points to a problem in Bounty- 
Quest’s model: deciding whether a patent- 
buster deserves the bounty. Providing in- 
formation that puts a patent in doubt does 
not automatically invalidate the patent— 
that is up to the courts. Conversely, surviv- 
ing a bounty hunt unscathed does not nec- 
essarily make a patent rock-solid, as the 
case of Amazon shows. In 1999, the com- 
pany filed a lawsuit against Barnes & No- 
ble (Ban), a rival bookseller, to stop it using 
an online-ordering procedure similar to its 
own. In February, an American court re- 
fused to order Ban to stop using the proce- 
dure. Amazon’s competitor, the judges ar- 
gued, was likely to prevail in the patent 
trial, scheduled for September. 








agement” system that allows content own- 
ers to specify such things as how often files 
can be opened and when they expire. gm 
and Intertrust offer stand-alone versions of 
the same technology. 

Bruce Schneier, chief technology officer 

of Counterpane, an Internet security firm, 
argues that such ventures will fail because 
they contradict the “natural law” of the In- 
ternet, which states that bits are inherently 
easy tocopy. With enough effort, he says, any 
“copy protection scheme can be broken— 
` even those embedded in hardware. 
It is true that copy protection schemes 
- have, for the most part, been no match for 
hackers. The css was broken in November 
1999 after one pvp maker failed to scramble 
its decryption key. Even without that 
slip-up, the css appears weak. Students re- 
cently wrote a program with only seven lines 
that breaks the encryption of a pvp. 

Fighting hackers, however, is easy com- 
pared with the task of persuading consum- 
ers to use encryption technology. Most audio 
gear sold with copy protection has flopped. 
The most recent failures have been mp3 
“players, such as Sony’s Vaio Music Clip, built 
to the specifications of the Secure Digital 


‘Music Initiative, a multi-industry effort to 


develop a standard to stop cp piracy. The 
complex copy protection on these de- 
vices—as with other anti-piracy schemes— 
makes them awkward to use. 

Might all this change with the MusicNet 
initiative announced this week? Although 
details are still sketchy, the new firm could 
become a platform for all kinds of new busi- 
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ness models. It intends to become the lead- 
ing wholesaler for online music, licensing its 
service toother firmsseeking tosell subscrip- 
tions, and leaving the packaging and pricing 
to them. So far, aot Time Warner and Real- 
Networks have signed up. Others are ex- 
pected to follow soon, including Napster 
once it has gone legal in July. 

If everything goes to plan, MusicNet 
could allow the music industry to move for- 
ward at last, says Eric Scheirer of Forrester 
Research. Yet the success of music subscrip- 
tion services is by no means guaranteed. Al- 
though more than two-thirds of Napster’s 
66m registered users say they will pay, ex- 
perts doubt that they mean it. Instead, many 
will switch to free alternatives such as Gnu- 
tella and its variants, which are less easy to 
scale up than Napster but are also harder to 
shut down—and are getting easier to use. 

The entertainment industry, mean- 


while, is using all legal means to ensure that 
devices with certain capabilities do not 
reach the market. To produce a pvp player, 
for instance, firms now need a licence from 
the pvp Copy Control Association, which 
specifies what functions are permitted. New 
pvp drives that come with Apple G4 com- 
puters can record home movies, but cannot 
make perfectly legal copies of tv pro- 
grammes or Internet videos. 

The industry’s most powerful legal 
weapon in the United States is the Digital 
Millennium Copyright Act. This legislation, 
enacted in 1998, makes it illegal to reverse- 
engineer copy protection schemes. Last Au- 
gust, a New York judge ruled against 2600, a 
hacker magazine and website, saying that it 
could not even post links to sites that allow 
computers running the Linux operating sys- 
tem to play copy-protected pvps. 

The case shows what is perhaps the 
worst side-effect of the entertainment in- 
dustry’s strategy: restrictions on free speech. 
Web links to the offending software and the 
program itself are arguably a form of speech 
protected by the First Amendment. The Digi- 
tal Millennium Copyright Act could also in- 
hibit innovation, argue its critics. It is, for in- 
stance, common for cryptographers to crack 
protection technologies in order to improve 
them. Some critics go even further. To them, 
it is philosophically wrong to set restraints 
on technology that eliminates scarcity, sim- 
ply so as to benefit those who profit from 
that scarcity. But try telling that to the suits at 
Sony or Warner, man. 











TANZANIA 
PUBLIC SERVICE REFORM PROJECT 


CONSULTANCY SERVICES - 1-DA CR.3300 TA 


This invitation for Expressions of Interest follows the General Procurement Notice (GPN) for 
this project that appeared in the Development Business No.551 of 31 January 2001. 


. The Government of the United Republic of Tanzania has received a Credit from Intemational 
Development Association (IDA) toward the cost of the Public Service Reform Project (PSRP} 
and intends to apply a portion of this Credit to payment under contract for the services of 
consulting firms. 


. The Civil Service Department on behalf of the Government of United Republic of Tanzania 
now invites eligible consulting firms to indicate their interests in providing services to assist 
twenty five Ministries to introduce Performance Management Systems (PMS) in the following 
areas: 

* Service Delivery Surveys 

* Strategic Plans 

* Annual Operational Plans 

» Action Plans 

+ Self Assessments 

+ Client Service Charters 

» Individual Performance Agreements and Appraisals. 
Eleven ministries are at different stages of installing PMS. 


. Interested consulting firms should provide Information indicating they are qualified to perform 
the services by demonstrating their experience in public service reforms, experience in similar 
conditions and regions, availability of appropriate skills amongst staff, etc. 

Foreign Consultants/irms are encouraged to associate with local Consultants and to create 
consortia that can demonstrate capacity to cover all of the technical stages of PMS and 
understanding of the needs of the ministries concerned, 


. Consultants will be selected in accordance with the procedures set out in the World Bank 
Guidelines; Selection and Employment of Consultants by World Bank Borrower, January 
1997 (Revised September 1997, and January 1999). 


. Interested Consultants may obtain further information at the address below from 6.00 to 
16.00 hrs (EAT) Mondays’ through Fridays. Expressions of interest clearly marked “PMS 
Consultancy", must be delivered to the address below by 30th, April, 2001, 


The Permanent Secretary, 
President's Office, 

Civil Service Department, 
Kivukoni Front, 

PO Box 2483, 

Dar es Salaam, 

Tanzania. 

Tel, Gen. 022 211853114 

Fax. 022 2131365/234759/234615 
Email: ps_csd@intafrica.com 


Att: Mrs R.H. Mollel 








JINISTRACION NACIONAL DE LA SEGURIDAD SOCIAL 
(ANSES) 
ARGAT/ROL 
IBRD/WORLD BANK LOAN BIRF-4131-AR 
INVITATION TO BID 
OPS-ITB/2001-2348 





The Government of Argentina, represented by ANSES, the National Social Security 
Administration (Administración Nacional de la Seguridad Social) has engaged the services of the 
United Nations Office for Project Services (UNOPS) under Management Service Agreement 
ARGAT/ROL, signed between UNDP and the Government of Argentina, to carry out an 
international public bidding exercise to procure a solution involving those information system's 
tools and processes necessary for the administration of resources within ANSES's Social Security 
Secretariat customer support unit. This activity is being financed by the International Bank for 
Reconstruction and Development (IBRD/World Bank) under Loan BIRF-4131-AR. 


The United Nations Office for Project Services (UNOPS) on behalf of the Government of 
Argentina, hereby invites interested eligible firms from IBRD/World Bank member countries to 
submit proposals for the provision of the following information systems related solutions: 


* Help Desk 

* Inventory Management System (Software, Hardware) 
* Remote Control 

+ Software Distribution 


Interested eligible firms may obtain further information and inspect bidding documents at the 
addresses below. A complete set of bidding documents, available in Spanish only, may be purchased 
by any interested elegible bidder upon the submission of a written application to either one of the 
addresses listed below and upon payment of a bank-certified non-refundable fee payable to the 
United Nations Development Programme in the amount of US$ 30 or its equivalent in local currency. 


Bidding documents will be available for sale to prospective bidders beginning on 9 April 2001. 
‘The closing date for submission of the bids and corresponding public bid opening will be on 24 
May 2001 at 16.00 hours Buenos Aires at UNOPS Buenos Aires Office in Argentina, Proposals 
are to be submitted to UNOPS Buenos Aires Office in Argentina only. 


UNITED NATIONS OFFICE FOR OFICINA DE SERVICIOS PARA 
PROJECT SERVICES (UNOPS) PROYECTOS DE NACIONES UNIDAS 
LAC Division UNOPS) 
405 Lexington Avenue, Room 5048 Esmeralda 130, Piso 13 
New York, NY 10174 1035 Capital Federal 
Atención: Antonio Ponce Buenos Aires, Argentina 
Tel: 212.457.1812 Atención: Antonio Ponce 
Fax: 212.457.4047 Tel: $4.14.320,8790 
Fax: 54. 14.320.8792 


For more information regarding the United Nations Office for Project Services 
please contact our WebSite: www.unops.org 


BANGKOK, THAILAND. 
LOCATION, VALUE, COMFORT. 
HIGH DEMAND, LIMITED SUPPLY. 





A M A R l 2 Soi 5, Sukhumvit Road, Bangkok 10110 Tel: (02) 255-2930, 255-2940 Fax: (02) 255-2950 


BOULEVARD HOTEL 


For reservations, email: reservations@boulevard.amari.com Visit our web site: http://www.amari.com 
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Hemmed in at home 





Rod Eddington is turning round British Airways with remarkably little fuss. 
But its growth is hampered by overcrowded Heathrow airport 


TRIKES and strife are in the air on both sides 

of the Atlantic. Cabin attendants at United 
Airlines, mechanics at Northwest and sundry 
staff at American Airlines and Delta are all in 
dispute with their employers. Americans are 
braced for their third horrendous summer of 
air travel in a row. In Europe, Lufthansa pilots 
are soon to vote on whether to strike, while 
Swissair, which owns 49.5% of troubled Sa- 
bena, is nursing huge losses. 

Notably absent from this list of ailing air- 
lines isa carrier that last year was in more trou- 
ble than any other: British Airways. In the year 
to March 2000, BA made its first loss since pri- 
vatisation. Its chief executive, Bob Ayling, was 
asked to resign, the day after he had opened 
BA’s London Eye ferris wheel, which has since 
become a hugely successful global landmark. 

Today Ba seems to be on its way back up. It has returned to pro- 
fit, its snazzy business cabins are full as tired travellers rush for its 
flat-bed seats, and it has yet to notice any decline in its traffic from 
America, its biggest market outside Britain. The airline has even 
managed tocut over 1,000 jobs at Gatwick airport, asit tries tostem 
losses in its European business, withouta hint of industrial unrest. 
Little more than a year ago, such a cutback would have brought 
disgruntled employees out on strike. 

One reason why it has not this time is sa’s new chief executive, 
Rod Eddington, an Australian who taught nuclear physics at Ox- 
ford University before spending 20 years in the airline business, 
first running Cathay Pacific, then turning round loss-making An- 
sett in his home country. In May 2000, he succeeded Mr Ayling, a 
smooth ex-lawyer with impeccable connections to Britain’s La- 
bour government but an uncanny ability to rub his staff up the 
wrong way. (Discussions with Mr Ayling would either be ex- 
tremely brief or full of long pauses as he searched for all-encom- 
passing theories.) Under Mr Ayling, morale slumped, customers 
grew fed up with grumpy staff and business suffered. Many of the 
necessary changes he sought were made far harder to implement 
by the climate of suspicion he helped to create. 

Mr Eddington could not be more different. He is direct, and 
takes a pragmatic view of the job. He likes to get on with those 
around him: when he worked in East Asia, he took the trouble to 
learn Japanese and some Cantonese. His no-nonsense approach 
has won the confidence of his staff. Further, Mr Eddington has had 
the sense to keep the best of Mr Ayling’s 
legacy, to junk his mistakes and to tackle 
remaining obstacles head on. Thus he has 
continued the shrinking of capacity 
started two years ago, leaving BA to con- 
centrate on premium customers flying 
“point to point” rather than filling jumbo 
jets with low-fare transfer passengers. 
Unlike his predecessor, though, he takes 
care not to dismiss budget travellers out of 
hand. “Today's backpackers are tomor- 
row’s investment bankers,” he says. 

Although he is sticking largely to Mr 
Ayling’s strategy, his approach is more 
flexible. Ba’s low-fare offshoot, Go, 











founded by Mr Ayling to compete with low- 
cost carriers such as EasyJet and Ryanair, is ex- 
pected be sold in the next few days to 3i, a priv- 
ate-equity group. Mr Eddington has scrapped 
plans to make Gatwick a second hub airport, 
instead turning it into a short-haul airport 
serving passengers in southern England. Many 
of Gatwick’s long-haul routes have been 
moved back to Heathrow. Meanwhile, loss- 
making European routes have been pruned. 


Growing pains 

Cutting out unprofitable routes will not, how- 
ever, be enough to restore Ba’s fortunes. Its base 
at Heathrow is bursting at the seams, with 64m 
passengers every year using an airport de- 
signed for 55m. Even if a controversial fifth ter- 
minal wins approval, it would take seven years 
to increase capacity to 80m passengers. Meanwhile, both Paris 
Charles de Gaulle and Frankfurt threaten to overtake Heathrow in 
passenger numbers. Air France, Lufthansa and KLM now bypass 
Heathrow by running feeder services from the English regions that 
connect with long-haul flights at their continental hubs. 

BA’s biggest rival is the Star alliance, built around Lufthansa 
and United. Star has 25% of the slots at Heathrow, now that Bm1 
(formerly British Midland) has joined the grouping. One way to 
deal with this growing competition, sa had hoped, was to merge 
with xım, but that deal fell foul of aeropolitics: the Dutch carrier 
needed tostay under national control to preserve its rights to inter- 
national routes. 

Another way round the limits to growth would be to bind Ba 
ever closer into its own alliance with American Airlines, Cathay 
Pacific, Qantas and others, called oneworld. The biggest step 
would be the virtual merger of transatlantic operations with 
American. But to get that past regulators, Ba would have to give up 
hundreds of slots at Heathrow, which Mr Eddington is reluctant to 
do. He says he is exploring ways of working more closely with 
American, short of a merger, and is trying once more to persuade 
regulators. But he does not sound very hopeful. 

BA executives admit that the airline has a “growth issue”, 
which no amount of pampering premium travellers will address. 
The horrible truth facing Ba is that, like Marks & Spencer, another 
British corporate icon, its glory days may be over. The only differ- 
ence, say critics, is that, whereas the retailer’s wounds were self-in- 
flicted, Ba’s are mostly down to external 
factors. The airline’s emergence as the 
world’s most profitable airline in the 
mid-i990s, a decade after privatisation, 
may simply have been a phase in the in- 
dustry’s development. 

Even restored to health, sa will be 
lucky to have made £200m ($295m) before 
tax in the year just ended (well below the 
£640m it made at its peak). If Europe’s na- 
tional ownership rules could be scrapped, 
it could acquire, say, KLM and form an air- 
line giant. But for the foreseeable future, 
Mr Eddington’s aircraft—and his ambi- 
tions—will be delayed at Heathrow. 












GLOBAL WARMING 


Oh no, Kyoto 


WASHINGTON, DC 


George Bush has thrown the decade-long effort to finalise the UN treaty on 
climate change into chaos. Can the treaty survive—and should it? 


HE Kyoto Protocol, which binds indus- 

trialised countries to cut their emissions 
of greenhouse gases, was signed with much 
fanfare in 1997. For the United States, the deal 
was done by Vice-President Al Gore, who 
could fairly claim to have been one of the 
first public figures to focus attention on the 
dangers of global warming. Now, three years 
on, nearly a decade after the first UN treaty 
on global warming was signed, the protocol 
seems to have been dealt a le- 
thal blow—and it was wielded 
by the man who defeated Mr 
Gore for the American presi- 
dency, George Bush. 

In truth, the protocol was 
already in deep trouble even 
before Mr Bush took office. The 
most recent round of negotia- 
tions over the implementation 
of Kyoto, held in The Hague last 
November, ended in disarray. 
The £u had refused to accept 
the American arguments that 
the Kyoto targets should be met 
through the use of more flexi- 
ble mechanisms, notably the 
free trading of emission rights 
(including trading between 
countries) and the claiming of 
credit for forest and agricul- 
tural “sinks” that absorb car- 
bon dioxide, the principal 
greenhouse gas. Some Euro- 
pean ministers made it clear that they 
wanted Americans to feel some economic 
pain more than they wanted a workable 
agreement. Unsurprisingly, the Americans 
made it equally clear that they could not 
possibly implement Kyoto as it stood, for the 
cuts it required would be far too swingeing. 

Mr Bush has now dropped two big 
bombshells, which may conceivably kill 
Kyoto altogether. Last month, to the embar- 
rassment of Christie Whitman, head of the 
Environmental Protection Agency, and 
other top officials, he abruptly announced a 
u-turn on a crucial aspect of his domestic 
policy on climate change:a campaign pledge 
to regulate CO, through domestic environ- 
mental laws. And last week, he made it clear 


Get used to it 


that his long-stated opposition to the Kyoto 
targets was not open to post-election per- 
suasion. Some of his aides have flatly de- 
clared that the Kyoto agreement is dead. 

Mr Bush’s actions sparked a ferocious 
storm of criticism from every comer of the 
world, from Europe to Japan, and from Can- 
ada to China. Much of this was mere postur- 
ing, with environment ministers claiming to 
be shocked, shocked by astate of affairs they 





already understood. In addition, admittedly, 
there was a layer of genuine surprise at the 
administration’s clumsy handling of it all. 
One American energy boss, a veteran ob- 
server of climate-change diplomacy, said he 
was amazed by “the manner and tone of 
how all this has been handled: it was inex- 
perienced and immature.” 

The Europeans were only too happy to 
take the moral high ground. Yet, as their 
blindly rigid approach in The Hague 
showed, their position was hardly more ten- 
able than that of the Americans. Quite fortu- 
itously, two EU member countries are rea- 
sonably close to their Kyoto targets—Britain, 
thanks to its dash to gas in electricity genera- 
tion, and Germany, thanks to the closure of 


much of East Germany's polluting indus- 
tries. But the rest of the £u is hardly more 
likely to meet the Kyoto targets than is Amer- 
ica. Mr Bush’s apparent torpedoing of the 
deal could well have let hypocritical Europe- 
ans off the hook. 

The dialogue between the eu and the 
Americans remains highly strained. After a 
curt reception of a delegation led by Marga- 
ret Wallstrom, the European environment 
commissioner, this week, Ms Whitman is- 
sued a curious statement that captures the 
Kafkaesque quality of current American 
thinking. She starts on a seemingly cheerful 
note: “I continue to be as optimistic as the 
president.” She then goes on to reiterate Mr 
Bush’s hard line: “the Kyoto Protocol is un- 
fair to the United States and to other indus- 
trialised nations because it exempts 80% of 
the world from compliance. That is why the 
United States Senate voted 95-0, to warn 
against sending the Senate a 
treaty that could damage the 
economy.” But she concludes 
by offering some hope: “Global 
climate change is a serious is- 
sue that this administration is 
committed to addressing by 
working closely with our 
friends and allies.” 


Clear asmud 


This statement has left every- 
body concerned with climate 
change scratching their heads 
and wondering whether the 
Kyoto treaty is really dead or 
not. There is a still more pro- 
found issue at stake, argues 
Maurice Strong, an environ- 
mentalist who was in charge of 
the earth summit in Rio de Ja- 
neiro in 1992. It was at that 
gathering that the then Ameri- 
can president, Mr Bush’s fa- 
ther, signed the Framework Convention on 
Climate Change, the landmark treaty that 
launched the process that led to Kyoto. 

Mr Strong argues that the younger Mr 
Bush’s attack on Kyoto could mean one of 
two things. Perhaps the president rejects the 
entire Rio process of international engage- 
ment on climate change. Alternatively, Mr 
Bush may object chiefly to the details of the 
Kyoto blueprint—the specific bundle of 
emissions targets and timetables agreed in 
1997 in that Japanese city. If what Mr Bush 
opposes is the first, Mr Strong thinks that this 
“will be not just a setback, but an immense 
tragedy.” But if Mr Bush means the second, 
and if he comes up with some innovative 
counter-proposals, then the president might 
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have provided a much-needed shock that 
revives the troubled treaty. 

Working out what Mr Bush really means, 
and whether he will be the scourge or the 
saviour of the global environment, depends 
greatly on understanding the reasons for his 
opposition to Kyoto. This would be an easier 
task if Mr Bush had announced his policy in, 
say, a thoughtful speech on the matter. He 
has not, and his aides say that he will not do 
so until a cabinet-level panel completes an 
exhaustive review of the options. 

However, the administration has al- 
ready cited several arguments for opposing 
proposed action on climate change. It cites 
uncertainties about the science, the lack of 
participation of poor countries, the econ- 
omic burden imposed on the United States 
and the political impossibility of getting the 
Kyoto treaty ratified in the Senate. All four of 
these warranta closer look. 

The alleged uncertainties of climate sci- 
ence are not a justification for Mr Bush’s ac- 
tions. It is notable that even such heavy- 
weight companies as Ford, sp and Royal 
Dutch/Shell, all of which opposed Kyoto, 
have since shifted their positions towards 
supporting its general aims, if not its specific 
targets. This is because they recognise that 
the overwhelming consensus among the cli- 
mate scientists is that global warming is real, 
that its effects will eventually be damaging 
or even catastrophic, and that the evidence 
of man’s role in it is strong enough to warrant 
some action now. 

The chief authority on this matter is the 
un’s Inter-governmental Panel on Climate 
Change, which includes most of the world’s 
leading climate scientists. In the group’s lat- 
est and most alarming assessment, it said 
that the earth could warm up by between 
14°C and 5.8°C over the next century. Sceptics 
have tried to rubbish this prediction, point- 
ing out that the rcc gives no indication of 
relative probabilities for that range. Now, a 
team of (comparatively sceptical) experts at 
the Massachusetts Institute of Technology 
led by Henry Jacoby has completed that 
elaborate number-crunching exercise (see 
chart 1). By their reckoning, the median rise 
in temperature that the world can expect, if 


TA 


noactionis taken, is a troubling 2.5°C. 

The second argument put forth by Mr 
Bush's team is that developing countries 
such as India and China are not required to 
cut emissions, and so get a free ride while 
America suffers economic hardship. Under 
the Kyoto pact, only industrialised countries 
are required to cut their emissions of green- 
house gases during the first “commitment 
period”, to an average of about 5% below 
their 1990 levels by the end of this decade. 

But does this mean that poor countries 
are getting off scot-free? It is true that China 
and India are already big emitters of green- 
house gases, and in a few decades may even 
be the world’s biggest. Today, however, their 
contribution pales besides America’s (see 
chart 2). It was the rich world that created to- 
day’s problem by emitting greenhouse gases 
while industrialising over the past century; it 
is only fair, goes the argument, that rich 
countries act first to curb emissions. The 
Kyoto process envisages that poor countries 
will take on targets at a later stage. 

That Mr Bush is challenging Kyoto on 
this point troubles many, because it suggests 





mented in a more flexible way, to allow mar- 
ket forces more play and encourage innova- 
tion and investment in clean technologies, 
the cost can be substantially reduced. Such 
provisions are envisaged in the language of 
the Kyoto pact, and were the starting-point 
for the Clinton team negotiating in The 
Hague. But they fell foul of the Europeans’ 
suspicions of the market. The eu delegation 
insisted on a variety of measures, such as re- 
strictions on emissions trading, that would 
have made the deal more rigid and more 
costly than it had been to begin with. 

As for the fourth point, about congres- 
sional politics, there is no doubt that the Sen- 
ate was never going to ratify Kyoto as it stood. 
But it did ratify Rio, and Mr Bush may now 
be underestimating the degree of public 
concern about global warming. 


Fixing Kyoto 

The game has moved on, however, and if 
there is now to be any chance of rescuing and 
improving Kyoto, some big changes must be 
made to its provisions. Chief among these 
are targets and timetables, which are key de- 





that he may have deeper 
philosophical problems 
with the Rio approach to 
climate change. His revela- 


terminants of the treaty’s 
economic cost. That is be- 
cause one of the chief at- 
tractions of Kyoto to the 








tion that the poor are get- 
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dealing with climate 
change seriously. 
The trouble is that 





haps along the lines of a 
firmer commitment by developing coun- 
tries that they will indeed sign up to Kyoto 
targets at a later stage. 

A third objection from the new adminis- 
tration concerns cost. Some of this, too, is 
posturing.Claims by Mr Bush that America’s 
“energy crisis” prevents it from taking action 


front-loading deep cuts 
makes them much more expensive to imple- 
ment. And that problem has only become 
worse as the American economy has 
churned out emissions over the past decade 
of growth. As a result, America’s emissions 
are already well above their baseline of 1990, 
and higher by an even greater margin than 





to curb emissions are bogus. There is 
no energy crisis in America, just a 
botched deregulation of electricity in 
California. Even so, the question of 
cost is paramount—and on this the 
Americans are more in the right than 
the Europeans. 

The costs of the Kyoto Protocol, as 














with everything else involving cli- 
mate change, are not known with any 
precision. Economic analyses range 
from zero or even net gain to stagger- 
ingly high. The rcc reckons that a 
modestly flexible treaty would re- 
duce global cpp by between 0.1% and 
11% in 2010. But most economists 

















agree that, if the treaty is imple- 





the target set for the end of the decade (see 
chart 3 on previous page). Many European 
countries also have a tough road ahead— 
which some have no real intention of travel- 
ling—but for most the required cuts are not 
as savage as America’s. 

Though few politicians on either side of 
the Atlantic pay attention, economists argue 
that there is a better way to reduce the econ- 
omic burden of Kyoto: to introduce a “safety 
valve”. David Victor of the Council on For- 
eign Relations, a think-tank in New York, 
worries that governments will learn the 
wrong lessons from the Kyoto saga: that the 
demise of the treaty is due merely to the am- 
bition of its targets and lack of will in the Un- 
ited States. In a timely new book, “The Col- 
lapse of the Kyoto Protocol” (Princeton 
University Press, $19.99), he argues 
that, while those factors are undenia- 
ble, the real cause of the treaty’s col- 
lapse is the architecture of a pure “cap 
and trade” system, which allows am- 
bitious targets but puts no limits on 
compliance costs. 

A number of like-minded boffins 
agree that, since global warming is 
caused by the growing stock of green- 
house gases in the atmosphere (rather 
than any one year’s level of emis- 
sions), strict caps in the short term 
make little sense. The cost of meetinga 
specific emission target can be as- 
tronomical if, say, firms do not have 
enough time to adjust or if they have 
long-lived capital assets. Mr Victor ar- 
gues that Kyoto must be amended 
with some safety valves (such as extra 
credits that a country could issue if 
costs of compliance skyrocket in a 
given year), to ensure the economic 
burden is supportable. 


Theend game 


Will the shock that Mr Bush has given 
to the Kyoto deal result in the adop- 
tion of any such sensible proposals? 
Since even Mr Bush's administration 
does not seem to know its own posi- 
tion on global warming, it is hard to say. The 
next few months will bring several opportu- 
nities for America and Europe to clash on 
this matter. Talks among several dozen envi- 
ronmental ministers are due later in April in 
New York. For that meeting, Jan Pronk (the 
Dutch environment minister who chaired 
the failed talks in The Hague last November) 
is preparing a robust new proposal that he 
hopes will bridge the ever-wider gulf be- 
tween the eu and America. The Bush admin- 
istration has also said America will still par- 
ticipate in the next round of the Kyoto 
process, due to be held in Bonn in mid-July. 
However, it is not clear that the taskforce 
now developing a new climate change pol- 
icy will be finished by July—or what poor 
Ms Whitman will say in Bonn. 

Given all this, several outcomes are pos- 


sible. First, it is plausible that the entire Kyoto 
process may fall apart completely. This 
could happen suddenly at the Bonn gather- 
ing, or in painfully slow fashion thereafter. If 
the Europeans maintain their hostility to 
market approaches and continue their hyp- 
ocritical attacks on Mr Bush, they could well 
push the talks off the rails. 

Even more deadly, though, would be the 
revelation that Mr Bush’s opposition to 
Kyoto extends beyond targets and timeta- 
bles to the entire Rio process. However, such 
a derailment seems unlikely, as public sup- 
port for action on global warmingis strong in 
both Europe and—say some recent opinion 
polls—even in America. There are signs that 
Mr Bush’s stridency on the Kyoto pact and 
his desire to open Alaska to oil exploration 
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may be provoking a broader green backlash 
that could rally support in Congress for ac- 
tion on global warming. 

Another possibility is that Europe forges 
ahead with the Kyoto treaty while America 
dawdles. Comments from Mr Bush’s na- 
tional security adviser and others suggest the 
White House believes that Kyoto will die 
without the United States. Notso fast, say va- 
rious outraged European officials. Sweden's 
environment minister, Kjell Larsson, insists 
that “the Kyoto Protocol will not fail just be- 
cause the United States doesn’t join.” 

Technically, he is right: the treaty can 
come into force if 55 of the signatories ratify 
it, including a big share of the polluters. In 
practice, that means the EU must persuade 
Russia and Japan to sign. Realistically, how- 
ever, he might be talking nonsense. After all, 


GLOBAL WARMING 


any treaty that purports to address global 
warming without the support of the country 
with the biggest emissions, which also hap- 
pens to be the world’s biggest polluter, is 
surely a farce. 

Not necessarily, argues Michael Grubb 
of Britain's Imperial College. He reckons that 
the only salvation for the process will come 
from bold, but measured, steps taken by the 
eu. He argues that Russia will ratify the treaty 
since it has much to gain from the sale of its 
plentiful stock of unused emissions. Japan is 
trickier, since it is even less likely to meet its 
targets than Europe; that is why the Japanese 
are as keenon market mechanisms and trad- 
ing as was the previous American adminis- 
tration. In the end, though, Mr Grubb argues 
that Japan will not allow its refusal to ratify 
to provide the nail in the coffin for a 
treaty bearing the name Kyoto. By the 
time the next earth summit takes 
place, in September 2002, in Johan- 
nesburg, he reckons it may be in force, 
even without America. 

The key, he argues, is for Europe to 
do this not with bitterness, and cer- 
tainly not in the rigid, moralistic and 
ultimately costly tone that it adopted 
in The Hague. Rather, he argues for 
Europe to pursue as flexible an inter- 
pretation as possible, so that Kyoto 
becomes potentially attractive to the 
United States. By forging ahead, he 
notes that Europe would also show 
that it is not merely posturing over 
Kyoto. This may help persuade poor 
countries to commit voluntarily to 
targets in future, which in turn may 
lure America back to the table. 

The last option, of course, is that 
Mr Bush surprises everybody and 
comes up with a credible set of pro- 
posals that revives the Kyoto negotia- 
tions, either by the Bonn meeting, or 
more likely some time thereafter. To 
do that, however, he will probably 
need to come up with some serious 
domestic initiatives on climate 
change, so as to claw back some of the 
credibility and goodwill he has lost on this 
issue in recent weeks. 

Such an outcome seems less fanciful 
when one considers that it is not only green 
groups, or even the ordinary punter, that 
wants action on climate change. Many of 
America’s biggest businesses, ranging from 
DuPont to United Technologies, and even to 
coal-fired utilities like Aer, support action 
on climate change and want regulatory cer- 
tainty on the question of carbon. Those are 
the sorts of voices that Mr Bush should heed. 
One of Mr Bush's top lieutenants this week 
even insisted that his boss would be a world 
leader on this issue. The ultimate irony of the 
past two weeks’ coruscating attacks on the 
American president is that he could yet turn 
out to be Kyoto’s saviour after all. 
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FINANCE AND ECONOMICS 


Let the revolution begin 


FRANKFURT 


Allianz’s proposed takeover of Dresdner Bank will have big ramifications. 
Our first story looks at how it fits into the restructuring of Germany’s finance 
industry; the second assesses other experiments in bancassurance 


AST weekend, Allianz, a giant insurer, 
made a friendly bid for Germany ’s third- 
biggest bank, Dresdner, of which it already 
owns more than 20%. The merger, assuming 
it goes ahead, will do more than create Ger- 
many’s largest listed company. For Allianz is 
taking a big stride into Allfinanz, the concept 
of supplying insurance, banking and asset 
management under one roof. The deal will 
also disentangle some of the mesh of cross- 
shareholdings in German finance. 

For some time, Allianz has believed that 
it is not enough to be an insurer selling 
mainly through agents, even with 17m cli- 
ents in Germany alone. In the past couple of 
years, the Munich-based company has set 
up an asset-management division and 
bought two American asset-management 
firms. Moreover, its policies have long been 
sold in the branches of various banks. But 
Henning Schulte-Noelle, Allianz’s boss, said 
this week that his company was “under- 
represented” in the German asset-manage- 
ment market, and that it had too little capac- 
ity for selling through banks. By buying 
Dresdner, Allianz will acquire two channels 
for its products: a retail bank and prt, a 
Dresdner subsidiary that is Germany's 
fourth-biggest fund manager. 

A prime reason for Mr Schulte-Noelle’s 
belief in Allfinanz is that Germans are now 
less inclined to stick to savings accounts and 
life insurance, and are keener to buy shares, 
especially through mutual funds. This is ex- 
pected to continue, not least because the 
government wants to persuade Germans to 
save more for their own pensions, and to rely 
lesson the state. 

A swap of shareholdings between Al- 
lianz and Munich Re, the world’s biggest re- 
insurance firm and Germany’s second-big- 
gest primary insurer, is also part of the deal, 

` and it will reinforce the shift to Allfinanz. 
Munich Re will acquire Allianz’s stake in Hy- 
poVereinsbank, the country’s second-big- 
gest bank, and hand its holding in Dresdner 
to Allianz. 

When the music stops, Munich Re ex- 
pects to own about one-quarter of HypoVe- 
reinsbank, a big mortgage lender (see story 


on the next page), compared with its current 
5%, creating, in effect, another Allfinanz 
grouping. Allianz will also become the sole 
owner of Allianz Lebensversicherung, a life- 
insurance company of which it currently 
owns just over half. 


Small change 

In some respects, however, the merger will 
change little. Its impact on Dresdner, for a 
start, is minimal. The bank will still have the 
same boss, Bernd Fahrholz, who will run it 
from Frankfurt, not Munich. Mr Fahrholz 
will continue with his plan—set out after the 
acrimonious break-up of his bank’s attempt 
to merge with Deutsche Bank last spring—of 
reducing the bank’s branch network from 
1,150 to 850 by 2002. Dresdner’s investment- 
banking arm, Dresdner Kleinwort Wasser- 
stein (prKw), will be kept, although a flota- 
tion is likely in a few years. It is wise to keep 
Drkw sweet: it was a quarrel over the future 
of Dresdner’s investment bankers that 
brought down the Deutsche-Dresdner deal. 


More important, perhaps, the deal will 
do little to hasten the long-awaited consoli- 
dation of Germany’s retail financial-services 
industry. Granted, it puts pressure on 
Dresdner’s rivals. Like Mr Schulte-Noelle, 
Deutsche’s boss, Rolf Breuer, is a believer in 
Allfinanz. However, he is still looking for a 
partnership with a big insurer, perhaps 
France’s axa. The smaller Commerzbank al- 
ready has a link with Generali, an Italian in- 
surance company. Its small size, though, 
makes it a favourite for takeover. 

The revolution, then, is yet to come. And 
with any pairing of Deutsche, Commerz- 
bank or HypoVereinsbank hard to envisage, 
the likeliest source of change lies in the pub- 
lic and co-operative sectors. To non-Ger- 
mans, the strength of these institutions often 
comes as a surprise. Over 50% of Germans’ 
savings accounts are in the hands of the 563 
Sparkassen, or savings banks, which are 
usually owned by municipalities. A further 
30% are in about 1,800 co-operative banks. 
Germany’s second-biggest fund manager 
by assets, DekaBank, is owned by the Spar- 
kassen, and the third-biggest, Union Invest- 
ment, by the co-operatives. In both 1999 and 
2000, they each took in more money than the 
leader, Deutsche Bank’s pws. 

The private banks often grumble that the 
Sparkassen have an unfair advantage. Be- 
cause the public-sector banks are owned 
(and guaranteed) by municipalities, they 
can lend more cheaply than their private ri- 
vals. The same is true, mainly in corporate 
banking, of the 12 Landesbanken, which are 
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owned by the Land (or state) governments 
and the regional savings-banks associations. 

But change is now afoot. The European 
Commission has been fighting with the Ger- 
man federal and state governments over the 
guarantees enjoyed by the Landesbanken 
and the leading Sparkassen. The smaller 
savings banks are not in the firing line, be- 
cause they have no cross-border business. 
But big changes at the Landesbanken, which 
act as clearers for them, would be sure to 
have a knock-on effect. In any event, the 
number of small savings banks and co-op- 
erativesis steadily being reduced by mergers. 

Only a few months ago, they were set 
against any concession to the Commission. 
But now they are shifting their ground. West- 
deutsche Landesbank, the largest Landes- 
bank and Germany’s fourth-biggest bank, 
has offered to split itself into “commercial” 
(but not privatised) and public-sector parts. 
The second-biggest state bank, Bayerische 
Landesbank, said last month that it might be 


restructured without guarantees. 

Quite what the outcome of all this will 
be, no one can tell. But the upheaval in the 
public sector is likely to be as big and as im- 
portant as anything going on among the 
private banks. Without state guarantees, the 
public-sector banks would look weaker, 
making some, ina rational world,candidates 
for takeover. Some of them might join forces: 
just conceivably, parts might eventually be 
taken over by private rivals. 

Yet even then, the shake-up in German 
finance would not be complete, because it 
remains essentially domestic. Allianz is said 
to be mulling forays into America and Japan. 
But the key arena is Europe. In nine months’ 
time, euro notes and coins will cement the 
single-currency area. But, partly thanks to 
residual protectionism, Europe’s banking 
and insurance industries have yet to exploit 
borderless finance. Only when that happens 
will the revolution have truly begun. 





Bancassurance 


Life branches? 


HE selling of insurance by banks, and 

vice versa, is a simple enough concept in 
theory. In practice, though, as Allianz and 
Dresdner may discover, it is often far from 
straightforward. In the case of Citibank, for 
instance, hopes were high following its 1998 
merger with Travelers Group that the latter's 
insurance products would be sold to the 
bank’s customers. In reality, however, there 
has been only limited integration of the 
organisation’s insurance and banking oper- 
ations since the merger. 

Lots of banks are keen to sell insurance in 
their branches, mainly because they need to 
flog as many products as possible to their 
customers in order to cover the high fixed 
costs of maintaining their outlets. Insurance 
companies, on the other hand, usually lack 





NEW YORK 


NDREAS Veith walks around HypoVe- 
reinsbank’s offices in a midtown 
Manhattan skyscraper, pointing out build- 
ings that the Munich-based institution has 
recently provided funds for: the Rockefel- 
ler Center, the new Trump uN Tower, the 
Chrysler Building, the 18m Building, the 
new Bertelsmann Random House Tower 
near Lincoln Center, and so on, and so on. 
The full list encompasses a huge swathe of 
the biggest properties in New York that 
have changed hands, or been built, over 
the past decade. 

Out of view, but of no less importance, 
HypoVereinsbank has also become a huge 
lender in five other big markets: Boston, 
Washington, Chicago, Los Angeles and San 
Francisco. Although some of the 
bank’s deals are measured in just a 
few million dollars, its loans can be 
as large as $400m. It is even willing to 
do the hard work necessary for con- 
struction finance, which means 
having architects and engineers on 
the staff to monitor monthly build- 
ing updates. 

Last year, HypoVereinsbank fi- 
nanced more than $5 billion of 
transactions. It now has a portfolio 
in excess of $8 billion, a vast amount 
in an area that most American 
banks have assiduously avoided 
ever since the property bust of the 
late 1980s. The shift, says Mr Veith, is 
nota coincidence. “Because they are 
out, we are in.” 

How a German bank became 
one of the largest, if not the largest, 





| A hypo in New York 


force in the market was decided in the dar- 
kest days of the 1980s collapse, at what was 
then known as Hypobank (the merger 
with Bayerische Vereinsbank occurred in 
1997). The bank embarked on an aggressive 
strategy to expand outside its German 
heartland—a strategy that met disaster in 
eastern Germany but produced some great 
results elsewhere. 

During the American property boom 
in the 1980s, most of the financing was pro- 
vided by badly managed thrifts (ie, savings 
banks). They often gave money todevelop- 
ers who themselves had put down as little 
as 5% on the project and had no tenants 
lined up to move in. When the market 
turned down, the thrifts were quick to call 
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in their loans, triggering further distress. 
“They always get out at the wrong time,” 
says Mr Veith. 

HypoVereinsbank’s entry in the early 
1990s was well timed. Construction had 
come to a halt, thrifts were being liqui- 
dated, and stricter lending standards were 
being applied. Mr Veith says that the bank 
has never lost a dollar on American prop- 
erty lending, and consistently earned more 
than 25% on invested equity. 

Now, however, comes the real test. Mr 
Veith acknowledges that everybody is 
talking about the slowdown, but he says 
that the real deterioration has been felt 
only at the margin. Leases at more than 
$100 a square foot are no longer being 
signed, and less than top-notch property 
that was formerly occupied by technology 
start-ups is being hit hard. But good space, 
he says, remains hard to find. HypoVe- 
reinsbank’s lending was based on 
rates of $60-65 a square foot, which 
remains profitable. “Rents are down 
5% or 10%; so what?” he asks. Interest 
rates are down too, making out- 
standing loans more profitable. 

A sceptical New York broker 
says that there is at least a good 
chance that, in a severe downturn, 
HypoVereinsbank will be no differ- 
ent from Citibank a decade ago, 
which nearly went bust because of 
its property loans. Ironically, if there 
is reason to be more optimistic, it is 
because, this time around, there 
seem to be no Citibank equivalents 
providing the unwise competition 
that makes the boom-and-bust cy- 
cles in the property business so se- 
vere. Fear may turn out to be Mr 
Veith’s greatest ally. 
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the physical means to reach customers, so 
they seek access to bank branches as an extra 
distribution channel. 

The natural home of bancassurance, the 
combination of banking and insurance, is in 
countries such as France and Spain, where 
people are culturally accustomed to buying 
insurance from banks. In France, about 60% 
of life-insurance products are sold through 
bank branches, according to Pricewater- 
houseCoopers (pwc), and in Spain 80%. In 
the Netherlands and Belgium, fund manag- 
ers and analysts regard companies such as 
ING and Fortis as evidence that bancassu- 
rance can work elsewhere too. 

So far, though, it has failed to take firm 
root in any other country. In America, the 
1933 Glass-Steagall act long forbade banks 
and insurers from getting together. That law 
has now been repealed, but the new 
Gramm-Leach-Bliley act restricts the shar- 
ing of customer information between banks 
and insurers. Ironically, the act’s protection 
of privacy may make it harder for banks to 
succeed in insurance, since it makes cross- 
selling more difficult. 

In Britain, the record of selling insurance 
and banking together has been patchy at 
best. The banks’ share of the life-insurance 
market is relatively small—about 15%, ac- 
cording to pwc. Other distribution channels 
(such as independent advisers) continue to 
dominate the business. One explanation for 
the difference between Britain and the rest of 
Europe, says Keith Baird, an analyst with 
Prudential Bache, is that outside Britain peo- 
ple tend to place far greater trust in their 
banks. “They have a good reputation; they're 
not seen as rapacious rip-off artists, as they 
are in Britain.” 

Another difficulty is that insurance pro- 
ducts are more complex than most banking 
services and are not easily sold by low- 
skilled branch staff. In France, banks have 
solved this by marketing simpler products, 
making it easier to train staff to give advice 
about them. 

Those who believe in bancassurance of- 
ten disagree about how to putit into practice. 
From a bank’s point of view, does it need to 
own the company thatoffers the insurance it 
sells? And does an insurer need to buy a 
bank to get its distribution? Bank of Scot- 
land, which has relationships with several 
insurers, believes that,as consumers become 
more Intemet-savvy and price-conscious, 
they will want the best insurance products, 
not a manufactured in-house brand. Some 
insurance companies say that arm’s-length 
alliances between banks and insurers are 
better than full-blown mergers. Axa, for in- 
stance, a French insurance giant, has distri- 
bution agreements with five big banks in 
France. It says that banking and insurance 
are far too different to co-exist within the 
same company. There was a time when Al- 
lianz thought the same. 

s 
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Currencies 


The darling 
dollar 


NTERNATIONAL investors seem incapa- 

ble of ending their love affair with the dol- 
lar. America’s economy has slowed sharply 
this year, yet its currency has risen to a 15- 
year high in trade-weighted terms. This 
week the dollar hit a 30-month high against 
the yen, almost ¥127. Against the euro it 
touched $0.88—8% higher than in early Janu- 
ary and close to the level at which the Euro- 
pean Central Bank and the Federal Reserve 
jointly intervened to prop up the European 
currency last September. 

It is easy to understand why the yen is so 
weak. The Japanese economy remains frag- 
ile and the Bank of Japan has eased its mone- 
tary policy. The bank’s commitment to print 
more money until consumer prices stop fall- 
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ing will push the yen lower. But the dollar’s 
latest jump against the euro is a puzzle. After 
hitting a low of $0.82 last October, the euro 
had gained 16% by January. It has since lost 
two-thirds of that gain. This week it was 
trading at 25% below its value at its birth in 
January 1999. 

The old explanation for the euro’s weak- 
ness—that America is growing faster than 
the euro area—no longer stands up. Last Oc- 
tober, The Economist's poll of forecasters 
suggested that America’s Gpp would grow 
by 3.5% this year, the euro area’s by 3%. In our 
latest poll (see page 122), the average forecast 
for America has been slashed to 1.4%, while 
the euro area is still expected to grow by 2.4%. 
The premium on American Treasury bonds 
over German bonds has also fallen sharply. 
So why is the euro still looking sickly? 

There are plenty of theories. One is that 
the markets do not trust the ece: the euro- 
area economies are not immune to Amer- 
ica’s downturn, yet the central bank still 
seems more concerned with fighting infla- 
tion than with supporting growth. Another 
intriguing explanation is that criminals in 


Europe, notably Russian gangsters with suit- 
cases full of p-marks, do not want to have to 
walk into a bank to exchange them into 
euros next year, when p-marks and francs 
cease to be legal tender. So they are shifting 
into dollars now. Given the vast size of the 
foreign-exchange market, however, it is un- 
likely that criminal money, even Russian 
criminal money, is big enough to move ex- 
change rates. 

Amore plausible, if more pedestrian, ex- 
planation is that, in an uncertain global 
economic climate, the dollar has resumed its 
traditional role as a safe-haven currency. 
Most economists reckon that the euro is un- 
dervalued and expect a rebound over the 
next year. One of the most optimistic is 
Goldman Sachs, which is predicting a rate of 
$1.22 in 12 months. 

But an analysis by David Owen, an 
economist at Dresdner Kleinwort Wasser- 
stein, gives pause for thought. He has found 
that, over the past decade, movements in the 
real exchange rate of the euro (and before 
1999, of its constituent currencies) 
against the dollar have closely re- 
flected the difference between pro- 
ductivity growth in the euro area and 
in America (see chart). When pro- 
ductivity growth in America has been 
faster than in Europe—as it was in 
most of the late 1990s—the euro falls, 
and vice versa. 

This is exactly what economic 
theory would predict: countries with 
faster productivity growth in the 
traded-goods sector should see rising 
real exchange rates. Mr Owen uses 
30 monthly data for productivity growth 
in manufacturing, a good proxy for 
the traded-goods sector. Using an- 
nual productivity data for the whole 
economy (which are available over a longer 
period), the broad relationship between the 
exchange rate and relative productivity 
growth in America and Europe seems to 
have persisted for mostof the past 30 years. 

Mr Owen reckons that, in the short term, 
America’s downturn will reduce the pro- 
ductivity gap between America and the euro 
area—and so boost the euro. But in the long 
term, he expects productivity growth to re- 
main faster in America—in which case, a 
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Applications are invited for the 2001 Marjorie 
Deane internship. This award, financed by the 
Marjorie Deane Foundation, is designed to 
provide work experience for a would-be or ju- 
nior journalist under 28, who will spend three 
months of the summer at The Economist, 
writing about finance. Applicants should send 
a letter introducing themselves, with an origi- 
nal article of about 1,000 words intended for 
the Finance and Economics section. Applica- 
tions must reach us by April 17th, and should 
be posted to: The business affairs editor 
(Deane internship), The Economist, 25 St 
James's Street, London SW1A 1HG 
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sustained rise in the euro is unlikely over the 
next few years. Only if the downturn com- 
pletely kills the beliefin America’s new para- 
digm, and its productivity growth plum- 
mets, will the euro be able to rebound more 
permanently. 

The strength of the dollar this year does 
indeed seem to hinge on a belief among in- 
vestors that America’s slowdown will be 
brief, and that in the longer run America re- 
mains the best place in which to invest. But 
they may be underestimating the potential 
for productivity gains in Europe, as the single 
currency boosts competition and encour- 
ages firms to exploit economies of scale 
through mergers and acquisitions. The 
adoption of more flexible working practices 
in many countries should also help to im- 
prove productivity. 

Studies in America suggest that the bulk 
of its productivity gains from information 
technology come from the use of rr rather 
than from its production. So the euro area, 
































The R-—word 


Te R-word index, which we began 
tracking for the American economy 
early this year, has started flashing red. 
Using a computer database, we count for 
each quarter how many stories that ap- 
pear in the New York Times and the Wash- 
ington Post include the word “recession”. 
This “r-count” increased sharply in the 
first quarter of this year, to around 650 ar- 
ticles, three times its level in the middle of 
last year. 

Over the past two decades, the r- 
word index has been pretty good at spot- 
ting economic turning-points. It accu- 
rately pinpointed the start of recession in 
both 1981 and 1990, and although the rR- 
count today remains well below its peak 
during those two recessions, over the past 
20 years an increase on that scale has al- 
ways signalled the start of recession. In the 
third quarter of 1990, the R-count more 
than doubled to 750 (see chart). Initial Gor 
figures for that quarter showed that the 
American economy was still expanding, 


R is for rising 
Stories in American newspapers* 
that mention “recession” —— — 


2,500 











too, should start to enjoy productivity gains 
over the next decade, as it makes fuller use of 
ıt. If you believe that Europe really is starting 
to change, buy euros. If not, stick with the 
darling dollar. 





Pharmaceutical shares 


Pills popping up 


NEW YORK 


HE very biggest companies in America 

have always reflected the nature of the 
American economy itself. At the beginning 
of the 2oth century, it was railroad firms that 
had the largest stockmarket value. Then it 
was steel; then cars; and then energy. By the 
end of the 2oth century, technology had be- 
come the undisputed king, accounting last 
March for a staggering one-third of the sap 
500 index. Now, however, there is a whiff of 








but they were later revised to show there 
had been a small contraction. 

If the R-word were a lagging indicator, 
simply occurring more often when bad 
economic statistics are reported, it would 
be of little value. But it seems to be a coin- 
cident indicator, turning at roughly the 
same time as output. Its big advantage is 
that it is instantly available, unlike official 
statistics, which are always out of date. 
The latest Gop figures for America, for ex- 
ample, refer only to the fourth quarter of 
2000. The numbers for the first quarter of 
this year will not be published until the 
end of April. 

Some critics accuse the press of talking 
the economy into recession. More stories 
about recession, they claim, make busi- 
nessmen and consumers feel gloomy, and 
so they stop spending. That is a bit unfair: 
the r-word index is merely a coincident, 
not a leading indicator of recession. Writ- 
ing about recession does not by itself 
cause a downturn—but it may help to ex- 
acerbate it. So reading this article may be 
bad for your wealth. 













change in the air. Technology companies 
continue to dominate the index, but their 
share has fallen to 21%. Meanwhile, the share 
of health-care stocks has increased from 9% 
to 13%, and could still have some way to go. 

It is not inconceivable that a pharma- 
ceuticals company will soon become the 
most highly valued company in the world. 
Pfizer, which first shot up in value when it 
launched the anti-impotence drug Viagra in 
1998, became the world’s largest pharma- 
ceuticals firm after its merger last year with 
Warner-Lambert. It has now jumped past 
Cisco Systems, 16M, Lucent and Intel to be- 
come the fourth most highly valued com- 
pany, with a market capitalisation of $245 
billion. The three companies above it are not 
unassailable. Exxon Mobil, valued at $275 
billion, has far less control over the pricing of 
its products than Pfizer, whereas Microsoft, 
valued at $297 billion, has less reliable de- 
mand for its products. 

General Electric—currently the most 
highly valued company (at $415 billion)— 
would seem to be in a class of its own. But 
consider if Ge were to lose the special pre- 
mium awarded because of its soon-to-retire 
celebrity chief executive (Jack Welch). It 
might then be treated more like a normal 
conglomerate, and that could halve its valu- 
ation overnight. Impossible? Well, that is 
precisely what happened to Coca-Cola and 
several other companies after the departure 
ofa high-profile leader. 

A high market value for an industry re- 
flects a confidence in the ability of compa- 
nies in that industry to earn consistently 
large profits—ie, it reflects confidence in en- 
during demand for what those companies 
have to offer. Samuel Isaly, manager of the 
Eaton Vance Worldwide Health Sciences 
Fund, says that earnings of the biggest 50 
pharmaceutical companies will probably 
continue to grow at about 12% annually 
(with returns on equity approaching 20%). 
Large pharmaceutical companies are far less 
cyclical than most other sectors of the econ- 
omy. They depend on people getting sick, 
which (plagues aside) occurs with a consis- 
tency that is reassuring for investors, if dis- 
turbing for everybody else. 

New products continue to flow from the 
industry. In the mid-1980s, some 20 new 
drugs a year survived the Food & Drug Ad- 
ministration’s regulatory review process. 
That number has since more than doubled, 
and Mr Isaly believes that 40-50 new ap- 
provals per year are sustainable. Just as im- 
portant, the time required for approval has 
dropped from almost three years to one. 

New lucrative categories continue to` 
emerge. Lipitor, an anti-cholesterol drug sold 
by Pfizer that has been on the market since 
January 1997, already has annual sales ap- 
proaching $6 billion, making it about the 
same size as the largest anti-ulcer medica- 
tions, traditionally the biggest sellers. The 
most profitable drug in the world, Mr Isaly 
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believes, will be one that treats Alzheimer’s: 


and its launch may not be many years away. 
Having a bunch of drug behemoths on 
_ top of the market may not be good news for 
Wall Street’s investment bankers. The lead- 
ing companies in the steel, energy and (to a 
large extent) technology sectors were invari- 
ably short of capital. The enthusiasm with 
which their shares were touted helped to 
feed past market booms and busts. The big 
drug companies, on the other hand, are 
largely self-financing and in a position to 
pay out 40% of their profits in dividends. if 
their ascendancy holds, they could act as a 
powerful sedative on the markets. 


The World Bank 


Reform school 


HE World Bank thinks it has discovered 
agreat truth: if you give money toa recal- 
citrant junkie, he will waste it. To prove this 
astounding thesis, it has studied the effects 
of aid in ten African countries. It recently 
published the results in a 360-page docu- 
ment. The findings reveal that, when the 
government of a country is committed to 
economic reforms, development assistance 
produces economic growth. But when the 
. government is not so committed, aid has lit- 
tle or no positive influence. “Aid cannot buy 
reform,” concludes Shanta Devarajan, a co- 
author of the report. 

In the 1980s and 1990s, World Bank and 
Intemational Monetary Fund officials wrote 
economic policy for African governments 
and bribed them with aid into signing up to 
it. Billions of dollars were wasted. These 
days, conditionality is out as a tool to force 
governments to reform. In its place comes 
ownership. Governments have to write their 
own “Poverty Reduction Strategies”, as 
economic reform policy is called these days. 

Not surprisingly, the two countries that 
come out top in terms of economic perfor- 
mance, Ghana and Uganda, are those whose 
leaders became most committed to reform. 
The losers, Nigeria and Congo, were those 
whose leaders measured economic success 
almost solely in terms of their own bank ac- 
counts. The research fits nicely with the 
World Bank’s new philosophy that coun- 
tries—not just governments, but their people 
too—have to “own” the reforms. 

So far, so good. But has it really changed 
the African countries that have followed the 

_ new philosophy? Ghana and Uganda had 
~ no choice. Their leaders took power by force 
in the early 1980s, when their countries had 
reached a nadir. Neither leader believed in 
the free market when they came to power, 
but there was no alternative and there was 
only one way to go—up. These days, the gov- 
ernments may have to write their own poli- 
cies, but they now know exactly what they 
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Tongue-tied 


j ers are halcyon days for translators 
and interpreters. International meet- 
ings abound: the European summit in 
Stockholm last month, the Summit of the 
Americas in Quebec in two weeks’ time, 
International Monetary Fund and World 
Bank meetings the week after, and an 
OECD ministerial meeting in May—to 
name but a few. As global government 
grows, so do the costs of translation. 

The issue is most pressing at the World 
Trade Organisation (wTo). It spent some 
SFr28m ($16m) on language services in 
2000. At 22% of its budget, that put the wro 
at the top of all international groups. A full 
quarter of its employees are devoted to 
translation, interpreting and foreign-lan- 
guage typing. 

Although the wro’s language-related 
| costs have jumped by 120% since its 
founding in 1995, its budget for translation 
and interpreting has risen by only 20%. 
The resulting bureaucratic logjams slow 
the release of official documents and tran- 
scripts, which reduces the wro’s transpa- 
rency. The situation is an immense source 








= t 


of frustration to Mike Moore, the wto’s 
director-general. 

Despite claiming 140 members (who 
encircle the globe), the wro works only in 
English, French and Spanish. Services in 
other languages are paid for indepen- 
dently by outside foundations or member 
governments—which is just as well, since 
adding new languages for new members 
would be a sticky business. If China were 
to insist that Mandarin be added to the 
wto’s official languages when it joins the 
group, the cost to the organisation would 
be about $5m a year. But China’s mem- 
bership dues, to be based on its share in 
world trade, will amount to only $2.5m. 

Part of the wro’s language problem is 
its centralised architecture. The World 
Bank uses six languages for most of its 
communications: English, French, Man- 
darin, Portuguese, Russian and Spanish. 
However, through its multilingual em- 
ployees at field offices around the world, 
the organisation services 56 different ton- 
gues—at a cost of only $6.6m. In the Euro- 
pean Union, political pressures are such 
that, at most big meetings and in the par- 
liament, 11 languages from the 15 member 
states must be used. That number will rise 
dramatically when East Europe’s transi- 
tional economies join. 

Dropping languages can be more 
controversial than adding them. Last 
year’s Finnish Eu presidency provoked 
boycotts when it tried to downgrade Ger- 
man. And Raimondo Harari of the Inter- 
national Labour Organisation, which 
uses seven “working languages”, recalls 
that “quite a havoc” arose when a former 
head of the Lo suggested saving money 
by ceasing to offer Arabic, Chinese, Ger- 
man and Russian interpretation at some 
meetings. When it comes to such a politi- 
cally sensitive issue, Mr Harari says, “cost- 
benefit analysis doesn’t make any sense”. 








have to putin them if they want to get aid. 

A quick check through their policy doc- 
uments reveals that they adopt the same ap- 
proaches, address the same problems, and 
use the same language. They know now, just 
as they did in the old conditionality days, 
that if they want aid and debt relief, they 
have to sign up to reducing inflation, cutting 
state spending and privatising, among a raft 
of other policies. Whether they believe in 
these pledges is a different matter. 

Kenya will be a test case. For decades, its 
rulers have been model pupils, copying ev- 
ery World Bank whim into their policy pa- 
pers. They did just enough to get the aid 
money, then, as soon as the donors turned 
away, they started behaving like the leaders 


of Nigeria and Congo. Even now, they are 
pretending to play the World Bank game 
and, incredibly, the bank seems to be taking 
them seriously. 

There is a strong suspicion in Africa that 
the decision to lend or not to lend depends 
more on the ambition of World Bank offi- 
cials than on the commitment or otherwise 
of the government to which they are lending. 
Pushing money out of the door, as the phrase 
at the bank’s headquarters has it, is vital if 
you want to get on. So perhaps the bank 
should look at the relationship between the 
money pushed out of its door and the career 
paths of its country directors. That could 
show some heavy dependence. 
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Of prophets and profits 





Beware attempts to forecast company profits 


NA witty new advertisement for Charles 

Schwab, a stockbroking firm, no less a 
market guru than Sarah Ferguson, the 
Duchess of York, warns a young princess of 
the need to understand the “difference be- 
tween a p/e ratio and a dividend yield”. 
Not long ago, the phrase “price/earnings 
ratio” and its abbreviation were part of the 
secret language of professional investors. 
Now, thanks to the transformation of 
share trading into America’s national pas- 
time, the p/e—the ratio of a company’s 
share price to its profits (ie, earnings) per 
share—has become part of the vernacular. 

But even if the duchess, along with 
countless millions of other individual in- 
vestors, can calculate a p/e ratio, will the 
knowledge do her any good? A p/e ratio 
provides a crude yardstick of investor op- 
timism. The higher the p/e, the more in- 
vestors are betting that the firm’s future 
profits will grow. Whether any given 
level of optimism is a proper reflection 
of a firm’s prospects will always be 
open to fierce debate. 

Economists have become 
increasingly active in this debate in 
recent years, as the long bull market 
inshares propelled p/e ratios tolevels | 
that in most cases remain well above 
historic norms, even after the stock- 
market tumbles of the past year. At 
the end of March, the average “for- 
ward-looking” p/e of American firms 
(as tracked by Bes, a research firm) was 
21, based on forecast profits for the com- 
ing year. (A “trailing” p/e uses the past 
year’s profits.) This is well down from a 
year ago: when share prices were at their 
peak, the rges average p/e was 26. But it is, 
even now, hardly low. Since 1980, the ratio 
has averaged a mere 15. 

Some economists think that such high 
p/e ratios are symptomatic of a stockmar- 
ket bubble. Others focus on the relation- 
ship between share prices and the returns 
available on alternative assets, such as 
bond yields. At a time when bond yields 
are relatively low, the earnings stream 
available from shares may be worth pay- 
ing more for. The flaw here is that, although 
nominal yields have fallen sharply, so too 
has inflation. Real bond yields are not es- 
pecially low by historic standards. 

Perhaps there has been a sharp fall in 
the “equity risk premium’—the extra re- 
turns that investors require, on average, as 
a reward for bearing the extra risk involved 
in buying shares rather than, say, Treasury 
bonds. A lower risk premium means that 
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investors will pay more for any given ex- 
pected stream of future profits—ie, that the 
p/e will be higher. 

Certainly, there are reasons why the 
premium might have fallen—ranging from 
an increase in the number of investors 
with experience of shares to easier access to 
credit with which to buy shares. On the 
other hand, current p/e ratios are so high 
that they seem to imply (implausibly) that 
investors now think shares are safer than 
bonds—ie, the equity premium is negative. 













Unless, that is, profits are about to grow ata 
rate never seen before. 

Which is precisely what many Wall 
Street analysts have predicted in recent 
years, pointing in justification to such 
blessings as freer markets and the techno- 
logical transformation of the “new econ- 
omy”. Indeed, despite the deluge of disap- 
pointing profits news pouring out of 
companies so far this year, analysts con- 
tinue to forecast spectacular long-term 
profits growth. At the end of March, the av- 
erage forecast for firms tracked by Bes was 
of annual profits growth of 19.8% over the 
coming 3-5 years, barely down from the 
peak forecast last year of 20.2%. One erst- 
while stockmarket darling, Cisco Systems, 
is still forecast to average 30% annual pro- 
fits growth during this period.. 

How plausible are such forecasts? Not 








very, at least if the past is any guide, con- 
cludes a new study by Louis Chan, Jason 
Karceski and Josef Lakonishok*. They ana- 
lysed the performance of all active Ameri- 
can public companies in 1951-97, and 
found that the growth now forecast by an- 
alysts is way above historic norms. At only 
one firm in ten did profits grow by 18% or 
more per year over any ten-year period. 
Maybe fundamental economic 
changes will allow faster growth in future. 
But, strikingly, the study found noevidence 
that median long-term profits growth rates 
have increased in recent years—when 
those changes presumably started to take 
effect. Nor is there evidence that analysts 
are any good at forecasting profits growth. 
Data on their forecasts for firms in the IBES 
sample have been available only since 1982. 
In 1982-98, the median forecast annual 
growth rate for any 3-5 year period was 
14.5%. The median growth rate actually 
delivered was only 9%. Analysts seem to 
have been consistently over-optimistic; 
perhaps because it is in their psyche, or 
perhaps because they are paid to be 
that way. 


Picking losers 
Analysts were no better at predicting 
the performance of individual compa- 
nies. Just as investors are willing to ac- 
cept higher p/e ratios for firms that have 
enjoyed above-average profits growth 
in recent years, so too analysts typically 
forecast that recent outperformers will 
continue to beat the average. 

In general, the rates of increase of pro- 
fits have tended to converge. Firms do not 
remain indefinitely on a high or low 
growth path, a fact that accords with sim- 
ple economic intuition. Above-average 
growth in profits should stimulate compe- 
tition, which should slow the successful 
firm’s growth. On the other hand, the exit 
of under-performers from unprofitable 
lines of business should increase their fu- 
ture growth rate. 

The study concludes that, whatever 
happens to the future growth rates of pro- 
fits (and it would be a brave man who 
would bet on them bucking the historic 
trend), it should be no surprise if the firms 
enjoying the fastest growth are not those 
that have grown fastest in the past. Nor will 
they be those that analysts are tipping for 
greatness. Nor, the Duchess of York should 
note, will they be those that have the high- 
est p/e ratios. 


* The Level and Persistence of Growth Rates”. University 
of Illinois working paper, March 2001. A 
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SCIENCE AND TECHNOLOGY 


Martian chronicles 


The more scientists know about the place, the less they understand it. Will this 
weekend’s launch of a new mission to Mars help? 


N APRIL 7th, if all goes well, America’s 

space agency NASA will renew its as- 
sault on Mars. The craft it is launching— 
dubbed the 2001 Mars Odyssey—should go 
into orbit around the planet in October. It 
will then spend one Martian year (ie, about 
two terrestrial ones) examining the surface, 
using three instruments. One is a thermal- 
emission imaging system, designed to study 
minerals by examining the infra-red light 
that they emit. The second is a gamma-ray 
spectrometer, which will 
probe the soil in a search for, 
among other things, hydrogen 
(and, by association, water). 
The third is a radiation experi- 
ment designed to work out 
how dangerous the Martian 
environment might be for hu- 
man exploration. 

Despite several recent set- 
backs (two unmanned craft 
lost in the past two years) and 
disappointments (evidence of 
bacteria in a meteorite made 
of Mars rock is fiercely dis- 
puted), Mars continues to 
hold human imagination in 
its grip. If manned spaceflight 
continues at all, a trip there 
seems almost inevitable. And 
if the astronauts who go do 
not find evidence of Martians, 
even lowly bacterial ones, one 
of the great icons of modern 
times will have vanished. 


Schiaperelli’s hare 


Fascination with Mars started many centu- 
ries ago. Its fiery colour and erratic move- 
ment across the night sky terrified the an- 
cient Greeks and Romans, causing them to 
name the planet after their gods of war. Gio- 
vanni Schiaperelli, an Italian astronomer, 
created a detailed gazetteer of the planet in 
the 19th century, using such beguiling names 
as Olympus and Elysium for the features he 
saw through his telescope. In 1877, Schiape- 
relli thought he saw streaks on the Martian 
surface, and referred to them in his publica- 
tions as canali, the Italian word for channels. 


That word was, however, mistranslated into 
English as “canals”, and theories of an in- 
habited Mars irrigated by melt-waters from 
the polar ice caps began to flourish. Soon, a 
mere mention of the planet inspired visions 
of foreign worlds and fears of alien invasion, 
and it has since been the subject of countless 
science-fiction tales. 

So it was toeverybody’s disappointment 
that Mariner 4, the first space probe to fly 
past Mars (in 1965), revealed a place with a 





surface that appeared to have been static for 
billions of years. The atmosphere was thin, 
dry and made mostly of carbon dioxide. 
There were no canals, no little green men, no 
signs of life whatsoever. But a later mission, 
Mariner 9, showed in 1971 that the surface 
had extensive sand dunes, massive craters 
and huge lava flows. It was also prone todust 
storms. Best of all, the probe found that, al- 
though Schiaperelli’s original canali were 
indeed an artefact of his telescope, the planet 
did have canyons and what appeared to be 
networks of valleys that seemed to have 


been carved by water flows aeons ago. 

That evidence of water was exciting, for 
with it came the possibility of life. But it was 
also puzzling. The Martian atmosphere is so 
thin, and the planet's temperature so low 
(averaging -60'C), that liquid water could not 
exist there. If it ever did in the past, condi- 
tions must have been very different. If that 
was the case, what became of the water 
when those conditions changed? It is clearly 
not in the atmosphere. Nor is it frozen at the 
poles (these are made largely of solid carbon 
dioxide; the amount of water-ice they con- 
tain could not possibly have carved the val- 
leys that are visible). It could be under- 
ground, in a so-called “cryosphere”, but 
checking that idea would require extensive 
exploration below the surface. 

In any case, if there was water on Mars, it 
was a long time in the past; perhaps as much 
as 4 billion years ago. The picture Mariner 9 
painted of modern Mars was of a static des- 
ert, with none of the jostling of 
tectonic plates that makes life 
interesting for geologists by 
throwing up island chains 
and mountain ranges, and 
opening deep basins for 
oceans to form in. Yet many 
areologists, as students of 
Mars are sometimes known, 
could not let go of the idea that 
the object of their affections 
was once an active world like 
theearth. Nor could they quite 
convince themselves that 
life—even if it was only bacte- 
rial life—had never dwelt 
there. 

With the Viking missions 
in the 1970s—which included 
two orbiting probes and two 
landing craft—areologists got 
more details of Martian to- 
pography. But they also got a 
disappointment. One of the 
landers contained a small re- 
actor designed to encourage 
the growth of micro-organ- 
isms. A sample of Martian soil was put into it, 
but nothing interesting happened. 

The Viking missions were followed by a 
20-year drought. Three spacecraft (two Rus- 
sian and one American) were sent in the 
planet’s direction, but all fell victim to the 
Great Galactic Ghoul that some researchers 
jokingly suggest protects Mars from human 
prying. In 1996, however, a craft got past the 
ghoul. Mars Pathfinder landed in a region 
dubbed Ares Vallis, amid all the hoopla that 
Nasa excels in. Shortly afterwards, Mars 
Global Surveyor arrived, and the modern 
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era of Martian exploration began. Global 
Surveyor, which has mapped the whole 
Martian surface, some of it down toa resolu- 
tion of 1.5 metres, has shown that those are- 
ologists who kept the faith were right. Mars is 
not a static world after all. It is a dynamic 
planet whose surface is in constant flux. 

Global Surveyor, which is still content- 
edly zipping around the place, is equipped 
with four instruments. A high-resolution 
camera provides the pictures. A laser alti- 
meter (the Mars Orbiter Laser Altimeter, or 
MOLA) measures the height of landscape 
features. A thermal-emission spectrometer 
(res) similar to the one on Odyssey looks at 
the minerals. Anda magnetometer measures 
the planet's magnetic field. 

All four instruments have sent back data 
that have turned the science of Mars on its 
head. The camera has produced images of 
recently formed water-carved structures, 
and mora, which works by bouncing 
beams of light off the planet's surface, has 
found mountains twice as high as Everest, a 
crater ten kilometres deep, and huge valleys 
carved by more water than scientists be- 
lieved had ever existed on Mars. Yet TEs has 
detected minerals which seem to indicate 
that water could not possibly have created 
those valleys. And the magnetometer has 
found a distinctive magnetic signature 
which, some claim, suggests that Mars, too, 
may once have had tectonic plates. 

The surprises seem endless. Last June, 
the scientific community was stunned by 
the announcement that there were signs of 
liquid water on modern Mars after all. Mike 
Malin and Ken Edgett work for Malin Space 
Science Systems, a company contracted by 
NASA to build the camera on board Global 
Surveyor and to analyse some of the photo- 
graphs. They found gullies that, had they 
been seen in aerial photographs of the earth, 
would unhesitatingly have been identified 
as water-carved. By Martian standards, 
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these gullies appear to be young, since some 
of them have eroded features such as mete- 
oritic craters that are known to have formed 
relatively recently. Dr Malin and Dr Edgett 
suggest that the gullies are being created by 
water that is either seeping slowly to the sur- 
face or building up behind barriers of iceand 
occasionally bursting through. 

Unfortunately, the data from tes show 
no evidence of the sorts of minerals, such as 
clays and carbonates, that tend to form (at 
least on earth) in the presence of water. Even 
more disconcerting was the discovery of a 
substantial quantity (about 2'2m square ki- 
lometres) of rock made of a mineral called 
olivine. This substance (an iron-magnesium 
silicate whose greenish colour is reminiscent 
of olives) weathers rapidly in the presence of 
water. Its abundance on Mars suggests that 
the planet has been cold and dry throughout 
most of its history. 

Any water rushing through the Martian 
valleys would therefore have to have van- 
ished before the olivine was deposited. Ac- 
cording to Michael Carr, a geologist who 
works for the us Geological Survey, the data 
are very puzzling. All the chemical and min- 
eralogical evidence suggests that there have 
been no warm and wet periods in Martian 
history. The topographical evidence, on the 
other hand, shows that there has been water 
all over the place. 

Or, at least, it shows there has been liq- 
uid. One way out of the dilemma was sug- 
gested last August by Nick Hoffman, a geol- 
Ogist at La Trobe University in Melbourne. Dr 
Hoffman's theory, which has become 
known as “white Mars”, is that the canyons 
on the planet are, indeed, the result of floods. 
Those floods, though, were not of liquid wa- 
ter but of liquid carbon dioxide. 

That hypothesis opens up another ex- 
planation for the gullies. A paper in this 
week's Geophysical Research Letters, writ- 
ten by Donald Musselwhite and his col- 





leagues at the University of Arizona, suggests 
that those features could have been caused 
by the rapid vaporisation of liquid carbon 
dioxide. This would create a fluid that, al- 
though a gas, would have a similar density 
and cutting power to that of water. 


Oceans of data 


The oddities do not stop there. Soon after in- 
formation from mora began to arrive, some 
areologists thought they detected signs of an 
ancient shoreline, indicating what could 
have been the edges of a lost ocean. The idea 
of oceans on Mars is not new: Tim Parker, a 
NASA scientist, first proposed it in 1989. He 
thought he saw what looked like shorelines 
in pictures taken by Viking. His theory made 
a lot of sense, for the floodwaters that caused 
the channels on the planet must have gone 
somewhere. Dr Parker suggested that they 
collected in the lowlands of Mars’s northern 
hemisphere, resulting in an ocean. 

Since then, the ocean has been proved 
(according to some) and disproved (accord- 
ing to others). If the ocean once existed, the 
alleged shoreline should have an elevation 
that stays relatively constant. Also, the plains 
below should be smooth, thanks to a 
build-up of sediment over time, as happens 
at the bottom of terrestrial oceans, 

This was exactly what James Head, of 
Brown University, and his colleagues re- 
ported finding in 1999. As a bonus, the oce- 
anic basin they thought they had identified 
would have held roughly the same amount 
of water (between 60m and 200m cubic kilo- 
metres) as would have been required to 
carve the valleys on the planet's surface. 
Around the same time, however, Dr Edgett 
and Dr Malin were failing to find any photo- 
graphic evidence from Global Surveyor, 
such as coastal cliffs, that would have 
pointed to an oceanic past. 

Mars’s climate is another hotly debated 
phenomenon. In order for liquid water to 





HEN he was president, George Bush 
senior said he wanted America to 
put people on Mars by 2019, the soth anni- 
versary of the first moonwalk. His son, too, 
has great plans for the planet. Although 
other areas of physical science are threat- 
ened with budget cuts, space-exploration 
seems still to be a favoured child. There are, 
nevertheless, many questions to address 
before nasa, America’s space agency, 
launches a manned mission to the planet. 
After Apollo, and in the age of the shut- 
tle, putting somebody into space might 
seem mundane. But as Jim Garvin, the 
chief scientist of NASA’s Mars programme, 
points out, it has been 28 years since any- 
body wentas far into space as the moon— 
and that journey isa five-hundredth of the 
distance it would take to travel to Mars. 
Deep space is a hostile environment, 
filled with radiation both from the sun 


Martian invasion? Not yet 


and, in the form of cosmic rays, from the 
rest of the galaxy. An astronaut travelling 
to Mars would be exposed to this radiation 
for the six months it would take to reach 
the planet, and the six months of the return 
journey. Effective shielding would be diffi- 
cult to incorporate in a spacecraft. Every 
extra kilogram that the craft weighs piles 
on the dollars in the form of launch costs. 

Nor would an astronaut necessarily be 
safe on the Martian surface. Scientific 
knowledge of the Martian environment is 
still in its infancy. Researchers have no idea 
how toxic the planet's rocks and (more per- 
tinently) its dust are, and they will not 
know until they can bring back and ana- 
lyse samples. Nor do they know the level of 
ultraviolet light at the Martian surface, al- 
though itis likely to be similar to that found 
above the ozone layer on earth—ie, too 
high for comfort. 


SCIENCE AND TECHNOLOGY 








Another obstacle is technological. A 
spacecraft capable of carrying a crew to 
Mars and back (a journey of about 320m 
kilometres) would be fiendishly difficult to 
build. Nasa’s success rate with robot craft 
isonly 60%, and those do not need life-sup- 
port systems—nor do they have to make 
the return journey. On top of this, if the as- 
tronauts were to fall ill, existing “telemed- 
icine” is not yet dependable enough to al- 
low them to diagnose and treat themselves 
unaided. 

Perhaps the biggest problem, though, 
would be psychological. Shutting a small 
group of people up in a tin can for months 
onend could lead—quite literally—to mur- 
der. Even Antarctic explorers had the op- 
tion of leaving the tent for a while, when 
they could no longer stand their fellow 
travellers. In space you cannot say, as Cap- 
tain Oates did to his colleagues on Scott's 
doomed expedition to the South Pole, “I 
am just going outside, and may be some 
time...” 








have existed on the planet, the temperature 
would (obviously) have had to have been 
above freezing point. Water vapour, how- 
ever, is a powerful greenhouse gas, so any 
evaporation (or, strictly, sublimation) from 
ice on the surface would heat the planet. 
That could create positive feedback, as the 
extra warmth increased the amount of sub- 
limation. Some researchers think that this 
process could have heated Mars enough for 
liquid water to have formed on the surface. 
But that would have to have happened early 
in Martian history, so as to give time for the 
olivine to be laid down afterwards. 

On the other hand, carbon dioxide is 
also a greenhouse gas. Enough of that might 
have heated Mars to the point where ice 
melts. In a recent issue of Science, Roger Phil- 
lips, of Washington University in St Louis, 
and his colleagues published a model based 
on MOLA data. This suggested that Tharsis, a 
feature named by Schiaperelli that has 
turned out to contain several huge vol- 
canoes, could have produced enough lava, 
and released enough carbon dioxide, to 
warm the atmosphere sufficiently for 
enough ice to melt to create the flood chan- 
nels seen today. 


Mars attacks 
To astrobiologists (who study, or, rather, 
would like to study, non-terrestrial life), the- 
ories such as Dr Phillips's are attractive be- 
cause they do not rule out the possibility of 
life in the way that Dr Hoffman’s “white 
Mars” would. And not much has changed 
since the early days of Mars’s exploration: the 
search for life is still what it is all about. 

It will be a long time before a manned 
mission to Mars is possible (see box), but in 
the meantime nasa has plans tocontinue its 


search for Martian life. The agency intends to 
launch a probe every two years for the next 
decade. By 2011, it hopes to have finished 
with this “reconnaissance” phase, and to be 
ready to launch a craft that will bring sam- 
ples back from Mars. 

Odyssey is the first mission of this re- 
vamped plan, and nasa has spent an addi- 
tional $12m to ensure that this craft will not 
fall victim to the same ghoulish fate as its two 
immediate predecessors. In 2003, the landers 
will come: twin rovers that will look for wa- 
ter on the planet and attempt to determine 
its climatic history. 

NASA is not the only agency pointing its 
spaceships’ noses towards Mars in 2003, 
however. As Scott Hubbard, the new director 


of NASA’s Mars programme, points out, the 
planet is due for a bit of a traffic jam that 
year. As well as nasa’s rovers, an interna- 
tional mission called Mars Express, backed 
by the European Space Agency, will orbit the 
planet and send down a British lander. And 
a Japanese mission, launched in 1998 on a 
rather longer trajectory than that employed 
by nasa, should arrive there at about the 
same time. 

Fascination with Mars will not, it seems, 
go away. From gods to space-aliens to bacte- 
ria, each new generation remakes the myths 
in its own image. One day, though, the truth 
will out. Whether the myths will survive the 
dose of reality that all these spacecraft bring 
remains to be seen. 
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Hope in a hate—infected city 


Jerusalem looks as divided and explosive as ever. But is the future of the city 


really so bleak? 


HE jaded or lazy observer of Jerusalem 

may imagine that nothing is new under 
the sun. The holy city has been fought over 
» for centuries and is being fought over still. 
Even the patterns of conflict look wearily 
familiar. Last September it was Ariel 
Sharon’s venture into the Haram al-Sharif, 
which Jews know as Temple Mount, that ap- 
peared to set off the latest Palestinian inti- 
fada against Israeli rule, in which hundreds 
of people, mostly Arabs, have since been 
killed. More than 70 years ago, in 1929, a 
quarrel about control of the Western Wall 
sparked riots throughout Jerusalem, and 
then throughout Palestine, in which 133 Jews 
and 116 Arabs were killed. And so it goes on. 

For all that, as three new books about the 
p. city attest, nothing really stands still in Jeru- 
salem. Nor is the present conflict for control 
of it necessarily insoluble. Each of these 
books concedes that the conflict has become 
unusually complex. It takes the double form 
of a conflict between religions and a conflict 
between nationalisms. The fire of one con- 
flict feeds the fire of the other. But the saving 
grace of Jerusalem is that it is also a city. 


JERUSALEM: THE CONTESTED Ciry. By 
Menachem Klein. New York Univer- 
sity; 363 pages; $36. Hurst; £45 (£17.50 
paperback). 

DIVIDED JERUSALEM: THE STRUGGLE 
FOR THE Hoty Crry. By Bernard Was- 
serstein. Profile Books; 432 pages; £20. 
To be published in America later this 
year by Yale. 


THE END oF Days: FUNDAMENTALISM 
AND THE STRUGGLE FOR THE TEMPLE 
Mount. By Gershom Gorenberg. Free 
| Press; 288 pages; $25 and £17.99 








Whether they like it or not, its inhabitants are 
inclose daily contact. Arabs and Jewscannot 
simply wish one another away. Menachem 
Klein, an Israeli political scientist, argues that 
the Israelis and Palestinians in Jerusalem 
have despite everything moved closer to 
each other. One reason why is that Israel’s 
post-1967 dream of making Jerusalem intoa 
predominantly Jewish capital has compre- 
hensively failed. Not even the United States, 


its closest ally, has accepted Israeli sover- 
eignty over the conquered eastern half of the 
city. But as Bernard Wasserstein’s history of 
the controversy makes plain, diplomacy has 
had little impact on Jerusalem since Israel 
and Jordan divided it in their war of 1948. 
The more significant Israeli failures have 
been in local politics, and in demography. 

Jews have formed a majority in Jerusa- 
lem since the late 19th century. But their ma- 
jority has never grown big enough to cancel 
out either Arab claims to the city or the pro- 
posals of outsiders, from the United Nations 
to the Vatican, to give it an international sta- 
tus. After 1967, in an effort to create irrevers- 
ible facts on the ground, Israel encircled the 
city with Jewish suburbs and did its utmost 
to obstruct Arab construction. Nonetheless, 
it has been losing demographically. In 1967 
Jews made up 74% of the city’s population. 
By December 1999 Jerusalem had a popula- 
tion of 646,000, of whom 68% were Jews. 

This demographic retreat has gone along 
with a political one. From 1967 to 1993, Teddy 
Kollek, a charismatic mayor, tried to fasten 
the city to Israel by what Mr Wasserstein 
calls, perhaps a little generously, “the deter- 
mined application of goodwill rather than 
force”. This, too, was a failure. Almost all of 
the city’s Arabs refused Israeli citizenship. 
More recently, the Oslo peace process gave 
the embryonic political institutions of the 
embryonic Palestine a powerful foothold in 
the city, symbolised by the transformation 
of Orient House, a former hotel, into a cross 
between a town hall and an embassy. By the 
second half of the 1990s, the Palestinian Au- 
thority had gained day-to-day control over 
large areas of daily life in the Arab-inhabited 
areas of Jerusalem. 

To men of Mr Klein’s practical disposi- 
tion, the scope of Israel's failure to colonise 
the city inspires hope. The resilience of the 
two main communities obliges each to re- 
cognise the impracticality of its maximal de- 
mands. Most Palestinians seem to accept 
that there can be no return to pre-1967 parti- 
tion: if nothing else, the changes Israel has 
made in the face of the city rule that out. And 
recognition is dawning among Israelis that 
the fiction of a united capital cannot be sus- 
tained in a city divided by hatred. Not long 
ago, when Israel still officially insisted on 
eternal rule, Israelis and Palestinians began 
to sketch the outlines of the compromise— 
twin municipalities, the fudging of sover- 
eignty over the holy places—that Ehud Barak 
put to Yasser Arafat last year at Camp David. 

It is, of course, true that Camp David 
failed, and so put an end both to the Oslo 
process and to the Barak premiership. And it 
is true, as Gershom Gorenberg argues in his 








NVISIBLE lines scar the 
pavements of Jerusa- 
lem, locking the inhabit- 
ants into their own dis- 
tricts as firmly as prison 
bars. Arabs are confined 
ge to their sadly diminished 
ABIOHLIAT? areas, orthodox Jews 
a rarely stray from their 
| crowded districts and secular Israelis in- 
stinctively know where the inner borders 

of their capital lie. 

One of the advantages of being a for- 
eigner is that you can criss-cross these di- 
vides. Amy Wilentz, a journalist who 
wrote for the New Yorker from Jerusalem, 
has used this privilege well. Her first novel, 
‘Martyrs’ Crossing” begins with a fictional 
but entirely plausible incident at a check- 
| point outside the Palestinian town of 
| Ramallah, on the road to Jerusalem. 
| A young woman has a danger- 
| ously ill child. The local clinics are 
| pitiful and her son’s best chance of 
survival is at an Israeli hospital. How- 
ever, in retaliation for a terrorist inci- 
dent, Israeli troops have closed Ra- 
mallah and a riot is developing just 
beyond the military checkpoint that 
controls the road to Jerusalem. Rush- 
| ing her suffocating baby through the 
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| Jerusalem, thou that killeth 


Martyrs’ Crossinc. By Amy Wilentz. Simon & Schuster; 320 pages; $24 





tear gas, Marina proudly puts herself at the 
mercy ofa young Israeli lieutenant, Ari Do- 
ron. As he struggles to allow natural empa- 
thy to overrule military discipline, the 
child dies. Once it becomes clear that 
American-born Marinais the daughter ofa 
prominent Palestinian intellectual and the 
wife of a jailed Hamas activist, and that 
Doron’s orders todeny Marina accesscame 
from the highest echelon of the Israeli secu- 
rity system, the stage is set for.a battle for 
the moral high-ground which leaves both 
sides tarnished. 

Ms Wilentz’s skill in this story, which 
has echoes of Romeo and Juliet, is to enter 
the grey zone on both sides. Her deep and 
unbiased knowledge of the history of the 
struggle between the Israeli and the Pal- 
estinian people drives her not to apportion 
blame, but to examine the personal conse- 








quences of political struggle. The resultisa 
finely nuanced novel which effectively 
conveys the interconnected guilt, humilia- 
tion and degradation of both sides. 

Many of the characters in her novel | 
bear strong resemblance to the real politi- . 
cians who lead—or mislead—their respec- 
tive peoples. Yasser Arafat and Yitzhak Ra- 
bin are both present in unnamed cameo 
roles. But it is the Edward Said-like charac- 
ter of George Raad, Marina’s father, who 
comes most effectively to life in this novel. 
Still bearing the key to his Jerusalem child- 
hood home which he was forced to flee in 
1947, Raad returns to Palestine an old and 
broken man. He has made a life for himself 
as a doctor in America, but his hopes and 
dreams of a free Palestine infected his 
daughter and have led directly, as he 
comes to see it, to the death of his grandson. 
And as the Palestinian authority, led by a 
childhood friend whom he has come to 
hate, tries to make political capital from 
this death, Raad is forced to re-evaluate the 
political underpinning of his entire life. 

Ms Wilentz’s accurate topography 
and her deep engagement with con- 
temporary politics push her novel to 
the very borders of non-fiction. But in 
rare moments of lyricism she makes 
readers long for the momentary 
bloom of grass on the desert hills in 
spring and the pervasive smell of par- 
affin heaters in winter as they struggle 
in vain against the dense cold of Jeru- 
salem stone. 








racy discussion of the various weird cults 
with designs on Temple Mount, that Jerusa- 
lem does not want for religious crackpots of 
every persuasion who would resort to vio- 
lence in pursuit of some millenarian dream. 
But the part of religion—and of Jerusa- 
lem-~in the Palestine conflict can also be ex- 
aggerated. As Mr Wasserstein points out, the 
significance of Jerusalem waxes and wanes. 
In the late 1940s, when Zionism was a mainly 
secular movement, David Ben Gurion was 
willing to accept an international status for 
the city as part of the price the Jews might 
have to pay for statehood. 

These books were published too late for 
their authors to weigh the consequences of 
the new intifada. Over the past six months, 
the. religious part of the conflict seems to 
have waxed, not waned: Palestinians have 
called their latest uprising the al-Aqsa inti- 
fada, after the mosque on Temple Mount. 
However, the past half-century has also wit- 
nessed the gradual realisation by growing 
numbersof Arabs and Jews in Palestine that, 
even ifa final peace has so far eluded them, 
neither side can extinguish the national as- 
pirations of the other. There, at least, is some 
ground for hope. 





20th-—century America 


Not proven 


THE SEVENTIES: THE GREAT SHIFT IN AMER~ 
ICAN CULTURE, SOCIETY AND POLITICS. By 
Bruce J. Schulman. Free Press; 352 pages; $26 


HE 1970s strike many Americans, in 

Bruce Schulman’s words, as an “emi- 
nently forgettable decade—an era of bad 
clothes, bad hair, and bad music impossi- 
ble to take seriously.” The perfect symbol of 
the 1970s, another American has joked, was 
the novelty pet rock, “which just sat there 
doing nothing”. 

Mr Schulman, a professor of history 
and director of American Studies at Boston 
University, tells us that his students share 
this dismissive view of the 1970s. For the 
past ten years he has asked his classes to 
identify one person who embodies for 
them the 1960s, the 1970s, and the 1980s. His 
students name John Kennedy, Martin Lu- 
ther King or Bob Dylan for the 1960s; and 
Ronald Reagan, Madonna, and Michael 
Milken for the 1980s. For the 1970s, the same 
person wins every time: John Travolta. 


Here and there in this engaging history 
of the period, Mr Schulman seems to share 
this unflattering view, writing of a “gaudy, 
depressing” decade and lamenting its 
“sometimes cheesy popular culture”. But 
his approach is for the most part positive 
and revisionist. Strictly speaking, he covers 
the late 1960s to the mid-1980s, treating this 
as a “long decade” in which underlying so- 
cial and cultural change transformed 
American politics. In his view, the populist 
conservatism that emerged as a major force 
in these years reflected two deeper trends: a 
third great religious awakening—following 
the tumultuous revivals of faith in the 
mid-18th and early 19th centuries—and the 
growing dominance of sunbelt values. Cul- 
turally, the period consolidated a profound 
and lasting anti-authoritarianism not con- 
fined to left or right, or indeed to any one 
distinctive grouping: the peace sign of the 
1960s was replaced quite generally in the 
1970s by a “single upturned middle finger”. 

The long 1970s, he argues, led people to 
seek individual self-improvement and ex- 
alt private, non-governmental institutions. 
Americans engaged enthusiastically in 
what Tom Wolfe called “plugging in’— 
breaking away from conventional society 


THE ECONOMIST APRIL 7TH 2601 





Were the 70s really so travolting? 


and losing themselves in spiritual worlds of 
their own. Hal Lindsey’s apocalyptic fan- 
tasy, “The Late Great Planet Earth” (1970), 
became wildly popular. Millions of Ameri- 
cans embraced new-age passions such as 
zen and yoga, alternative therapies and 
new religious callings. 

Mr Schulman uses changes in popular 
music as a way to highlight larger cultural 
and political trends. He makes much of the 
rise in the popularity of country music—a 
manifestation, as he sees it, of the power 
shift to the sunbelt. Along the way, he re- 
veals his own musical preferences, which 
include a liking for disco, an oft-maligned 
but cosmopolitan form that attracted all 
kinds of people and offered an outlet, so- 
cially and musically, for disenfranchised 
groups. He finds that later music—rap, for 
instance—reflected a weakening of disco 
ideals of racial and ethnic integration. The 
phenomenal success of “Roots” on televi- 
sion in 1977 is for him another symptom of 
the quest for group identity that marked 
the growing segmentation of American life. 

“The Seventies” is far from comprehen- 
sive. Slighting foreign policy, it ignores the 
Iranian hostage crisis in 1979-80 that so 
badly damaged the presidency of Jimmy 
Carter. (Ronald Reagan’s foreign policies re- 
ceive more attention than Mr Carter's.) The 
Supreme Court seems not to have mattered. 
Glum about the appeal of conservatism, 
Mr Schulman focuses on the concerns of 
young liberals and radicals who, like the 
author, grew up in the 1970s. President 
Richard Nixon gets a thorough bashing; 
sexually liberated feminists receive 
extended, more flattering coverage. 

The chief historical claim of this short, 
sprightly book—that the 1970s undid the 
liberal 1960s and installed an enduring con- 
servatism—is debatable. Americans, deeply 
distrusting the state, have always been 
ideologically conservative in that sense. 
They were no different in the 1970s, and are 
no different now. But neither then nor later, 
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as conservatives in Wash- 
ington have discovered, of- 
ten to their dismay, was it 
possible really to dismantle 
the New Deal or the Great 
Society. Many Americans 
talk a conservative game 
while insisting on the pres- 
ervation of subsidies, laws 
and regulations that bene- 
fit them. If Mr Schulman 
had devoted more space to 
the often successful work 
of liberal federal officials 
and judges during the 
1970s, he might have ar- 
rived at a different conclu- 
sion: that the politically 
liberal 1960s, not the con- 
servative 1970s, remain the 
decade that set the stage 
for much that Americans are still fighting 
over. Mr Schulman’s sub-title notwith- 
standing, the claim that the 1970s marked a 
“great shift in American culture, society and 
politics” will be contested. 

À Ld 





Indian biography 


Skin deep 


GANDHI’S PASSION: THE LIFE AND LEGACY 
or MAHATMA GANDHI. By Stanley Wolpert. 
Oxford University Press; 308 pages; $27.50 
and £20. 

INDIRA: THE LIFE OF INDIRA NEHRU 
GaANpui. By Katherine Frank. HarperCol- 
lins; 588 pages; £19.99. To be published in 
America in August by Houghton Mifflin 


Cy good argument for popular biogra- 
phy is that it makes history palatable 
for people who dislike dates and find his- 
tory’s impersonal forces bland. Biographies 
of two Indian leaders whose careers 
spanned most of the 2oth 
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her baleful stamp on India in two times as 
prime minister, in 1966-77 and 1980-84. She 
tested its first nuclear device and tightened 
the state’s grip over the economy. Her brief 
imposition of dictatorship was the cul- 
mination of policies that lastingly weak- 
ened India’s institutions and regions and 
promoted rule by dynasty. 

These giants seem to illustrate the cliche 
that India is a land of polarities: the Ma- 
hatma (“great soul”) held India to impossi- 
ble ideals; Madam (as women in authority 
are called) imposed on it a bleak reality. Yet 
merely to sketch their lives is to introduce 
complications. The Mahatma could be stag- 
geringly callous towards his family. He 
tested his chastity by sleeping naked with 
young women, a practice that might 
provoke lawsuits today. 

His signature was political behaviour at 
once shrewd and sublime. When India be- 
came independent in 1947 (and lost eastern 
and western wings to Pakistan) the Ma- 
hatma was in Calcutta, living under the 
same roof as the Muslim politician blamed 
for inciting murder of the city’s Hindus, a 
gesture that temporarily quelled commu- 
nal passions. Equally characteristic was 
otherworldliness bordering on fantasy. He 
tried the patience of more practical and 
straightforwardly ambitious politicians like 
Nehru, for example by proposing Muham- 
mad Ali Jinnah, Pakistan’s would-be 
leader, as India’s first prime minister, to 
avert partition. 

Indira was the rather ordinary daughter 
of an extraordinary man who seemed be- 
fuddled by power. Katherine Frank writes 
that “history was not going to remember 
Indira Gandhi for any one thing—for a co- 
herent strategy, ideology, policy or vision.” 
Yet she had mahatmaic sparks of greatness. 
In disgrace after her first disastrous term in 
office she recaptured popular affection, 
and eventually her office, with the sort of 
theatre of which the Mahatma was the 
master. She rushed to the scene of a massa- 





century and did much to 
shape it should tell readers 
much of what they might 
want to know about mod- 
erm India. On that score, 
these books disappoint. 
These were epoch-mak- | 
ing lives. Mahatma Gandhi 
(1869-1948) was a saint-ge- 
nius who turned opposition |? 
to British rule into a mass 
movement and demon- 
strated, through non-viol- 
ent protest, that virtue has 
its own inescapable power. 
Indira Gandhi (1917-84), 
who was no relation to the 
Mahatma but the daughter 
of India’s first prime minis- 











ter, Jawaharlal Nehru, put 


Gandhi deserves better than hagiography 
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cre of harijans (once untouchables) in Bihar 


by jeep, tractor and, finally, elephant, while 
the government in Delhi dithered. 

‘India’s polarities killed both protago- 
nists: the Mahatma was shot by a Hindu fa- 
natic: enraged by his solicitude towards 
Muslims, Indira by her Sikh bodyguards, 
provoked by an attack she authorised on 
Punjabi separatists who had seized Sikh- 
ism’s holiest site. 

Neither biography pans out from its 
subject to broader issues that only econom- 
ics and. sociology can explain. Even psy- 
chology. is kept on the periphery. These 


m 


of work and success 


WHITE-COLLAR SWEATSHOP: THE DE- 
TERIORATION OF WORK ANDITS REWARDS 
IN CORPORATE AMERICA. By Jill Andresky 
Fraser. Norton; 288 pages; $26.95 


HIS is an alarming account by a jour- 

nalist, Jill Andresky Fraser, of the plight 
of American office workers. She has inter- 
viewed a wide sample of America’s “cubi- 
cle-dwellers”--corporate white-collar em- 
ployees below the level of senior 
management. They complain of job in- 
“security, low pay rises, overwork and “job 
spill” as e-mail and voice-mail pursue 
them after work, eroding out-of-office life 
with family, friends and community. 

Hers is a disturbing picture. But is it rep- 

resentative? As you read on into her horror 
stories, an unanswered question begins to 
repeat itself:if the corporate life is so 
awful—if grown, responsible peo- 
ple really go in terror of bosses nick- 
named “Chainsaw” and “Neutron 
Jack”—why do so many put up with it? 
Some cite as reasons paying university fees 
or simply making more money. But if office 
tyranny is as severe as suggested, these 
hardly seem adequate 
explanations of why more do not revolt. 
A WORKING NATION: WORKERS, Work, 
AND GOVERNMENT IN THE NEW ECONOMY. 
By David T. Ellwood, Rebecca M. Blank, Jo- 
seph Blasi, Douglas Kruse, Karen Lynn-Dy- 
son and William A. Niskanen. Russell Sage 
Foundation; 162 pages; $29.95 ($16.95 paper- 
back) 


N FACT, as this collection of papers re- 
ports, the satisfaction that Americans 
take in their jobs has hardly changed over 
the past 30 years. The authors are econo- 
mists or public-policy specialists, some 
with experience in the Reagan or Clinton 





What has work become? 





‘books thus suggest. mysteries that are 


barely investigated, let alone solved. What 
were the roots of the Hindu-Muslim con- 
flict that led to India’s partition? Why were 
India’s industrialists such faithful backers 
of the austere Mahatma? Why was Indira 
Gandhi, daughter of a committed enemy of 
the British empire, welcomed. by such 
establishment institutions as Badminton 
school and Oxford? The conflicts in the 
characters of the two leaders are described, 
but not adequately explained. 

Though it admits the Mahatma’s fail- 
ings, Mr Wolpert’s book verges on’ hagiog- 









raphy, which is disappointing. in a life of 
such a historical figure. The most detailed—. 
and as it tums out the most provocative 
parts of Miss -Frank’s book ‘on Indira are 
about her personal life, including ru- 
moured affairs. She sheds light on her fam- 
ily and on her marriage to Feroze Gandhi, a 
charismatic lout. She mentions but does not 
endorse an old story that he had once had 
an affair with her mother. Ms Frank’s un- 
abashed handling of these private matters 
has upset certain Indian readers, some of 
whom. want the book banned. 


PEROLI INNAN, 








Four recent books examine how economic forces have changed the nature 


administrations. They rely on statistics and 
survey data rather than anecdotes. 
Although it does not bear out the no- 
tion of a terrorised and depressed middle 
class, theirs is not a complacent picture. 
With America’s astonishing two-decade 
boom came, as the authors show, wider in- 
equality in incomes, higher job turnover 
and more temporary work. They suggest 
how the low-skilled workers left behind 
might be helped by further reforms in the 















labour market as well as by better educa- 
tion and training. They also compare the 
American and European experiences, For 
readers interested in labour issues, this col- 
lection makes a good primer. 


THE FUTURE OF Success. By Robert B. 
Reich. Knopf; 304 pages; $26. Heinemann; 
£12.99 


Roe REICH, an ex-secretary of la- 
bour, shares his own thoughts on 
work and its rewards. He sees America as a 
great forcing house of innovation that can 
provide anything you want at the best pos- 
sible price—-but at personal cost. Career- 
and company-hopping are now common; 





pay spreads have widened and jobs less se- 
cure; people feel they are working harder 
than ever and are “out-sourcing” many 
home tasks. To succeed in this meritocratic 
race, you need talent, ingenuity, salesman- 
ship and connections. You can choose not 
to join in, Mr Reich concludes; and you 
may be happier, though poorer, by staying 
out. But success at the game will demand 
punishing hours and unremitting hustle. 
There is in his view no middle way. 

BLOOD, SWEAT AND TEARS: THE EvọLU- 
TION OF Work. By Richard Donkin. Texere; 
356 pages; $27.95 and £18.99 


ICHARD DONKIN, a journalist, has 

written an ambitious, wide-ranging 
history of the changing nature of work, 
and not just in America. He delves 
into the presumed work life of 
early man, into slave society and 
medieval guilds. He ponders the ori- 
gins of the Protestant work ethic, under | 
which, as he tells it, work became anendin | 
itself, and contrasts this with the later utili- 
tarian emphasis on the fruits of labour— 
consumption and wealth. He also sketches 
modern theories of industrial and.-clerical 
work due to such diverse thinkers.as W.E. 
Deming, Frederick Taylor and Max Weber. 

Coming to our own day, Mr Donkin 
regrets the hectic demands of the work- 
place and wonders how the old idea. of 
work as its own reward can be reconciled 
with the need toeam a living. You may well 
question whether work was ever as self- 
rewarding as this contrast suggests. Yet the 
distinction between job-satisfaction and 
pay packet is one we can all recognise. Mr 
Donkin’s hope is that a new kind of com- 
pany will in future blur the line between 
work and leisure, making labour in essence 
a form of fun. Itisan.ancientdream,and an 
attractive one. But it smacks more of Eden 
than the real world. 
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Modern communications 
Wish you 
were here 


THe DEATH OF DISTANCE 2.0: HOW THE 
COMMUNICATIONS REVOLUTION WILL 
CHANGE Our Lives. By Frances Cairncross. 
Harvard Business School; 336 pages; $24.95 
($16.95 paperback). Texere; £14.99 


HIS is an update of “The Death of Dis- 

tance”, the authors wide-ranging re- 
view of the impact of the communications 
revolution on work and play. Written in 
1997, the earlier book missed the wild ex- 
citement (and the subsequent disappoint- 
ment) that the Internet engendered in the 
closing years of the 20th century. 

Particularly valuable in this edition is 
the new material that Frances Cairncross, 
the management editor at The Economist, 
has added on what she (rightly) says will be 
the big impact of the Internet in this de- 
cade: “on existing companies, revolutionis- 
ing the way they do business”. She cites the 
example of Cisco Systems, which reckons it 
saved itself 250,000 telephone calls and 17% 
of its operating costs by setting up a website 
to provide its customers with technical 
back-up. Inevitably, though, in such a fast- 
moving field, the story has moved on even 
before the book has been published. The 
California court ruling, for example, that 
forced Napster to rewrite its business plan 
for downloading copyrighted music files 
has to await “The Death of Distance 3.0”. 

Also welcome is the extra attention the 
author gives to the concerns of those who 
are less than full-blooded enthusiasts for 
the communications revolution—those, for 
example, who worry about what she calls 
the “Five Ps” of the Internet: policing, 
pornography, privacy, protection and 
property. And those who fear the monopo- 
listic tendencies of the industry, as revealed 
by the anti-trust charges against Microsoft. 
“Competition”, she says, “clearly does not 
come naturally in communications.” 

But Ms Cairncross remains bullish. 
“The communications revolution almost 
certainly is raising productivity,” she con- 
cludes after considering the American ex- 
perience of recent years. And, she argues, it 
is having a beneficial effect on government, 
leading gradually to increased efficiency 
and greater accountability. What the book 
fails to address satisfactorily, though, is 
how the death of distance does not seem to 
have made us feel significantly closer. So 
many new ways to communicate; yet still 


so few ways to connect. 
TiM HINDLE 


Our policy is to identify the reviewer of any book by or 
about someone closely connected with The Economist 
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Garden design 


Power plants 


OR most of the first half of the zoth cen- 

tury, Europeans had other things on their 
minds than gardening. Two great wars, social 
upheaval and sharply increased labour costs 
were the undoing of numerous splendid gar- 
dens. Several of these have been restored to 
something approaching their former glory 
by national conservation bodies like English 
Heritage, often as an afterthought to the res- 
toration of grand houses that they com- 
monly embellish. Only in a very few cases 
has tradition been cast aside and the oppor- 
tunity seized tocreate an uncompromisingly 
modern garden on the skeleton of the old. 

This is what the Duchess of Northum- 
berland is attempting in the 12-acre (5-hect- 
are) garden of the family seat at Alnwick cas- 
tle, close to the Scottish border. She has 
engaged a 76-year-old Belgian designer, 
Jacques Wirtz, and his two sons, Peter and 
Martin, to create a £14m ($20m) showpiece, 
with tunnels of hedges and cascades of wa- 
ter, that she immodestly dubs “Britain’s an- 
swer to the 17th-century splendour of Ver- 
sailles”. She hopes it will make north-east 
England a mecca for garden-lovers, along- 
side the existing attractions of Wallington, 
Belsay and Cragside. 

For many years, the Wirtzs remained 
something of a secret among garden design- 
ers. The patriarch, who was born in Antwerp 
in 1924 and studied landscape architecture 
in Vilvoorde during the second world war, 
founded the company in 1948. His first com- 
missions were for small residential gardens. 
Only later did the call come to design public 
parks, housing complexes and university 
campuses. Highly structured, Mr Wirtz’s 
work is distinguished by a clearly- 
contoured, geometrical quality that is as ef- 


fective in winter as it is in summer. You won't 
see granite, steel or glass—the usual post- 
modernist pot pourri—in a Wirtz garden. In- 
stead, he will use water for effect, or avenues 
of pleached hornbeams and clipped yew 
hedges, the better to lead and surprise the 
garden explorer. “The plant material always 
plays the first violin,” says Peter Wirtz, whois 
overseeing the Alnwick project. “We search 
for the tranquil spirit, never for conflict.” 

Architecture transcends frontiers, yet 
garden design has always been more paro- 
chial and this is the first time that the Wirtzs 
have worked on a British garden, despite 
their formidable reputation in continental 
Europe. After more than two decades in the 
business, the breakthrough came in 1970 
when Mr Wirtz was asked to design the gar- 
den of the Belgian pavilion at the Osaka 
World Exposition and an entire new campus 
for the University of Antwerp. Later, the 
Wirtzs' renovation of the gardens of the Ely- 
sée palace and the Carrousel of the Tuileries 
in Paris, with its sunburst pattern of radiat- 
ing yew hedges, won them international ac- 
claim. Three new commissions—for the 
landscaping of the tiny new Jewish cemetery 
in Geneva, the gardens around David Chip- 
perfield’s new law court in Salerno and a 
small garden in London’s Canary Wharf— 
will make them better known when they are 
completed over the next two or three years, 
as will a series of new private gardens in Los 
Angeles, Chicago and Florida. Yet most of the 
Wirtzs’ work is to be seen around their home 
base at Antwerp, where they have created 
numerous effective public spaces and priv- 
ate gardens, notable for their sensitivity to 
the existing landscape and its history. 

That was what persuaded the duchess to 
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invite them to submit a design for the huge 
walled garden at Alnwick, arrestingly set on 
a slope some 300 yards (270 metres) from the 
castle itself. Created in the 18th century and 
substantially altered in the 19th, it had been 
used for much of the last 50 years as a nurs- 
ery fora local tree grower, and part had been 
paved over as a car park. Only when masses 
of laurel and other overgrowth had been 
cleared was it possible to see the sinuous line 
of the man-made earth banks that anchored 
the design that was made in the 1850s. 

The Wirtzs have used these as the start- 
ing-point for their own scheme. It is domin- 
ated by a huge central cascade whose curved 
edges relate to the line of the earth banks: the 
duchess was convinced from the start that 
the sloping site, with two springs at its foot, 
demanded that water should be a key com- 
ponent of the design. Almost surrounding 
the cascade will be a spectacular hedge 
made of parallel rows of beeches joined at 
the top to form a tunnel that can be walked 
through, with windows cut out of the sides 
like arrow slits in a castle wall. 

The project began in 1996 when Ralph 
Percy inherited the dukedom from his elder 
brother and moved the family into the castle. 
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A nobly intentioned foundation 
in Naples has come up with the 
idea of literary parks to be spon- | 
sored across Italy by tourist 
boards and private supporters. 
Pliny has lent his name to a park 
near Mount Vesuvius and Giu- 
seppe Tommasi di Lampedusa 
(above), the author of “The Leop- 
ard”, to one near Palermo. Nor- 
man Douglas (1868-1952), a Scot- 
tish-Austrian writer noted for 
“South Wind”, a novel, and for 
accounts of his back-country tra- | 
vels through the Mezzogiorno, is 
the only foreigner to be honoured 
with a park of his own—in his 
beloved Calabria, of course. 











The new duchess, with a passion for garden- 
ing that goes back to her childhood, took 
over responsibility for the garden and de- 
cided to do something dramatic with it. “As 
soon as I saw it I knew it was an extraordi- 
nary site,” she recalls, “It’s beautiful, quite 
magical.” At first she thought of designing it 
herself, but the tremendous scale persuaded 
her tocall in professional help. She consulted 
several British designers, only to find that 
they did not respond sympathetically to her 
over-arching vision and were too inflexible 
to accommodate it. “I’m sorry, Jane, we're 
not going toallow you to havea rose garden,” 
said one, who was soon on the train south. 

Then a European friend invited her to 
meet continental designers. “Their attitude 
was so refreshing,” she recalls. “They listened 
to what I was saying and they had really 
good, new exciting ideas that I just hadn't 
come across when I met people in this coun- 
try.” But she has engaged a British firm of wa- 
ter technologists, after discovering that the 
elaborate plans of the American company 
she approached first would have lifted the 
cost of the project to £23m. Although con- 
struction was then hampered by atrocious 
winter weather, much of the infrastructure is 
in place and some of the 65,000 trees and 
plants have begun to arrive. The duchess is 
confident that the garden will be ready for 
visitors by October. Phase two, which in- 
volves more complex water technology, will 
take longer, and will need to attract well-en- 
dowed sponsors. 

The duchess had to battle for planning 
consent to create this modern garden within 
ancient walls in the grounds of a grade-one 
listed building. At first she was told that she 
would have to restore what was there. She re- 
plied to the planners that she could do some- 
thing better. This was taken as arrogant, she 
says, and people have asked her how she 
will feel when a younger generation changes 
it all again. It won't bother her, she insists: 
“The idea of a garden sitting stagnant for 100 
or 200 years is not what I consider gardening 
is all about.” 

e s 


City gardens 


Patches of green 


THE LONDON TOWN GARDEN 1700-1840. By 
Todd Longstaffe-Gowan. Yale; 289 pages; £30 


HEN he arrived in Britain from Pan- 

ama at the age of 13, Todd Longstaffe- 
Gowan took a train from London to Edin- 
burgh. He was intrigued by the rows of 
houses along the railway, each with its idio- 
syncratic patch of outdoor space. Percep- 
tively, he recognised that these “private 
sanctuaries...full of the intimate realities of 
life”, provided clues to the nature of the 
country with which he was about to be- 








There’s a box at the door 


come acquainted. That train journey 
sparked an interest that has culminated in 
this comprehensive and beguilingly illus- 
trated labour of love and wide research. (A 
show called “London Town Gardens” ac- 
companies publication and is at The Mu- 
seum of London until April 30th.) 

Until the 17th century, gardening in 
London was largely confined to the 
grounds around the mansions of the nobil- 
ity that ringed the narrow streets of the city 
itself. There, the landowners had the space 
and the inclination to replicate the gardens 
of the country houses that they regarded as 
their natural habitat. Only when the city 
grew, and the middle classes built on 
smaller plots, did town gardening become a 
distinctive craft. One of its pioneers was 
Thomas Fairchild, who in 1722 wrote the 
first book on gardening in London, cham- 
pioning private gardens, leafy squares and 
public parks, and identifying plants that 
would survive in the smoke of the city. 

Not everyone was convinced that gar- 
dening in so cramped a setting was worth 
the effort. In 1756 Isaac Ware, an architect, 
wrote that it was “very idle” to try to grow 
flowers in the city: better to pave over the 
whole backyard and be done with it. But 
the sceptics underestimated the native pas- 
sion of the English for cultivated ground of 
their own. Nurserymen and garden design- 
ers proliferated and flourished. Conserva- 
tories and greenhouses were developed to 
defeat the weather. Ideally, an upwardly 
mobile Londoner would seek a house look- 
ing out on to a verdant square, with a styl- 
ish garden at the back. The town garden, Mr 
Longstaffe-Gowan observes, was “perfectly 
attuned to the advent of conspicuous con- 
sumption.” Today’s garden-design maga- 
zines, garden manuals and garden-make- 
over programmes for television amply 
confirm that it remains so. 
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David McTaggart 





HE South Pacific had a fasci- 

nation for David McTaggart, 
as it has done for many western- 
ers. Tahiti, New Caledonia, Tonga: 
he bought a boat, the Vega, and 
sailed from one evocative landfall 
to another. In 1972 he heard of, or 
maybe read about, an organisa- 
tion called Don’t Make a Wave. It 
was protesting about French nu- 
clear tests on the island of Muru- 
roa. France had tested its first 
bombs in the Sahara desert, butin 
1966 it had moved its nuclear test 
site to the more distant Mururoa, 
an uninhabited island that is part 
of French Polynesia. 

Although Mururoa is remote, 
nuclear watchers were worried 
that the French tests were above 
ground, potentially polluting the 
atmosphere for many hundreds 
of miles beyond its shores. The 
United States had ended tests in 
the atmosphere in 1962, and the 
Soviet Union in 1963. Now here 
was France nine years later con- 
tinuing to send poisonous mush- 
rooms into the Pacific skies. 

It is not clear if Don’t Make a 
Wave, a small group of enthusi- 
asts, intended more than a signal 
to the world about what the 
French were up to. But in Mr 
McTaggart they found they had 
recruited a warrior. When the 
next test was reported to be im- 
minent, he set out from Tahiti, 
about 960km (600 miles) from 
Mururoa, in the 36ft Vega and 
hove-to downwind from the expected explosion. The French had 
taken great trouble to clear the seas around Mururoa and tried to 
persuade Mr McTaggart to sail away. He declined. They postponed 
their test, then rammed the yacht. It was damaged but still seawor- 
thy, and Mr McTaggart hobbled back to Tahiti. Next year he re- 
turned to Mururoa. This time French commandos boarded the 
boat and beat him up. In 1974 Mr McTaggart won damages in a 
French court. The same year France ended atmospheric tests, in- 
stead exploding nuclear devices underground in Mururoa. Mr 
McTaggart became, if not world famous, certainly a leading figure 
in the fraternity of those opposed to mucking up the planet. He 
took over Don’t Make a Wave, and gave it rebirth as Greenpeace. 


| 








War and peace 


David McTaggart was a Canadian and, as his name suggests, of 


Scottish descent. His family, he once said, practised the teachings 
of John Calvin (1509-64), a Protestant fundamentalist highly influ 
ential in Scotland. Not only was Mr McTaggart stubborn, but he 
tended to be intolerant of anyone who opposed him. In a war he 
would have done well or had a hero’s death. He had to make do 
with the conflicts of peace. 

He first took on the French when he was 40, convinced that 








David McTaggart, founder of Greenpeace, 
died on March 23rd, aged 68 


this was what he was born to do: 
Calvinists believe in predestina- 
tion. All that had gone before in- 
his life, keeping himself fit (he was 
three times Canada’s badminton 
champion), gaining business ex- 
perience as a property developer 
in the United States, were matters 
preparing him for the big thing. 
When he started with Green- 
peace there were already many 
thousands, possibly millions, of 
people concerned about dangers 
to the environment and trying to 
do something about them, either 
as individuals or in small groups. 
Mr McTaggart worked to bring to- 
gether all these well-meaning 
people into one massive interna- 
tional pressure group as profes- 
sionally organised as those they 
sought to humiliate. 

Their raw material was pub- 
licity, much of it gained by der- 
ring-do exploits of Greenpeace’s 
front-line “soldiers”. Mr McTag- 
gart would be first over the top. 
He continued his war with the 
French over nuclear testing, again 
visiting Mururoa. The angry 
French retaliated in 1985 by blow- 
ing up a Greenpeace ship, Rain- 
bow Warrior, in Auckland har- 
bour, killing one person aboard. 
Greenpeace mourned the loss, 
but gained comfort from the 
worldwide condemnation of the 
French. Under Mr McTaggart’s 
leadership, Forbes magazine 
noted acidly, Greenpeace mas- 
tered the tools of “image manipulation”. 

A problem Greenpeace eventually faced was that it grew so big 
as to risk becoming unwieldy. Its accounts for 1999 show a world- 
wide gross income of $134m. Mr McTaggart always sought to pro- 
mote it as the brave struggling group of its early days. A newspaper 
picture of young idealists in rubber boats foiling whalers or climb- 
ing an oil rig to warn of pollution was what kept the public sympa- 
thetic. But eventually he tired of the giant he created. In 1991 he gave 
up the chairmanship and bought a farm in Italy and produced ol- 
ive oil: organic, of course. He occasionally returned to the fray, 
most recently in 1995, with yet another trip to Mururoa. He died in 
acar crash near his home in Umbria. 

Perhaps curiously, not a lot is known about David McTaggart. 
He obviously could not help becoming associated with Green- 
peace’s exploits, but he tumed down requests for interviews. Little 
detail has emerged about his personal life. He had a son, but stories 
that he was married three times and had four daughters have not 
been confirmed. His speech was far from elegant, and much 
punctuated by expletives. No one who knew him can recall any 
Stirring phrases. He would listen to a lieutenant’s plans for a new 
exploit and, ifhe approved, tell him togeton with it.“ have a natu- 
ral love of brevity,” wrote John Calvin. 
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sity. Our faculty members are known for developing and teaching the ideas that shape business tomorrow. 

This is your opportunity to take their classes, not just read their books. Chicago is now offering high impact 
executive education seminars in Europe, Asia, and North America. The Barcelona and Singapore offerings are 
listed below. 


Fax: ( 


sb.uchicago.edu 


Log on: http://gsb.uchicag 


Write: Executive Education 


University of Chicago Graduate School of Busines: 


t 


450 N. Cityfront Plaza Drive Chicago, IL 60611-4316 





FOR MORE INFORMATION ON OUR COURSES, FILL OUT AND FAX THIS FORM TO 1.312.464.8731 








PROGRAMS BARCELONA DATES SINGAPORE DATES FEE 


Name OGM. OGMs. OD 








Executive Development ©) June 10-22, 2001 C Sept. 23-0ct. 5,2001 vus $9,250 
Program: The Transition 

from Functional to 

General Management 











Financial Analysis for C June 18-22,2001 C September 17-21, 2001 us$5,200 | 
Nonfinancial Managers 








Information Technology © June 26-28, 2001 us $2,950 
for Non-IT Managers 








Strategic Thinking for O June 26-28, 2001 O October 8-10, 2001 us $2,950 
the New Economy 








Enhancing Leadership Q July 2-6, 2001 ©) August 27-31, 2001 us $5,200 
Performance: 
The Leader as Teacher 

















Strategic Sales U July 2-6, 2001 © August 13-17, 2001 us $5,200 
Management 
Negotiation and Decision © September 24-28, 2001 us $5,200 


Making Strategies 











http://gsbwww.uchicago.edu/execed/econ2 
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Templeton College | University of Oxford 








‘No great discovery was ever made 
without a bold guess’ 


Sir Isaac Newton 


The Oxford Advanced Management Programme 


17 June — 14 July 2001 | 30 September — 27 October 2001 
16 June — 13 July 2002 | 6 October - 7 November 2002 


World Views | Individual Focus 


The Oxford Advanced Management Programme offers senior 
executives a breadth and focus unique among management 
development programmes. Designed around three segments — 
concepts, contexts and competencies — it enables business 
leaders to examine critical issues at a global and individual level. 


The programme presents powerful insights into a rapidly changing 
business world; insights enhanced by the geographical and cultural 
diversity of its participants. Opportunities and challenges are explored 
within the wider contexts of science, economics and politics, in 
discussions led by some of Oxford University’s world-renowned 
experts in these fields. 


Sessions build on the traditions of Oxford’s educational philosophy. 
Designed to support individual learning styles, these include case 
studies, simulations and group presentations. Individual tutorials 
allow participants to set their own agenda in one-to-one discussions 
with carefully matched tutors from Templeton’s faculty. 


The programme is fully residential and the College's self-contained 
environment — Templeton is set in its own wooded parkland just 
outside the City of Oxford — offers an ideal location for learning 
and reflection away from distractions. 





The Oxford Advanced Management Programme provides 
a toolkit of resources which will sustain fast-track careers 
in a world where change is the only constant. 


For further information, 
please visit 
www.templeton.ox.ac.uk/amp 
or return to: 


Dorothy Cooke 

Templeton College, 

University of Oxford 

Oxford OX1 5NY, England 

Tel +44 (0)1865 422771 

Fax +44 (0)1865 422501 

Email amp@templeton.oxford.ac.uk 











Name Job title Company 
Address " 

R LAME ee ee 
Tel Th A Email 





Templeton College | University of Oxford 
www.templeton.ox.ac.uk/amp 


an 
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INSEAD www.insead.edu 





industrial corporations. 


-to enhance skills in formulating and 
es a ee 






AIMSOTECO Enrichment through Diversity 


Want to study for an 
MBA degree in the UK? 


Search, compare and apply online for the right MBA course 
in the UK. Hundreds of courses plus information on fees, financial 
assistance, accommodation, entry requirements and student visas. 
All this for free. 





www .studychoice.com 
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Twelve intensive months for a 
profound understanding of | 
marketing and finance. That's the | 
Master of International Economics | 

and Management at Milan's Bocconi. 

School of Management. It's a highly 
successful interdisciplinary course” 
offering key specialisations in | 
International Finance and Industry: 
Analysis and Marketing. Just some 
of the reasons why MIEM attracts: 
students from 30 countries all over: 
the world. So, if you too want | 
to fly higher, download our |: 
brochure and application form. 


MIEM 

Masterof 
International Economics 
and Management 
















HIGHER. 































International Finance 
Industry Analysis and Marketing 





of MEM ~ SDA BOCCONI - UCI Via Balilla, 








WHY CHOOSE BETWEEN A EUROPEAN AND 
AN AMERICAN MBA? IMM GIVES YOU BOTH! 


www.mostinternationalmba.com 


IMM, the International Master’s in Management, is a joint 
venture of three top universities: Purdue University, USA; Tilburg: 
University, The Netherlands; and Budapest University of Economic 
Sciences, Hungary. 


IMM represents the most international executive MBA; ` 

Indeed, every aspect of the program is international: participants, 
campuses, faculty, curriculum, and degrees. It is designed to 
accommodate the needs of executives with demanding schedules. 
Participants attend six two-week residencies interspersed over a 
two-year period, with state-of-the-art Internet support year-round. 
The residencies rotate among the campuses of the three schools. 
































This distinctive, cross-cultural program leads to both.an American 
MBA degree (Purdue) and a European MBA degree (Tilburg or 
Budapest). : 


THE NEXT PROGRAM STARTS JANUARY 2002 | How can you become one of the 60 international professionals to 
join the next IMM entering class? Visit our website and discover 
+1765 ee the international meaning of success. ; 


Tilburg 
+31 13 466 86 00 


Budapest 
+36 i 210 02 12 




















BUSINESS Eieiafeze]& 


HERIOT-WAT UNIVERSITY 


ENPC MBA PARIS 


Accredited by AMBA 


MBA of the Ecole nationale des ponts et chaussées, 


(founded in 1747) 


The MBA programme at the Ecole nationale des ponts et chaussées, one of the most pres- 


tigious Grandes Ecoles in France located in the heart of Paris, offers full-time (15 months) 


and part-time (2 years) MBA courses, both taught in English. This is an international, 


innovative and entrepreneurial programme fostering a strong sense of ethics, a multicul- 


tural dimension in management, and the impact of new technologies on business 


Global Vision 


Participants have the possibility to 
combine their studies in Paris with 
exchange programmes and professio- 
nal experience in a foreign country 

(in the United States, Europe and Asia) 


International Faculty 


The MBA faculty consist of outstan- 
ding professors coming from the best 
Business Schools world-wide and 
entrepreneurs with an international 
reputation in their area of expertise 





Business Development 


Wulticulral Environment 
and New Technologies Each intake is made up of around 70 


The curriculum also emphasises the participants representing an average of 


innovative use of technological 27 nationalities from 5 continents. 


capabilities to differentiate pro- > 
proven p $ p 
ducts/services, enhance competitive- 
Each participant customises his/her own 
ness and manage more effectively 
curriculum based on his/her own past 


the organisation $ 
experience and professional objectives. 


Contact quoting HECo1: tel. +44 (0)1704 508-301, or 
e-mail: hwattmba@ftknowledge.com ENI hool of lat 


www.hwmba.edu 


ment, eablisver 


Untie your management ` 


\ nel 


=ar 


bas duil'| l 


The one-year full-time executive MBA programme ottered by the Vlerick Leuven Gent Management School sharpens up all 
your management skills. The know-how embedded in the academic traditions of Leuven and Ghent is combined with the practical input of the innovative 
Flemish business community. And all this takes place right in the centre of Europe, where ng business always acquires an international character. 


.www.vierick.com 


Do you want to find out more about Vierick? Come and see us at one of 
the MBA fairs, browse through our website, or call, write or mail us. 


> Ae Vlerick Leuven Gent Management School, Bellevue 6, 9050 Gent, Belgium 


LLL AL | T +32 9 2109899 © F +32 9 2109700 © E-mail: info@vilerick.com 





102 THE ECONOMIST APRIL 7TH 2001 


[London 
Visualise your business rode 
and rehearse your strategy somre maes | 


Systems Thinking To successfully implement strategic change, senior management teams need a shared understanding of 

and Strategic Modelling their business, Team model building and simulation will enable you to test the potential outcomes of 
your decisions and build a mutual awareness of the issues facing your organisation. 

An acclaimed one-week 

programme for general 

managers, planners or strategy 

advisors who work closely with 

management teams. 


Led by John Morecroft, one of the world's leading experts on strategic modelling and system dynamics, 
Systems. Thinking and Strategic Modelling covers all the steps needed to lead and manage successful 
strategic modelling projects. You will examine the teamwork, thinking skills and simulation methods 
required and learn how these can be applied to a wide range of business issues such as growth 
management, human resource policy, supply chain dynamics and competitive strategy. 


-9-14 September 2001 By the end of the programme, you will have gained new insights into the dynamics of organisations and 
17-22 March 2002 the ability to identify potential obstacles to implementing future strategic change. 

8-13 September 2002 For a detailed information pack 
please contact Adam Norsworthy. 
Client Services 
Regent's Park 
E X E C U T | Vy E London Business School , a London NWI 45A, UK 
EDUCATION exists to advance learning email: execinfo@london.edu Tel: +44 (0) 20 7706 6836 


and research in business 


and management WWW. london ed u/execed Fax: +44 (0) 20 7724 6051 


570002 














Don't be taken in by appearances, you will need it, you’ll have to use your strengths. All of them. 
at least 13 months to fully understand this formula. This way, by raising your specific qualities to their 
And studying hard is not enough: SDA Bocconi full potential, you will learn to work by enjoying 





MBA is also a school of life. If you want to make yourself. A forma mentis that will last a lifetime. 


The brochure and application forms can be downloaded from our website: 
www.sdabocconi.it 


E-mail: MBA@sdabocconi.it SDA BOCCONI 
ERIS 


Tel. ++39-025838.3125/6605 - Fax ++39-025836.3293 Bocconi University School of Management | 
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Amsterdam } | Ki The World Bank Institute is 
institute of Finance pleased to offer an. intensive 


two-week colirse on 









In cooperation with the faculty of 


INSEAD 
Upcoming Courses 2001 





























The World Bank, Washington, DC 
July 16-27, 2001 







Advanced Financial Statement Analysis 


Chartered Financial Analyst (CFA®*) 


(May 14 - 16) 


Level | Review Course (May 14 - 18) Objective: To share the World Bank's experience and knowledge in the use of 
Financial Restructuring - Going Public (May 28 - June 1) environmental economics to address environmental problems at the macro, sectoral 












and project levels. General principles, specific analytical techniques, case studies, 


Portfolio Management publications, and software will be used to cover five modules: 















- Global Asset Allocation (May 28 - 31) l- Analysis of Environmental Problems 4- Valuing Environmental/Health Impacts 
- Fixed Income Investment (June 5 - 8) 2- Setting Priorities 5- Deciding on Policies, Programs & Projects 
- Equity Investment (June 11 - 15) 3- Contemplating Policy Responses 
~- Real Estate Investment (June 18 - £9) i ; ; : 
Faculty: A core team from the World Bank, and internationally known academics. 
Asset Securitization (June 20 - 22) Audience: Advisors, Public and Private Sector Professionals, NGOs and Academics. «| 












Behavioral Finance (July 16 - 18) Qualifications: Background in economics, English proficiency, and computer literacy, 
Registration Fee: US$1.850 for each participant from World Bank borrowing 


countries (except for those being sponsored by international organizations), and 





Measuring and Implementing 
















Economic Value Added August 29 - 3] 
TR $ (Augus ) US$3,600 for all other participants, including those sponsored by international 
Financial Innovation in Corporate Finance (Sept. 17 - 21) organizations. Fee includes tuition, lodging ($1,200), health insurance, training 
Modeling in Project Finance (Sept. 24 - 26) materials and use of computa Travel ane subsistence are additional, 
Application Deadline: May 18, 2001 
For information, please visit our Web site or contact us directly. more info : contict Ms. Maria Ter 











AIF - P.O. Box 59536, 1040 LA Amsterdam, The Netherlands 
telephone: +31-20-5200160 - fax: +3 1-20-5200161 
e-mail: info@aif.nl - internet: www.aif.nl 


Budgeting and 
Financial Management 


MBA in the Public Sector 
(Warwick) June 24-July 27, 2001 


it’s not the letters after your name, 
y 
it’s the name after your letters. 











For senior level budget analysts, economists, accountants, and 
administrators in ministries of finance and planning at all levels 
of government and public enterprise. Topics covered include: 
e How resources for the public sector are estimated 
and assigned 
e How budget systems are designed and budgetary 
allocations are planned 
e How expenditure is managed, accounted for and reported 















For more information about this program 
and others, please contact: 










Our name matters, your location needn’t with the 










Warwick MBA available worldwide by Enrollment Services 
Distance Learning. Tel: 617-496-0484, ext. 202 
Fax: 617-495-3090 















Email: KSG_ExecEd@Horvard.edu 
Internet: http://www.execprog.org 


HARVARD UNIVERSITY 
JOHN F. KENNEDY SCHOOL OF GOVERNMENT 


Yek+44 (0)24 7652 4100 
Fax:+44 (0)24 7652 4411 
Email: dimbainf@wbs.warwick.ac.uk 
http://dimba.wbs.warwick.ac.uk 


WARWICK 


BUSINESS SCHOOL 
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International 
MBA in Paris 


Entirely in English, our 12-month full-time MBA is an unusually 
multicultural experience, with over 20 nationalities on the student body. 
Designed for experienced participants, it combines core courses in Paris 

with a wide range of electives and international seminars. 
AMBA and EQUIS accredited. 
ESCP-EAP MBAs lead to senior positions worldwide: join the network 
of 19,000 ESCP-EAP cima working in 65 countries. 


Next Session - January 2002 
www.escp-eap.net 


Contact MBA Admissions: mba@escp-eap.net - +33 1 4923 2759 
79 avenue de la République - 75011 Paris 


ESCP-EAP 
ae 


European School of Management 








Learn everywhere. Manage anywhere. 


w 


EXECUTIVE MBA PROGRAM 
elke): WEPANE LO) OF 
MARKETS AND 

ONIC BUSINESS 


As a European leader in education and research, Maastricht University 
is famous for its unique small-scale and self-motivating approach 

to teaching (problem-based learning) and its high leve of 
internationalisation. In the national education surveys, 

Maastricht is consistently listed in the top ranks. 


The Faculty of Economics and Business Administration has developed a 
part-time Executive MBA Program which reflects two important aspects 
of the current business climate: Globalization of Markets and Electronic 
Business and Commmerce. The Maastricht Executive MBA Program aims 
to prepare managers for future success in a rapidly evolving and highly 
competitive global business environment where continued innovation is 
crucial to productivity and growth. 


The Maastricht Executive MBA Program curriculum consists of three 
tracks: General Management, Financial Management and E-Commerce 
and Marketing. The program is designed to be completed in 24 months 
and lectures and classes are conveniently paced and are conducted each 
week on Fridays and Saturdays. Our MBA exchange program with a 
leading US business school adds considerable value to the curriculum. 


For more information, please visit our website: www.mba.unimaas.nl, 
or contact Dr. Charles Pahud de Mortanges (c.pahud@mw.unimaas.nl), 
or Prof. Dr. Willem Verschoor (w.verschoor@berfin.unimaas.nl) 


Universiteit Maastricht 

Faculty of Economics and Business Administration 
Executive MBA Program Office 

P.O. Box 616, 6200 MDMaastricht, The Netherlands 
Tel: +31-(0)43-388 3220, Fax: +31-(0)43-388 4970 


SOLVAY 
BUSINESS 
SC HOOL 


Un Libre 


Buassels 


Situated in the heart of Europe, Solvay 
Business School has been synonymous 
with excellence in business education 
for over a century. 


In an intensive one-year programme 
_ in English, the Master of Business 
formare PETE Administration provides training in 
Daiiias eal international management skills using a 


Université Libre hands-on curriculum. 
de Bruxelles 


Av. F D Roosevelt, 21 Students may customise their 
CP-145/1 Programme and specialise in European 


B 1050 Brussels, 

Belgium Management. 

Tel: +32 2 650 41 83 

Fax: 432265041 99 Courses, in English, are given by a truly 


e-mail: mba@ulb.ac.be international faculty. 


www.ulb.ac.be/soco/solvay/mba 


ROTTERDAM ser oot o 


ZTHE WORLD 
=IN YOUR CLASS 


© committed to being an international center of excellence 
for management education, Rotterdam School of 
C 3 Management is the Graduate School of Business at 
af Erasmus Universiteit Rotterdam in The Netherlands. 


= INTERNATIONAL MBA PROGRAMS 


The Rotterdam School of Management s Full-time MBA 
oO (General Management) and MBA/MBI (plus Information 
Technology) bring together participants from 50 countries 

f m] for an intensive 18-month “hands-on” approach to 
management, taught entirely in English, Work experience 


oO is required. 

"EO For working professionals with at least four years of 

Q} experience, RSM offers 2-year Part-time International 

W MBA and MBA/MBI Programs. Courses are usually held 
on Friday evenings and Saturdays every other week. The 

= curriculum includes study trips abroad. 


=< 

= The Rotterdam School of Management also offers 
Open Executive Courses, tailor-made In-Company 
Programs and Consortium Programs. 


(=) P.O. Box 1738, 3000 DR Rotterdam 
OZ The Netherlands 
Phone: +31-10-408 2222 i 
Fax: +31-10-452 9509 RS Mér 
E-mail: rsm@rsm.nl ag r 
Rotterdam School of Management 
Internet: www.rsm.nl Erasmus Graduate School of Business 








COURSES 


PRINCETON UNIVERSITY 
] E g Woodrow Wilson School of Public and International Affairs 


in collaboration with the World Bank 
World Bank Institute and Private Sector Advisory Services 
Privatization, Regulatory Reform & Corporate Governance 


June 25 — July 13, 2001 Princeton, New Jersey, USA 
Director, Eytan Sheshinski 
+ Methods of Privatization: Auctions, Share 


Flotation, Concessions and Strategic 
Investors 


* The Record on Performance and 
Reform of State-Owned Enterprises 


+ The Rationale for and Problems of 
Public Ownership * Mass Privatization in Transition 
Economies 

+ Privatization of Natural Monopolies 
Theory and Evidence + Recent Privatizations: Data and 
Conclusions 

* Regulation: Structure and Methods 

* Post Privatization Corporate Governance 

+ Deregulation and Competition Policy 

+ Sector Case Studies (Telecommunica- 


+ Labor and Privatization tions, Transportation, Utilities) 


Workshop includes working trips to Washington, DC (World Bank) and 
a Wall Street Investment Bank 


Lecturers in previous workshops (held at HIID, Harvard University) include: 
Kenneth Arrow, William Baumol, Eduardo Engel, Paul Krugman, Joseph Stiglitz 
and Lawrence Summers 


Woodrow Wilson School of Public and International Affairs 
Roberton Hall, Princeton University. Princeton, NJ 085-44, 
Aci: Tracey Storey 
Fax: (609) 258-4102 ‘Tel. (609) 258-1723 
H mail re formé princeton edu 
http://www.wws.princeton.edu/~reform 


TE UNIVERSI 


BUSINESS & 
THE PUBLIC 
POLICY PROCESS: 
HOW WASHINGTON 


A leadership seminar for executiv 





10h 














University of Münster / Germany 


The faculties of Law, Economics, and Business Administration at the 
University of Münster announce the launching of the 


Doctoral Program 
on 
Negotiation, Contracts, and Regulation 


The interdisciplinary program seeks applications from highly qualified 
candidates with a Law, Economics, or Business background, who aspire 
careers in academia or high level administrative positions in the public or 
private sectors. Class size is restricted to a maximum of 20 participants per 
year. Instruction languages are German and English. 


Successful candidates receive the German Dr. jur. or Dr. rer. pol. degree 
after three years including dissertation work. After three semesters, an MSc 
degree can be awarded. The candidates are going to be financed through 
competitive scholarships for a maximum of three years. 


The launching of the program is conditional on receiving financial support 
from the State of Northrhine-Westfalia. The decision is expected in early 
summer 2001. The program commences in October. 


Applications are requested by June 8th 2001 to the Dean’s office of Law 
Department, Universitatsstr. 14-16, D-48143 Münster, Germany. 


Barcelona | 





CENTRE 


FOR FINANC 


of ei a Masters d 
< with grade averages at distinction í 


WORLD BANK INSTITUTE 





Promoting knowledge and learning for a better world 


Frontiers in Infrastructure Finance 
* Washington, D.C. 


June 18-29, 2001 


Objective 

+ To provide systematic coverage on how 
infrastructure projects are analyzed, 
procured, negotiated, and financed in 
the current changing regulatory, 
financial.and technological landscape. 


Topics 

* Concepts, techniques, and relevant 
case studies in project selection, risk 
mitigation through financial 
derivatives, insurance, and contracts; 
concession award; international 
financing opportunities; public 
policy issues in infrastructure 
finance; and regulation. 


Structure 

+» Special workshop during the course 
will provide the opportunity for more 
in-depth discussions of emerging 
issues in transport and power finance. 


Audience 


* Government officials, private 
executives, and financiers dealing 
directly with infrastructure finance 
and development, as well as 
academics and trainers. 


Teaching Method 

* A combination of lectures, computer 
simulations, hands-on case studies, 
and group discussions. The course will 
be conducted in English. 


Faculty/Resource Persons 

+ Experts from leading business schools, 
the Word Bank Group, international 
faw firms, and consultants. 


Deadline for Application 
* May 4, 2001 


For more information, please contact 
Mr. William Nedrow by email at 
wnedrow@worldbank.org or 


E ISMA Centre: Whiteknights 
PO Box 242 : Reading RG6 6BA - UK 
Tel: +44 (0)118 931 8239 

Fax: +44 (0)118 931 4741 

Email: admin @ismacentre.rdg.ac.uk 


via fax at + 1-202-334-8350. 


Further information: 
www.ismacentre.rdg.ac.uk 


www.worldbank. bi/infrafin 


Master of Business Economics 


> Competition and Regulation Policy 
P Industry Economics 

> Managerial Economics 

> Project Evaluation 


Master of International 
Economics and Finance 


b> International Money and Finance 
> International Trade and Investment 
> International Business 

> International Trade Law 





LEARN GLOBALLY. STUDY LOCALLY. 


THE GLOBAL MASTER OF ARTS PROGRAM (GMAP) 


Are you an experienced interna- As a GMAP student, you perform 
tional affairs professional who your professional duties while 
wants to further your education pursuing your education, You work 
without taking a year off? If so, closely. with our highly respected 
consider the GMAP offered by The faculty and receive a top quality 
Fletcher School at Tufts University, Fletcher education. Plus, you become 
This one-of-a-kind, one-year master's part of our active and influential 
program in international relations international community. Classes 
combines three (3) two-week resi- begin July 2001. Contact us today 
dency sessions with 33 weeks of to learn more about this challeng- 
computer-mediated instruction. ing program. 


These coursework programs can be completed in thr 
of full-time study. Admission possible for graduates in 
July, November and February intakes. 


For more information: 

Contact the Head, School of Economics, 

The University of Queensland, Brisbane Qld 4072 A 
Telephone: +61-7-3365-4482/6570 

Facsimile: +61-7-3365-7299 

Email: econ@economics.uq.edu.au or visit our 
Website: http://www.uq.edu.au/economics/ 

THE GMAP INTERNATIONAL CURRICULUM INCLUDES: 
Crisis Management & Complex Emergencies © international Finance 
International Business & Economic Law * Leadership & Management 

international Negotiation © International Technology Policy 
international Trade Economics & Investment 
Transnational Social issues 


UQ is a member of Universitas 21, a select global alliance of uni 


UQ Business School Brisbane Australia 





| THE UNIVERSITY 


WORLD CLASS: J 
BE PART OF IT $% OF QUEENSLAND 


TEL: 617-627-2429 WEB: www-fletcher.tufts.edu 
E-MAaiL: fletcher-gmap@tufts.edu 














HR tude cS) ORION Our degree programs are designed to meet the 
“Fearn howa m ified Professional y Many heide Ne “COLLEGE educational requirements of the busy executive. 


: ae SP ee eae NO COST evaluation! Send resume. 620 Lotus Dr. N. Dept. 6434] Earn your undergraduate, graduate, or MBA 
The Consultants Institute 6400 UPTOWN BLVD NE > SUITE 398-W Mandeville, LA 70471 degree at your own pace wherever your j ob may 
0456 ia 


-34  ALBUQ., NM 87110:USA ig -624- À . 
ar 34@centuryuniversity.edu Far PBS OZER take you. You'll enjoy the cost effectiveness of 
1-800-240-6757 


Call Today 866-829-6434 | Our degree programs. Explore the possibilities. 


ONLINE OPTIONS ” 
www.orioncollege.com 


ADULTS, EARN YOUR Teaching French to adults for 30 years 


COMPUTATIONAL DES AY HOME IN INSTITUT DE FRANÇAIS 


JUST ONE YEAR! 


FINANCE -Ph. Overlooking the Riviera’s most beautiful bay 
WASHINGTON INTERNATIONAL UNIVERSITY A UNIQUE TOTAL IMMERSION PROGRAM 


apply now for Fall 2001! In most fields. Student Comm. Ctr. 144 8 /2 hrs a day with 2 meals. 8 levels : Beg. I to Adv. II 
. i ivy Lane, King of Prussia, PA 19406 - ACCOMMODATION IN PRIVATE APARTMENTS 
www.cse.ogi.edu/CompFin/ ; 
: g p USA, FAX: 610 205 0960. Next 4-week course starts May 7, June 1 and all year | 
E-MAIL: admissions @washint.edu 06230 Villefranche/Mer ED7, France. Tel.: (33) 493 01 88 44 Fax: (33) 493 76 92 17 
WEB SITE: www.washint.edu www.institutdefrancalis.com 


Recognized as the world's most flexible Distance 
Learning MBA or OBA/Ph.D. No bachelors degree 
required for the MBA (or Master's for DBA) if you have 
significant work experience. No time limits, minimum 
or maximum. MBA usually takes.one year, DBA two. 
Transfer students welcome. No required courses. 
You will not have to study material you already know or 
do not need, No exams, instead you write papers. 
Learn from successful business leaders/authors 
(many are millionaires), Faculty members wanted. 
Rushmore University, Dakota Dunes, SD-USA / 605- 
232-6037 ec@rushmore.edu www. distancemba.cam 


The Executive MBA 


educates managers from all over the world 
taught in 8 intensive modules each lasting for 7 days 
or by evening study 
THE UNIV . i entry points in January, April, June and September 
aes flexible - a minimum of two modules a year 


OF BIRMINGHAM Birmingham faculty teach in the UK and Singapore 
‘Developing global competence 
for a changing world’ iM 
T H E Full time MBA programmes: B 
MBA International Business 4 


BIRMINGHAM MBA International Banking and Finance 


Fsocianan S 


TCIN TE Se The E ean MBA with ESC M ellie 
BUSINESS Ihe li uropean MBA with I C Montpe lier 
Stak HTTP://www.bham.ac.uk/business Email: MBA@bham.ac.uk 
SCHOOL Tel: 44 (O)121 414 6693 Fax: 44 (0)121 414 3553 


WESTMINSTER BUSINESS SCHOOL Our Summer School offers the chance to gain valuable skills in business and 


management whilst enjoying an exciting cultural and leisure programme, 
based in the heart of London. Transferable credits awarded on completion 
may count towards a Masters Degree. 


Graduate Seeded 


@ International Financial Services 


S U m m (= g Operations & Information Management 


Quantitative Methods in Finance 
Modelling Business Strategy 
Sc h (ole) i International Marketing 
@ international Business Policy 


Contact the Admissions & Marketing Office, University of Westminster, 
35 Marylebone Road, London NW1 5LS, UK. 

Telephone 020 7911 5020. Fax 020 7911 5703. 

Email mrdmark@wmin.ac.uk http://www.wmin.ac.uk/wbs 


CENTRAL LONDON, UNIVERSITY OF WESTMINSTER 
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RESEARCH & CONSULTING 


DIRECTOR/ASSOCIATE DIRECTOR 
HOUSING MANAGEMENT AND FINANCE 
ECOTEC wishes to recruit senior specialist staff at the Director or 


Associate Director level to lead the expansion of our research and 
consultancy services in Housing Management and Finance. 



























The work will be predominantly but not exclusively in. the UK. You will 
be expected to develop a new team of consultants and researchers 
building upon our expertise and track record in Economic 
Development/Regeneration, Social Policy and Environmental Policy. 
Our services are and will be regeneration lead with strong economic 
grounding. Candidates will be expected to demonstrate appropriate 
competences and sympathy with this approach. Above all you will need 
to be a team builder and work winner, able to exploit fully the synergies 
with other teams in ECOTEC and our sister companies, NEI BV and 
Kolpron BY, in the newly established ECORYS Group, a pan- 
European research and consulting company with over 500 staff and a 
turnover in excess of €50m. 


















See our web sites for further information at www.ecotec.com, 
wwwneiLnl and www.kolpron.nl, ECOTEC has offices in the UK in 
Birmingham, Leeds and London. This post is based in Birmingham but 
will involve extensive UK travel. 





Faculty of Business and Economics 





















The salary package attached to the post is in the range of £50k to 
£70k. There is also the possibility of equity participation for 
exceptional candidates, 


CVs to Pat White, Personnel Manager, ECOTEC Research & Consulting 
Lid., Priestley House, 28-34 Albert Street, Birmingham B4 7UD} by 28" 
February 2001 (Interviews week commencing 12 March 2001). 


Informal discussion with Frank Joyce, Chairman on 0121 616 3610 or 
by e-mail to Frank Joyce@ecotec.co.uk 


COURSES 









NIMBAS 


Graduate School of 
Management 







Put your business career 
on track with one of the world's 
most International MBAs 


Amongst the world's-finest business schools, we rank #1 in the world 
for career progress-and #3 in the world for.Internationalism’. 


Study in the heart of Western, Europe for the prestigious University 
of Bradford MBA and DBA. You'll need a degree, fluent English, work 
experience and an open mind. Pag 


One-year Full-time MBA.@— 
in Utrecht,.the Netherlands 


Two-year Part-time MBA O— 


inthe Netherlands and in Germany 


Two-year Executive MBA 


seven 9-day sessions in 4 European countries 





















Doctor of Business Administration O— 
modular programme in the Netherlands and in Germany 









` Financial. Times Survey 22/01/01 







230 3050 ® F +31 (0)30 2 
simbas com # Website: www.nimbas.com 
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Professors of Marketing 
(Two positions) 


Monash University, Melbourne, Australia 





Monash University is seeking to appoint two outstanding 
scholars as Professors of Marketing to provide academic 
leadership in research, teaching and administration in the 
Department of Marketing, within the university's Faculty 

of Business and Economics. The successful appointees 

will assume significant responsibilities for key areas of the 
department's activities and will be expected to: contribute 
to teaching in undergraduate, graduate and executive 
programs; take a significant leadership role in research 
activities; and be involved in departmental management. 
With academic research and publication an essential activity 
for all academic staff in the department, the professors will 
be expected to provide leadership in their areas of research 
and foster the department's overall research activity. 


The Department of Marketing at Monash is Australia’s largest 
provider of tertiary education in marketing, with some 1450 
undergraduate students and more than 800 graduate students 
enrolled. The department is comprised of 56 full-time academic 
staff, 13 administrative staff, research assistants and numerous 
sessional teaching staff. It aims to undertake and disseminate 
quality research in marketing through its PhD, masters and 
honours programs and by research support for staff. 


One of the appointees will specialise in retail marketing; it is 
anticipated that this professor will perform the role of director 
of the Australian Centre for Retail Studies, which is located 
within the department. The professor will be expected to 
build the national and international profile of the centre and 
its programs. He or she will have experience in and a strong 
commitment to achieving quality in retail marketing education, 
research and executive development. 


The second appointment will be made in an area of marketing 
consistent with the department's current strengths, which 
include marketing communication, consumer marketing, 
channel management, marketing management and 
marketing education. 


Professorial salary: $496,610 per annum. Superannuation, 
travel and removal allowances and salary packaging 
are available. 


Selection documentation may be accessed electronically 
on the world wide web: 
www.monash.edu.au/personnel/jo_seniorhtm 


Confidential inquiries regarding the positions may be made 
of Professor Mark Gabbott, Head, Department of Marketing, 
telephone +61 3 9903 2547, fax +61 3 9903 2974, 

email mark.gabbott@buseco.monash.edu.au 


Further information and particulars of the application 
procedure can be obtained from Mr John Noonan, Manager 
(Senior Appointments), Monash University, Victoria 3800, 
telephone +61 3 9905 5904, fax +61 3 9905 6857, 

email john.noonan@adm,monash.edu.au 


Applications should reach Mr Peter Marshall, Director, 
Student and Staff Services, PO Box 92, Monash University, 
Victoria 3800, Australia, no later than Friday, 18 May 2001. 


The university reserves the right to appoint by invitation. 


An Equal Opportunity Employer 


Pe 


DRA PERL ABT 
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Home Office 


BUILDING A SAFE, JUST 
AND TOLERANT SOCIETY 


High-level management 
Policy development and delivery 


London and Croydon 
c.£35,000 rising to c.£50,000 + excellent benefits 




















































From crime and human rights, to immigration and family life, the Home 
Office deals with some of the most important issues which confront us 
today. If you've an open, inquisitive and innovative mind, you could soon 
be helping us to tackle them. 


Understand the problem 


We are looking for enthusiastic and talented people with a variety 
of skills and backgrounds to join us in the challenge of shaping a 
safe, just and tolerant society. The work includes developing and 
managing projects and implementing initiatives which will 
potentially affect the lives of millions of people around the UK. Closer 
to home, you will lead and motivate your own high-calibre teams, and 
manage often substantial resources. You'll be expected to achieve results 
through wide consultation, detailed analysis, imaginative strategic 
planning and flexibility in delivery. 


How can we build a fairer society? 


Of graduate calibre, you'll probably have at least 3 years’ 
stretching experience in a managerial or strategic planning 
role. If you do not have a degree, or you have shorter 
experience, you will have a particularly strong record of 
personal responsibility and achievement. You'll be able to demonstrate 
abilities in managing people, resources and delivery of projects or 
programmes of work. Approachable and confident, you will establish a 
positive atmosphere in your team, encouraging equal opportunities and 
supporting staff development. As a first-class communicator, you'll also 
be able to impress and influence at all levels. 


In return, you can look forward to a varied, challenging and highly 
rewarding career path. Starting salary will depend upon location and 
post, but in all cases you can expect a benefits package which includes 
generous leave allowance, excellent pension scheme and flexible working. 


To apply, you must be a British or Commonwealth citizen, or a national of 
a state within EU, and should have no restrictions on your stay in the UK. 


Make a difference to the lives of millions 


For an application form, please call our recruitment hotline on 
01325 745170 (24 hours) or fax 01256 383786/383789 or 
e-mail: homeoffice@rasnet.co.uk Please quote reference C/5389. 
To download an application pack online, visit: www.rasnet.co.uk 
Closing date for applications is 27 April 2001. 


The Home Office is an equal opportunities employer and 
welcomes applications regardless of ethnic origin, religious 
belief, gender, sexual orientation, disability or any other 
irrelevant factor. 


THE POCONTASIOT ADETE PILE Ant 
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DELFT 


-International Institute for 
Infrastructural, Hydraulic and 


Environmental Engineering 


The mission of IHE is to support 
development and to facilitate 
capacity building in low and middle- 
income countries through education, 
training, institutional strengthening 
and related research in the fields 

of Water, Environment and 
Infrastructure. 


“The Water Services Management 

group in the Department of 
Management and Institutions is 
concerned with the management 
: of the efficient and equitable 


provision of water supply and 
sanitation in urban and rural areas. 


The specific tasks of the group 
are to develop the new Water 
MBA Programme, to strengthen 
the interdepartmental and 
inter-nodal modular education 
programme and to extend 

the academic research programme 
in co-operation with multilateral 
and bilateral partners. 

Present research focuses upon 
Public Private Partnerships, 
institutional Development 

and Pricing and Service 
Differentiation for the Poor. 


THE SOTINOMILT APRITE TTH ZAHI 











IHE seeks to make high level appointments to the following posts in 
the Department of Management and Institutions: 


A. PROFESSOR OF WATER 
SERVICES MANAGEMENT 


The Water Services Management Group necessarily spans a wide subject area. As 
the leader of this group, the WSM Professor should have a broad orientation. 
He/she should be able to relate to the needs and interests of senior utility managers, 
regulators and government officials in large cities as well as to the concerns of rural 
communities in the context of NGO/CBO supported development. He/she will 
also have the academic credibility to effectively guide the WSM group members, 
and to relate to senior university staff with our capacity-building partners. 


The ideal candidate has a background in engineering and management or public 
administration. He/she should have substantial knowledge and experience in 
public administration and policy development, the provision of municipal services, 
financial management, cost-recovery, and operation and maintenance of services. 
He/she will have a demonstrable capacity to integrate the wider aspects of the field. 


B. LECTURER/SENIOR LECTURER 
IN WATER SERVICES 
MANAGEMENT. 


The Lecturer will be part of the Water Services Management core group. His/her 
work entails teaching, research and advisory work related to the provision of water 
and sanitation services with special emphasis on low and middle income countries. 


The candidate should have a PhD in a relevant social science and possess specialist 
knowledge in one or more of the following fields: utility management, 
infrastructure economics and utility regulation. The ideal candidate would combine 
a solid grounding in industrial economics and/or public administration research 
techniques with some years’ exposure to a utility industry (water, power or 
telecommunications), preferably in a low and middle-income country context. 


Conditions of employment 

Both positions are based in Delft, The Netherlands. A competitive salary is offered 
depending on qualifications and experience in accordance with the conditions of 
employment for Dutch Universities. The appointment implies entry into the 
Netherlands’ Civil Service Pension Fund (ABP). 


Information and application 

Further information on these posts is available from our website 
http://www.ihe.nl. To discuss the positions please contact Ir. M.W. Blokland, 
member of the Nomination Advisory Committee (e-mail mwb@ihe.nl/telephone: 
+31 15 215 17 82). Candidates can send their application within four weeks in 
writing to IHE Delft, attn. Mrs. M. van Roosmalen, Head Personnel and 
Organisation (e-mail mvr@ihe.nl), PO Box 3015, 2601 DA Delft, The Netherlands. 
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Executive $75K-500K+. Career searching into, within or out of ~ 
Asia / Europe / M.East / U.S.? Contact for Free Info.& Critique 


www.careerpath.co.uk 
Fax: Email: 
USA/Canada +1202 4781698 cpamerica@careerpath.co.uk 
Europe +44 20 75048280 cpeurope@careerpath.co.uk 
Asia / M. East / Aus +66 2 2674688 cpasia@bkk.loxinfo.co.th 











AFRICAN CENTRE FOR TECHNOLOGY STUDIES 


EXECUTIVE DIRECTOR 


The African Centre for Technology Studies (ACTS), a leading African research and 
policy analysis institution headquartered in Nairobi, Kenya, seeks qualified candidates for: 
the position of Executive Director. This top position at the Centre requires a gifted and 
energetic. person with experience of research, policy analysis and advocacy, and fund- 
raising to lead ateam of some fifteen fellow professionals. 


















ACTS research and policy work focuses on critical aspects of the conservation/ 
development nexus such as biodiversity and biotechnology, climate change, global trade, 
and human health. In addition to research, it is involved in building capacity by 
organizing workshops for representatives from the public, private and voluntary sectors, 
advises African governments on crucial policy issues, and participates. in global 
conservation and development fora, The incoming Director is expected to develop and 
further strengthen the Centre’s involvement and intellectual standing in these. areas. 


























The Centre’s annual budget of approximately US$ 1.5 million is supported by grants from. 
a broad range of public and private donors. It is curréntly developing an endowment to 
enhance its financial stability. The incoming Director is expected to take a leading role. in 
ensuring the steady flow of program grants and contributions to the endowment,, The 
Executive Director reports to an international Governing Council, which oversees the 
Centre’s work. 






The International institute for Environment and Development (HED) 
aims to provide expertise and leadership in researching and achieving 
sustainable development at national, regional and global levels. In 
alliance with others, we seek to shape a future that ends global 
poverty and delivers and sustains efficient and equitable management 
of the world’s resources. We currently have vacancies for two senior 
research posts, based in London. 


Director 


Corporate Responsibility for 
Environment and Development 


£35,295 - £44,078 


This post will lead the development of a new programme of research 
and stakeholder engagement on responsible business, and how to 
ensure that developing country perspectives inform corporate policy 
and practice. Applicants should have significant experience of 
promoting and/or researching corporate initiatives to eliminate 
poverty, improve governance and ensure environmental security in the 
developing world. Ref: CRED 


Principal Researcher 


International Environment 
& Development Economics 


£35,295 - £44,078 


This post will focus on the political economy of international trade, 
investment and sustainable development, and on policies to reduce 
poverty in the developing world while protecting the environment. 
Applicants should have significant experience of applied research on 
the social and environmental impacts of international trade policy, 
structural adjustment and/or capital market liberalisation, together 
with a good understanding of multilateral negotiations on trade, 
investment and the environment. Ref: EEP 


Both posts require a relevant post-graduate degree and at least 10 













Highly motivated persons are invited to apply. Applicants should bave a PhD in social or 
environmental sciences, at least five years of work experience as policy analyst or 
researcher, and a proven track record in fund-raising. Candidates from eastern and 
southern Africa are especially encouraged to apply. ACTS will offer an internationally 
competitive remuneration package for this position. 



















Applicants should apply by sending their curriculum and names and addresses of three 
referees. to the Chairman of the Governing Council, e/o Susan Dewey, ILRI, P.O. Box 
30709, Nairobi, Kenya. Email: s.dewey@egiar.org. Deadline for applications is 31 May 
2001, or until the position is filled. Short listed candidates will be invited for interview 
with the Governing Council in early December 2001. The incoming Director is expected 
to take over on April 1, 2002, when the contract of the incumbent director expires. 
















For further information about ACTS, visit its website at hitp:/www.acts.orke 









Program Officer 


The John D. and Catherine T. MacArthur Foundation, seeks 
a Program Officer for its Nigeria Office. Ph.D., preferred, 
but not required. Primary responsibilities will be working 
with Foundation staff and grant applications to develop grant 
recommendations supporting programs focused on 
advancing human rights, improving conditions in the Niger 
Delta, and promoting reproductive health and rights. 
Requirements: broad training in social sciences; minimum 
five years experience in relevant field; computer literacy, 
preferably MS Office software; strong written. and 
communication skills. Previous grant-making/seeking 
experience highly desirable. Responsibilities: identify 
prospective grant recipients; evaluate proposals; maintain 
extensive liaisons with people & organizations active in 
relevant fields, prepare grant recommendations; organize 
meetings with grant recipients and program advisors; 

















years’ experience of collaborative research, as well as research 
management and fundraising. Excellent communication skills in 
English are essential and fluency in French, Spanish or Portuguese is 
highly desirable. 


For further information and an application form please write 
to the Personnel Department, HED, 3 Endsleigh Street, 
LONDON, WC1H ODD; fax +44 (0)20 7388 2826 or 
email -Personnel@iied.org. Details are also available 
at wwwaiied.org Please state the appropriate reference. 
Only completed application forms will be considered. 
Closing date for both posts: 4 May 2001. 


HED aims to be an equal opportunities employer and welcomes 
applications from all areas of the community. 
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monitor active grants; catalyze cross-project learning; and 
participate in planning future program actions. For a 
detailed position announcement sce wwmmacfound.org. 
Competitive salary & generous benefits plus defined 
relocation expenses to Abuja. Mail your cover letter, resume 
and salary history no later than May 1, 2001. Candidates 
living in Nigeria should send application to: Search Director, 
MacArthur Foundation — Nigeria Office; 2 Ontario Crescent 
(off Mississippi Street); Maitama A6, Abuja, Nigeria; Fax: 
(09) 413-2919. Candidates living outside of Nigeria should 
send application to Search Director, MacArthur Foundation; 
140 S. Dearborn Street; Suite 1100; Chicago, IL 60603. 
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\PPOINTMENTS. 


hagraphics 
GLOBAL, 


| To learn more about 
becoming an AlphaGraphics 
Master Franchisee, com- 
plete our online inquiry 
form under Franchise 

: Opportunities at: 
www.alphagraphics.com/international 
AlphaGraphics, inc. 3760 North Commerce Drive Tucson, AZ 85705 USA 
Phone 1.520.293.9200 Fax 1.520.887.2850 





*1$0 9002 certification, ensuring consistent 
network-wide quality standards in more than 
20 countries 


We are currently seeking licencees in Belgium, 
France, Germany, india, Korea, Malaysia, 
Singapore, Spain, and Taiwan, Our client base 
of over 600 multinational corporations has 
requested that we establish a presence in 
these markets. 




















NATIONAL UNIVERSITY 
of SINGAPORE 










Founded 1905 


























Head, Department of Economics 


Applications are invited for the position of Head and Professor of Economics. 
The Department of Economics (http: //www.fas.nus.edu.sg/ecs/) is 
one of 11 Departments and 7 programmes within the Faculty of Arts and 
Social Sciences. It offers degree programs at the undergraduate, masters and 
doctoral levels, catering to some 1,700 undergraduates opting to read 
Economics and about 100 graduate students. There are over 60 faculty 
in global trade and development; economic 
cconomics of technology and 
n economies. The successf 


members, with key research < 
theory and econometrics; financial economic 















innovation; transportation economics; and As 
candidate is expected to have an international research reputation and 
relevant administrative experience and leadership qualities. He/she should 
have an interest to lead the development and implementation of a vision for a 
dynamic Department, help develop the potential of young faculty, attract 
quality faculty members at all levels and build up a strong graduate research 
program. A competitive remuneration package can be expected. Initial 
appointment may be on tenure or term contract. 

Please send nominations and applications with full vita by 30 April 2001 to: 
Chair, Economics Head Search Committee, C/o Office of the 
Dean, Faculty of Arts and Social Sciences, National University of 
Singapore, 5 Arts Link, Singapore 117570, SINGAPORE, OR: 


fassec@nus.edu.sg 


Only shortlisted candidates will he notified. 








Department for 


International 
Development 





You will lead Statistics Department's regional advisory team - 
including four statisticians - as well as working with DFID’s 
regional and policy departments and directly with partner 
countries and institutions. The team provides advice to improve 
the effectiveness of our overseas policies and programmes and 
to build statistical capacity in developing and transitional 
countries. We focus mainly on low income countries, and other 
countries with large numbers of poor people. 


In turn, you will provide vision and strategic direction to the 
regional advisory team and develop its role through effective 
advocacy for the value of statistics. Specifically, you'll develop 
effective interfaces and working practices with other disciplines 
and partners, whilst managing and under-pinning the quality of 
the work of the team and responding to changing needs. You 
will undertake a number of short assignments overseas each 
year. 


QUALIFICATIONS AND EXPERIENCE 


With a good degree in statistics (or a subject with a significant 
statistical component), you must bring at least ten years’ 


s commitment to} 


G75 8EA or telephone 01355 843545 (answerphone) or 


The Department for international 
Development (DFID) is the UK’s 
government department responsible for 
promoting development and the reduction 
of poverty. DFID is committed to the 
internationally agreed target of halving the 
proportion of people living in extreme 
poverty by 2015. ` 

DFID works in partnership with 


non-governmental 


Fulfilling Britain’ 


Application forms can be obtained, quoting reference AH375/3/TE clearly on your envelope, from Room 
AH375/3, Department for International Development, Abercrombie House, Eaglesham Road, East Kilbride 


governments, international and national 


private sector and institutions such as the 
World Bank, UN agencies and the European 
Commission. Most of the assistance is 
concentrated on the poorest countries in 
Asia and sub-Saharan Africa, but we also 
work elsewhere, including Latin America 


SENIOR STATISTICS OFFICER 
LONDON 


















experience and management, team working, inter-personal 
and influencing skills as well as extensive knowledge of 
official economic and social statistics and organisational 
development and change management skills. You will be fully 
versed in current international development policies as they 
relate to statistics and have a background of working with 
developing countries. 


TERMS OF APPOINTMENT 


The appointment is permanent and pensionable on Home 
Civil Service terms and is subject to a 10 month probationary 
period. Starting salary will be within the range £37,434 to 
£48,000 commensurate with experience and qualifications. 
Candidates should be nationals of Member States of the 
European Economic Area (EEA), Commonwealth citizens who 
have an established right of abode and the right to work in 
the United Kingdom or those granted refugee status as 
defined by the 1951 UN Convention on Refugees. 


Closing date: Friday 27 April 2001. 


e-mail: HROD3C1@dfid.gov.uk —http://www.dfid.gov.uk 





and in Central and Eastern Europe. 

DFID is committed to a policy of equal 
opportunities and encourages applications 
from all parts of the community. We would 
particularly welcome applications from, 
women, people from an ethnic minority 
background and people with a disability. 
Selection is on merit. 


organisations, the 





UNIVERSITY of ZURICH 


Faculty of Economics, 

Business Administration and 
Information Technology 
Raemistrasse 71 

CH-8006 Zurich / Switzerland 
Phone: +41 1 634 23 14, 
http:/ /www.oec.unizh.ch 


The Faculty of Economics, Business Administration 
and Information Technology of the University of 
Zurich will have two professorial positions open in 
the fall of 2001: 


Professor of Theoretical 
Corporate Finance 
You have an excellent academic and teaching record 


in theoretical corporate finance. The focus of your 
research is analytical and/or empirical. 


Professor of Accounting 


You have an excellent academic and teaching 
record. Your research is empirical and focuses on 
the informational and behavioural aspects of 
accounting. 


Successful candidates for both positions are 
expected to participate actively in teaching at both 
the undergraduate and graduate levels, as well as 
in our new Executive MBA Program at the 
University of Zurich. 


We are a strong research-oriented, inter-disciplinary 
faculty, especially concerned with introducing new 
approaches in the social sciences both at the level of 
teaching and research. We are in the process of 
creating new majors in “Finance” and 
“Management & Economics”. The University of 
Zurich supports equal opportunities, so we would 
explicitly encourage women to apply. The teaching 
languages are German and English. 


Please submit your application before May 7, 2001, 
stating for which professorship you are applying, 
to Prof. Dr. Peter Stucki, 

Dean of the Faculty of Economics, Business 
Administration and Information Technology of the 
University of Zurich, 

Ramistrasse 71, CH-8006, Zurich, Switzerland. 


For further information please consult 
http:/ / www.oec.unizh.ch 




















The institute. for Housing and Urban 
Development Studies 

(IHS) is an international institution 
offering mid-career post-graduate 
education and training, research and 
advisory services in the fields of 
Housing, Urban Management and the 
Urban Environment. IHS focuses on 
developing countries and countries in transition. 





IHS has an immediate opening for a 


HEAD OF HOUSING DEPARTMENT (m/f) 


The Housing Department develops knowledge on housing policy formulation and 
delivery, neighbourhood development, urban revitalization and renewal, settlement 
planning and design, and real estate and project management. 


The successful candidate will provide inspiring leadership to the department, both 
internally. and towards the external environment. 


Qualifications 

+ Strong leadership qualities and proven managerial ability; 

+ atleast 10 years intemational experience and strong academic and teaching credentials; 
* a flexible attitude and the ability to work within a multi-disciplinary and multi-national team; 
* an excellent command of English and knowledge of or willingness to learn Dutch. 


Furthermore, due to expanding activities we are recruiting a number of junior, mid, senior 
and managerial level 


INTERNATIONAL URBAN EXPERTS (m/f) 


in the fields of Housing, Urban Management and Urban Environmental Management, who, 
based in Rotterdam, will conduct a variety of teaching, advisory and research assignments. 


Preference will be given to E.U. nationals. 


Applications, including a detailed curriculum vitae and the names of two references 
Should be submitted within fifteen days to: IHS, Personne! Department, P.O, Box 1935, 
3000 BX Rotterdam, The Netherlands. Tel.: +31-10-4021547, Fax: +31-10-4045671, 
E-mail: pz@ihs.nl For further information. contact: Dr, Okke Braadbaart; 

Tel.: +31-10-4021567, or visit our homepage: http://www.ihs.n! 












CHAIR IN MANAGEMENT 
OF TECHNOLOGY ENTERPRISES 


The School of Business and Economics at Wilfrid Laurier University invites 
applications for the Chair in Management of Technology Enterprises. This 
academic position is an integral component of Laurier’s strategic plan ta enhance 
its academic programming, research and practitioner training, in the broad area of 
Entrepreneurial Studies and Small Business. The school is in the process of 
establishing a new centre called the Schlegel Centre for Entrepreneurial Studies. 


In an effort to expand our research into the growing field of technology-based ; 
business enterprises we are searching for a candidate with exceptional research 
skills in Management of Early Stage Technology Enterprises. This is a strategy or 
marketing orientated position however, the incumbent could have expertise in any 
of the main business disciplines. The successful candidate will have:a prominent 
record of scholarship. As well, she/he will collaborate with and support. the 
ongoing research of existing faculty in technology management. The Chair will be 
responsible for research in management of early stage technology enterprises. 
She/he will be expected to apply for external funding and develop technology- 
related courses. In addition, the successful candidate will have extensive 
experience interacting with the private sector whose success depends on their 
management of technology. Please see our web site www.wlu.ca for more 
information. 


In accordance with Canadian immigration requirements, this advertisement is 
directed in the first instance to Canadian citizens and permanent residents. The 
University is committed to employment equity and welcomes applications from all 
qualified women and men, including persons in a visible minority, persons with 
disabilities, and aboriginal people. j 
Please direct applications to: 

Dr. Ruth Harris 

Associate Dean of Business: 

Faculty Development & Research 

School of Business & Economics 

Wilfrid Laurier University 

75 University Ave. W. 

Waterloo, Ontario, N2L.3C5 

Rharris@wlu.ca 




















“Public Finance and Accounting Specialists l 


WSP international Management Consulting, (NCE international 
Consultant of the Year 2000), part of the 3000-strong UK-based WSP 
Group plc, are seeking accounting, financial, economics, banking, IT, 
taxation, customs, actuary, audit and HRD specialists for projects in 
developing countries in South Asia and the Middle East. Terms and 
conditions negotiable. 


Please send applications with full CV by email, to Jane Martin at 
wspimc-info@wspgroup.com 


WSP international Management Consulting First Point, Buckingham 
Gate, Gatwick Airport, West Sussex, RH6 ONT, United Kingdom. 


Tel: +44 (0)1293 602600 Website: http://www.wspgroup.com 





national 


STATISTICS 





Are you attracted by the idea of delving deep into 
untapped data, in partnership with expert 
statisticians, investigating topical subjects? If so, you 
would enjoy working in the Office for National 
Statistics (ONS), as a member of the Government 
Economic Service. 


After recent expansion, the ONS now employs over 
twenty economists, working on a wide range of high- 
profile subjects. We are looking for three senior 
economists to work in the following two areas: 


e measures of the “new economy”, including the 
measurement and analysis of productivity, capital 
stock and prices, notably for high technology 
sectors; and 


* social statistics, including work on social capital, 
social exclusion, inequality, and regional and local 
data. 


You will need an economics degree and at least 
four years’ relevant experience. The successful 
candidates will be good, persuasive team players, 
able to deliver high-quality analytical output. 


For an application pack and application form, 
please contact Hilary.Porter@ons.gov.uk or phone 
on 020 7533 6344. 

Closing date: Friday, 20th April 2001. 


We are an equal opportunities employer and 

i welcome applications from suitably qualified 
individuals, irrespective of racial origin, sex or 
disability. All applications are treated on merit. 
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visit us at our website 
wwwstatistics.gov.uk 
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The HEC School of Business of the University of 
Lausanne (Switzerland) is opening a faculty posi} 
tion of full time 


professor in Finance 


Candidates must hold a doctorate in a field related f 
to finance, have teaching experience and refereed 
publications in the field of financial markets. The 
candidates will have to teach in French and in} 
English. Work conditions and intellectual environ-} 
ment are competitive. 


To start asap, ideally in September 2001. 


The job description appears on HEC's web site: 
http:/Awww.hec.unil.ch, under Annonces, or can be 
obtained from the Dean's office, e-mail: anne- 
marie.aberghouss@hec.unil.ch. Submission of applica- 
tions: curriculum vitæ, 2 reference letters, sample of 
publications to: The Dean, HEC, BFSH1, University of 
Lausanne, CH-1015 Lausanne, Switzerland. 
Deadline: June 30 2001. 
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BUSINESS ANALYSTS/CONSULTANTS 






CRU International is a leading business research consultancy 
specialising in the minerals, metals power and chemical 
industries, and works with companies, financial institutions 
and governments worldwide. 


















Several opportunities exist in our London office for individuals 
at junior level to participate, as part of teams, in the creation of 
forecasts, market reports and consultancy projects requiring, 
strict deadlines. Overseas travel will become an integral part of 
the work. 





Recent graduates in economics or a related discipline such as 
business studies or geography are invited to apply, as are 
those expecting to graduate this summer, Applicants with 1-2 
years work experience are also invited to apply. An enquiring 
mind, an interest in economic analysis, numeracy, and the 
ability to analyse and present your work well both in writing 
and orally is essential. Familiarity with PC software packages 
is important and knowledge of an additional language, would 
be an advantage. 





An attractive salary/benefit package, which will reflect 
experience and qualifications, will be offered. 












Please send a full CV, 
including current salary 

where applicable to 

Patricia Stevens 

CRU International Ltd. 

31. Mount Pleasant, 

London WC LX OAD. 

Tei. 020 7903 2160 

Email pat.stevens@ crugroup.com 


Group 












DIRECTOR 
LOTT LEADERSHIP INSTITUTE 
THE UNIVERSITY OF MISSISSIPPI 


For a position description and qualification requirements, please go to 
www.leadership.olemiss.edu. 














The Lott Leadership Institute is devoted to the preparation of students and 
citizens for decision-making roles in public service and the resolution of 
important public issues of state, regional, and national concern. 





























Senior Banking and Finance Advisor 


The U.S. Agency for International Development Mission to 
the Caucasus seeks applications from qualified American 
te citizens for a Personal Services 
` ujas Contractor opening in Tbilisi, Georgia 
Deadline for submitting applications is May 7, 2001. 
Required Qualifications: 


Education: 
Master’s degree in management, business administration, banking, finance, 
economic development, or other relevant field. 


Work Experience: 

Fifteen years of recent private sector experience in international business, banking, 
finance either as an advisor or as a project manager. Strong background in banking 
and microfinance, 





For more information and instructions on how to apply, please visit: 
http://www.usaid.gov/procurement_bus_opp/procurement/psc_solicit/ 






international Labour Organisation/Intermationa! Programme on the 
Elimination of Child Labour 


Statistician & Manager of SIMPOC 


(Statistical Information Monitoring Programme on Child Labour) 










P-5 Grade 
Headquarter/Geneva 


Deadline: 30 April 2001 


SIMPOC was launched in 1998 by the ILO's International Programme on the Elimination of Child 
Labour (IPEC) to provide technical assistance to member countries in the production and use of 
Statistical information on child tabour. The ultimate goal of SIMPOC is to ensure that policy-makers 

and key. partners at the national and international levels have an improved understanding of the 
: extent of child labour and its trends, the factors underlying child labour, the special situation of the 
girl-child and the linkages between child labour and other development issues. SIMPOC is 
planned to cover up to 52 countries over the next three years. ILO/IPEC requires the services of 
a suitably qualified and motivated Statistician to manage the programme. 


MAIN DUTIES 
will ba to provide both technical and administrative leadership to the SIMPOC team, and to ensure 
that the activities. of the. team (project design, implementation, etc.) are carried out effectively and 
the expected outputs delivered on a timely basis. The incumbent will work under the overail 
supervision of the Director of IPEC/POL (Policy Development and Advocacy Branch). 
Specific responsibilities include: 

i): identifying child labour statistical information needs at national level and formulation of 

appropriate technical cooperation project documents; 

i} “Designing child labour surveys including sampling and stratifications, survey instruments, 
data processing specs, analytical requirements and statistical outputs; 

ili) Preparing training materials, organising workshops/seminars, and conducting training for 
national staff; 

iv) Ensuring that freshly produced and other available information, both quantitative and 

qualitative, are duly stored in a user-friendly database and made accessible for further 

research and to the general public; 

v} Providing technical guidance for conducting baseline/micro-level surveys in specific.sectors 
cafried out either as front-end or integral part of IPEC action programmes; 

vi} Carrying out other duties as required; including: serving as a focal point for donor support of 
technical cooperation projects in the context of SIMPOC; collaborating closely with the Joint 
ILO/UNICEF/World Bank Project on child labour statistics and research based in Florence 
{Italy}; liaising with other IPEC Units and ILO departments, particularly the Bureau of 
Statistics, PROCUREMENT, Lega! Dept:, as well as drafting statistical reports. 


QUALIFICATIONS/REQUIREMENTS: 
Post. graduate university education in statistics with economics as minor, or equivalent 
qualifications; excellent knowledge of English and very good knowledge of French, and working 
knowledge of Spanish would be an advantage; at least eight (8) years practical experience in 
survey: activities (especially household-based) and related statistical work, and technical 
cooperation activities In developing countries would be an asset; and ability to establish a good 
working relationship with national counterparts and international experts. 


Applications from women are encouraged. 
Applicants should send by 30 April, 2001, their CV with a covering letter by e-mail to: 
Ms. Tetnoe Hamada, ILOAPEC, Fax no. 004122/799 8771, Tel no. 004122/799 8452: 
e.mail: <hamada @ilo org>. Only candidates selected for interview will be contacted. 












































Max Planck Institute 
for Demographic Research 
Directors: Prof. James W. Vaupel, Ph.D. - Prof. Dr. philos, Jan M. Hoem 





The Max Planck Institute for Demographic Research in Rostock, Germany, seeks a 


Head 


for its department Information Services and Documentation (ISD). q 
This research support unit, which currently employs twelve full-time staff members, | 
consists primarily of a library and a group responsible for documentation (including 
the documentation of data) and information services. At present the working groups 
"Computer systems and services" and “Publications and presentations" belong to 
ISD as well. 

Candidates should have a university degree (preferably a doctorate) in the area of 
information, documentation or library science, with social-scientific relevance ta: | 
demography. They should have professional experience in the area of scientific 
information and documentation and be capable of further developing the information, 
documentation, and library services of a moder research institute in a creative and 
flexible manner. Candidates must also provide proof of past administrative experience 
that demonstrates their ability to head an information and documentation service in 
an objectively and personally convincing manner. 

Fluency in both English and German (spoken and written) is an absolute must for 
this position. 

Candidates who are capable of active involvement in the writing of working reports 
and accounts of the institute as well as in public relations and the preparation of 
scientific publications and presentations are at an advantage. 






































The salary for this position will be according to BAT-O. Applications from women 
are particularly encouraged. Preference will be given to disabled persons, all else 
being equal. For further information about our institute, see www.demogr.mpg.de. 
Please send your complete application by 30 April 2001 to: 


Max Planck Institute for Demographic Research, Att. Mrs. Lisa Berger, 
Doberaner Straße 114, D-18057 Rostock, Germany 


SEMINARS 


INFRASTRUCTURE FORUM 2001 


- Connecting People to Resources and Opportunities - 


May 2-4, 2001 
The World Bank 
Washington DC 


M 5j 
INFRASTRUCTURE FORNI 


The Infrastructure Forum is designed for officials in the public and 
private sector who are advising on and implementing 
infrastructure strategies in developing countries. The program and 
parallel exhibits will provide a unique opportunity for networking 
and sharing of best practices. 





Topics will include: 


. Infrastructure, Poverty and Human Development as an 
integral element of national poverty strategies through 
urban and rural development 


Convergence in Infrastructure Services through private 
partnerships, cross-sectoral service delivery, and 
community-based development. 


Infrastructure and Innovation in such areas as 
technology, delivery mechanisms, and evolving business 
practices in the information age. 


For more information, please visit the Forum's website: 


http://www.worldbank.org/html/fpd/infrastructure/infraforum/ 
or send email to FORUM2001 @worldbank.org 











Economists in DFID play a key role throughout the 
organisation in helping define policy, strategy and 
programmes to implement the agenda in the development of 
the much publicised, December 2000 White Paper, 
‘Eliminating World Poverty: Making Globalisation Work for 
the Poor’ and the influential 1997 White Paper, ‘Eliminating 
World Poverty: A Challenge for the 21st Century’ They work 
© on a wide variety of issues ranging from the development of 
international policies which will contribute to the elimination 
of poverty, through to economic analysis at the country level, 
and the design of specific programmes and projects to 
promote growth and tackle poverty. 


‘ We now have vacancies for a number of Economists, mainly 
at the entry level but there may also be opportunities for 

n experienced economists to join the Department at a more 
senior level. We can offer you the opportunity to develop a 
career within the organisation, applying your skills over time 
to a challenging range of important and complex issues. We 
can offer the prospect of significant work overseas, and 
opportunities for postings in our offices abroad (located in 
Abuja, Bangkok, Bridgetown, Dares Salaam, Delhi, Dhaka, 
Harare, Kampala, Kathmandu, Lusaka, Lilongwe, Nairobi, 
Pretoria and Washington). Economic Advisers in DFID expect 
to spend about half their career overseas. 


QUALIFICATIONS AND EXPERIENCE 


You should have a first degree, at least a 2:1, in economics or 
development economics and preferably also a further degree 
in economics or development economics. You should have a 
good understanding of the issues facing the poorer 





















































Fulfilling Britain’s commitment to 





Sg epee Me 


The Department for International 
Development (DFID) is the UK’s 
government department responsible for 
promoting development and the reduction 
of poverty. DFD is committed to the 
internationally agreed target of halving the 
proportion of people living in extreme 
poverty by 2015. 

DFID works in partnership with 





TENDERS 





Government of India 
Strategic Sale of Shareholding in 
Paradeep Phosphates Ltd. (PPL) 


The Government of India (Gol) intends to disinvest 74% 
of the equity of PPL, a Government of India 
undertaking, in favour of a Strategic Partner (SP) with 
|. transfer of management control. Deloitte Touche 


i Tohmatsu India Private Limited has been appointed as | 
| Advisors to assist the Government in inducting the SP. 


Interested parties are required to submit their 
| Expression of Interest not later than 15" May, 2001. 
Further information on PPL including the Preliminary 
Information Memorandum (PIM) can be accessed at 
www.paradeepphosphates.com 





Application forms can be obtained, quoting reference AH375/3/TE clearly on your envelope, from Department for 
International Development, Abercrombie House, Room 375, Eaglesham Road, East Kilbride G75 8EA or telephone 
01355 843109 (answerphone) or e-mail: hrod3d1@dfid.gov.uk http://www.dfid.gov.uk 


governments, international and national 
non-governmental organisations, the 
private sector and institutions such as the 
World Bank, UN agencies and the 
European Commission. Most of the 
assistance is concentrated on the poorest 
countries in Asia and sub-Saharan Africa, 
but we also work elsewhere, including 
Latin America and in Central and Eastern 


— 











ECONOMISTS 
























economies in the world, have strong macro-and micro- 
economic skills and be very familiar with trade and 
international issues. You will also need good interpersonal, 
teamworking and communications skills, together with an 
ability to identify and distil important issues rapidly and the 
flexibility to cope with competing demands. 


For the senior posts, you will need to demonstrate potential 
management expertise including effective staff management, 
and team leadership skills. You should have four to six years 
relevant experience and work experience in developing 
countries. 


TERMS OF APPOINTMENT 


These are Home Civil Service appointments. At the entry 
level, starting salary will be in the range £18,286 - £29,923 
(pensionable), depending on qualifications and experience. 
More will be available for senior level appointments. 


Entry level economists will be offered a provisional contract 
and will be required to enter the Government Economic 
Service competition during the first ten months in post, A 
permanent position to be offered after success in the GES 
exam. All posts will be subject to an initial probationary 
period. 


Candidates should either be nationals of Member States of 
the European Economic Area (EEA), Commonwealth citizens 
who have an established right of abode and the right to work 
in the United Kingdom or those granted refugee status as 
defined by the 1951 UN Convention on Refugees. 


Closing date: 11 May 2001. 





Europe. 

DFID is committed to a policy of equal 
opportunities and encourages applications 
from all parts of the community. We would 
particularly welcome applications from, 
women, people from an ethnic minority 
background and people with a disability. 
Selection is on merit. 









Government of India 
Strategic Shareholding in 
Scooters India Ltd. (SIL) 


The Government of india (Gol) intends to disinvest up to 74% of 
the equity of SIL, a Government of India undertaking, in favour 
of a Strategic Partner (SP) with transfer of management control. 







Interested parties are required to submit their Expression of 
interest not later than 15th May, 2001. 





Further information on SIL including the Preliminary 
Information Memorandum (PIM) can be accessed at: 






www.scootersindia.com 


















Senior Economists and Operational 
Researchers 


LEEDS AND LONDON 
£32,000 - £57,560 (more for an exceptional candidate) 


In the NHS Plan the Government sets out an ambitious programme to improve the nation’s health and to transform the National 
Health Service into a patient-centred service that delivers what people expect. Implementing the Plan requires first rate analytical 
advice. The Department of Heaith is looking for a number of economists and operational researchers to strengthen its Economics 
and Operational Research Division, located in Leeds and London. 


The Role 
:: There are immediate vacancies to support Ministers and senior managers on: 
* Human Resources: advising on workforce demand and supply issues 


















:+ Waiting and Access: advising on the design, the costs and cost-effectiveness, and the successful implementation of policies and 
procedures to reduce waiting times and to improve service access 










* Whole systems modelling: developing joined-up models for the health sector as a whole and advising on cross sector issues. 


We would also like to hear from economists and operational researchers with interests in improving policies in other areas of health and 
social care. 







The Person 






You should have a good degree in economics, mathematics or another numerate subject with several years’ experience as a 
professional analyst providing economic advice or operational research for senior managers. Energy, good presentation skills and 
ability to work in multi-disciplinary teams are essential. 






Posts are permanent and pensionable. For further details and an application form (to be returned with a CV by 
30 April 2001) please contact Siobhan Markey (our representative at CPG, our retained consultancy) on 
020 7562 1653 or fax 020 7588 8013 or write to CPG, 16 St Helens Place, London EC3A 6DP. 

Email: seor@centrepointgroup.co.uk 









The Department aims to be a modem and equitable employer. We recognise and encourage the potential of a diverse workforce, positively welcome all 
applications, and appoint on merit. 


DH ) Department ' 
of Health Wwe 








Executive Jobs 
$50,000-$1 Million + Pkg. 
“Targeted Resume Mailings 
64.1 Million Co. Database-39 Countries 
*$80k Exec. mailed 3k letters. Had 21 calls, 
3 offers & accepted $175Kipkg as V.P, 


"$230k Exec, unemployed, mailed 12k 
letters. Had 42 calls, 3 offers and started at 
$325k+pkg as C.F.O. 


Executive Job Finder 
Phone: 1.415.383.6200 
Fax: 1.415.388.5164 












Senior Portfolio Managers 


Manage equity portfolios for 
non-US. groups. Specifically, 
participate in the research, 
implementation and monitoring 
of portfolios. Must have a proven 
track record of successful invest- 
ing and at least 5 years of invest- 
ment. management experience. 


Post-Doc Position 

















The Evolutionary Economics Unit at the Max Planck Institute for Research 
into Economic Systems in Jena, Germany, seeks.to recruit a scientist with a 
demonstrated interest in evolutionary economics, holding a doctoral degree in 
economics or related fields for ne more than 5 years. Applicants are expected 
to contribute to the institute's ongoing research (please consult: 





http://www.mpiew-jena.mpg.de). The contract period is negotiable (1 to 3 
years). Remuneration follows the German federal salary schedule (BAT). 
Preference will be given to disabled persons with equal qualification. 
Applications should be sent to Professor Ulrich Witt, Evolutionary 
Economics Unit, Max Planck Institute for Research inte Economic 
Systems, Kahlaische Str. 10, D-07745 Jena, Germany. Closing date: May 4, 
2001. 






SSgA provides competitive 
salaries and generous benefits. 
We also- believe in a strong 
work/life balance. All this and 
the opportunity to: grow with one 
-ofthe most influential financial 
service leaders in the world. 
Send your resume to: Human 
Resources, Attn: Dept. SB, State 
“Street Global Advisors, Two 
Internationa! Place, Boston, MA 
02110. Fax: (617).664-2787 or 
e-mail to: jobssb@ssga.com 







TRAVEL 
BUSINESS & PERSONAL @*LONDON'® 


| Quality serviced apartments offering best value 1] 
for money. Our apartments offer great savings 
| compared to hotels. Fully serviced, private 1] 












CANADA IMMIGRATION pg reetna sieva ean a 


Centrally located in Kensingten area. 


@ Tourist Board Approved E 


Let our exclusive group of former Visa Officers, with o' experience, provi 





assistance and guidance to your immigration proces: pplications professional a E Ashia maren Apariinonte E 
confidentially prepared. Fast internet and email service.. Specialists for skilled workers, South Kensington, London SW7 4DG, UK 
; S S businessmen and investors. a www. ashburngardens. cok ae 
A ‘ OIC CONFRATERNITY CANADA LTD, Ms info@ashburngardens.co.uk M 
823-409 GRANVILLE ST. VANCOUVER, BC, CANADA, V6C 1T2 Tek ++44 207 370 2663 
TEL: (604) 669 0389 FAX: (604) 669 3905 Fax: +444. 207-270° 6743 
STATE STREET GLOBAL ADVISORS www.oiccanada.com passport@infoserve.net . u z EENEN 
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APPOINTMENTS 















THE UNIVERSITY INSTITUTE OF DEVELOPMENT STUDIES 
OF BIRMINGHAM AT THE UNIVERSITY OF SUSSEX 























GOVERNANCE RESOURCE CENTRE MANAGER FOR DFID 
£26,000 - £31,000 
The Department for International Development (DFID) plans to 


-establish a Governance Resource Centre (GRC) to meet the REQUIREMENTS 

growing demand for governance advice and expertise within DFID : Shea 

programmes. The University of Birmingham's International Essential personal qualities include: 
; Development Department (IDD), in partnership with the Institute * a good knowledge of governance issues plus experience 
“of Development Studies at the University of Sussex, has won the generally in development 


contract to establish and manage the GRC on behalf of DFID. é ae ; : 
* excellent presentation and communication skills (particularly 


SCOPE OF WORK the ability to write clearly and summarise material in 


The GRC will offer a wide range of information and support non-specialist language) 


services in the area of governance including: a help desk offering + the ability to win the trust and confidence of a wide range 
tailored responses to specific queries from DFID Governance of users 

Advisers; a website which will act as an information resource on e the ability to prioritise multiple tasks and cope under pressure 
governance issues; a consultancy database of governance 
expertise; and advice on policy, study tours and training. 


| The GRC Manager, who will report to the Project Director, will have 
| overall responsibility for designing, establishing and then managing 
| the GRC, The post-holder will be the first point of contact for the 


* enthusiasm for working in information and knowledge 
management roles 


A knowledge of development agency practices (particularly 
of DFID) and experience of producing information for the 
web would be helpful. The successful candidate will be given 
a 3 year contract. There is a possibility of extension for a 
further two years thereafter. 


help-desk, find appropriate sources of policy advice and training, 
guide the development of the website, manage the GRC staff and 

| ` co-ordinate with the consultancy operations. The GRC staff will be 
composed of the Manager, researchers and administrative support Application forms (returnable by 30th April 2001) and details 
at IDD, and an information officer at IDS. from Personnel Services, The University of Birmingham, 


E S Spay sa Edgbaston, Birmingham B15 2TT, tel. 0121 414 6481, 
This is a high profile post, which will be critical to the success of the ea tied Nica ban ao ukipersonnelh. Please quote 


GRC. It offers the opportunity to work at the core of policy reference C30799/01. 
development in the area of governance and to take a lead role in 
designing and developing an innovative, user-led information service. 


BUSINESS & PERSONAL 


Since 1987 The Sovereign Group have been 
assisting individuals and companies to achieve SOVEREIGN 


savings in tax. We provide a full range of onshore 


Working towards equal opportunities 

















IMMIGRATE TO CANADA CANADA... 


“We Can Help” ust one click away 


Email: somjen@somjen.com 
E i Suite $10, 1240 Bay Street, 
and offshore services designed to save tax for VISIT OUR WEBSITE: 

A SovereignGroup.com 
you and/or your company. Call us and we will 


Toronto, Ontario, ada, MSR 2A7 
Tel. (416)922 8083 Fax: (4169922 4234 
We Can Help Canadian Immigration Lawyers 





be pleased to show you how our services 


COURSES 


can save you money and maximise the 










value of your assets. 





UNIVERSITE PARIS 


DAUPHINE 
Executive MBA Dauphine 






Qo 





business & personal 
taxesolutions 








www.mba.dauphine.fr 
mba@dep.dauphine.fr i 


Place du Maréchal de Lattre de Tassigny - 75775 PARIS Cedex 16 (France) 












































“BUSINESS & PERSONAL 


Grosvenor Cou 

isle of Man, IM& 

TEL: +44 1624 81! 

FAX: +44 1624 817080 

E-mail: economist@ocra.com 










Manuscripts Wanted 
WANTED COMPLETE AND READY 
AMOS: FUP ES POR PLIBLECATION BY A 


WERNATIONAL, PUBLISHING. 
i RIPTS WANTED UN THE 
AREAS OF SOCHA 





SCIENCES. BUSINESS, 
MEDICINE, HEALTH, LAW. 
JCATION, LITERATURE. 

AND ALLIED SUBIECTS: 


Please contact: Alex x Platt alex @ wisdomhouse.co.uk 
Wisdom House Publications, Unique House, 

1 Dolly Lane, Leeds, LS9 7NN, UK, 

Tek +44 (0) 113 234 4466 Fax: +44 (0) 133 234 4477 
Visit our website www.wisdomhouse.co.uk 


NEW AUTHORS 


PUBLISH YOUR WORK 
ALL SUBJECTS CONSIDERED 
WRITE OR SEND YOUR MANUSCRIPT TO: 
MINERVA PRESS 
315-317 REGENT ST 
LONDON W1B 2HS. UK 
www. minerva-press.co.uk 


































& cost-effective prices | 


United Kingdom| 








26 Offices Worldwide | 











‘Te and Work in the U. cA 









RWH International Inc. specializes in finding 
employment & business opportunities for 
individuals with professional & managerial 
backgrounds. We represent the individual not 
the employer. 


sees tel 











Y A 4 4 AWA rd 
OFFSHORE 
“REE 
es world-wide 
Formation and administration of 


companies, opening of bank accounts 
 tel/fax/mail forwarding service _ 


U. K.- LONDON 
LAVECO Ltd. 
Pl.: +44-207-556- 0900 


ROMANIA 
Tel.: +40-92-326-329 
3 


7-4 £36-920 
E-mail: cyprus@laveco.com 


Manage your own 
broker account ! 
stock.laveco.com 








Innovative approaches to reproductive health 


Options is a leading provider of project management and consultancy services in 
health, focusing on reproductive health. We have © 

experience in over 40 countries and our clients 

include: national governments « the World Bank « Options 
DFID + GTZ e UNFPA « the EC « the Asian 

Development Bank. | Options, 129 Whitfield St, 








London WIT 5EQ, UK, 
e-mail: info@options.co.uk 


Tel + 44 20 7383 2494 


For details visit our website. 


www.options.co.uk 








A One-Day Conference on: 


RATING AGENCIES IN 
THE GLOBAL FINANCIAL SYSTEM 


June 1, 2001 


New York University Stern School of Business 
Sponsored by the New York University Salomon Center 


The past 100 years have seen the birth of the credit rating business 
and the spread of credit ratings for applications in numerous borrowing 
and investment decisions, as well as for regulatory purposes in the 
United States and worldwide. This expanded role for credit ratings and 
credit rating agencies raises many fundamental questions. How is it 
that ratings have come to play such an important part in certain 
financial transactions but not in others? Can we characterize the credit 
rating business as competitive and responsive to market forces? Are 
credit ratings a universal metric that applies equally well whether 
lender and borrower are from the same country or not? Does the past 
performance of credit ratings justify an expansion in their use in 
financial decisions and determining bank capital requirements 

Over the last year, faculty at the NYU Salomon Center and the 
University of Maryland have been investigating these issues under 
grants from the Center for international Political Economy. This 
conference brings together many of these researchers along with 
commentators from the private sector, government bodies, and other 
universities. Individual sessions focus on the historical origins of credit 
rating business and its present day industrial organization structure, 
empirical evidence on the relationship between ratings and the default 
and recovery experience of corporate borrowers, and the record of 
sovereign credit ratings in predicting financial crises and the reaction of 
financial markets to changes in credit ratings. 


For information contact Mary Jaffier at 
the New York University Salomon Center 
Tel: 212-998-0700 Fax: 212-995-4220 
email: salomon @stern.nyu.edu 
http./Avww.stern.nyu.edu/salomon 
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USINESS & PERSONAL 





© OWNED BY LAWYERS AND ACCOUNTANTS e CONFIDENTIALITY GUARANTEED e BANK INTRODUCTIONS 


The SCF Group, est. in 1989 provides full ranges of offshore services at what we believe are the 
most competitive rates currently available by a licensed professional firm. 


OFFSHORE & UK COMPANIES @ the best prices contact us today 


EST. 1989 i LONDON: For immediate, friendly advice, please contact: 


~~ LICENSED CO. eS ponelsaa, Helen Harper LL. B (Hons), Dip, Law, AOI Janson Lotery B.Sc (Hons) 
o ae E-mail: helen@sctgroup.com E-mail: janson@sefgroup.com 


www.scfgroup.com/ec/ / onsena T ‘Charles Baker M.A. (Hons) 


Fax: +44 (B) 20 7795 0016 E-mail: chades@sctaroup.com 





OFFSHORE COMPANIES, TRUSTS, FOUNDATIONS, 
BANKS, INSURANCE COMPANIES 


Ship & Yac ht S c rge to” ublic” in the US 
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ZT ACCESS TO SAFETY, SECURITY AND 





Aaii ies 
Development JUSTICE PROGRAM 
TENDER 
The Department for International Development is expanding of longer-term support for the police may include reform at 
its programme for poverty reduction in Nigeria where poor the centre and training strategy. Civil society and research 
people have not assured access to safety, security and justice. programme co-ordination and support for penal reform are 
Key to sustainable reform is improving the justice system, also key skill areas. 


including the courts, prisons and police so that it performs the 


role assigned to within a federal democratic system. Expressions of interest (2 hard copies) should total no more 


than 4 pages and must include abridged CVs of key personnel. 
A capability statement should also be submitted, giving details 


Federal level with State and Local Governments in DFID’s focal of prove facilitation and change management skills, advocacy 
states and with civil society organisations. Through discussions _ Skills, cultural awareness, preferably in West African context 
with Nigerian authorities and other stakeholders the awarding and an understanding of the underlying challenges to 
authority have identified the following themes: achieving accessible justice for poor people of Nigeria. This 
should be combined with experience of working with 
Government decision-making bodies. Most team members 
will have justice or legal background but should be able to 


DFID is developing a major programme of assistance to 
support both longer term and more immediate initiatives at 


* supporting the development of a Nigeria-led reform process 
+ improved management and operations of sector institutions 


* strengthened people’s safety and security work across the sector. 

* improved access to justice sector institutions for the poor A statement of the firms overall turnover and turnover in 
Organisations with experience of supporting reform agendas respect of the services to which the contract relates for the 3 
in the police service, judiciary and prisons and related previous financial years is required. 


institutions are sought. The awarding authority expect overall ee hy re 
programme co-ordination (probably based in Abuja and Clösing date: 23ra April 2901; 

requiring a change management approach) and be supported This contract is also advertised in the Official Journal of the 
by a programme representative based in each state, The focus European Community - Ref: GO 01030811/01. 


Expressions of Interest should be sent, quoting reference AH409/3/CNTRO1/21524 to Gary Cassidy, 
Department for International Development, Eaglesham Road, East Kilbride G75 8EA Scotland. 
Tel: 01355 843616 Fax: 01355 843327 email: g-cassidy@dfid.gov.uk 


The Department for International DFID works in partnership with but we also work elsewhere, including 
Development (DFID) is the UK’s governments, international and national Latin America and in Central and Eastern 
government department responsible for non-governmental organisations, the Europe. 

promoting development andthe private sector and institutions such as the DFID is committed to a policy of equal 
reduction of poverty. DFID is committed World Bank, UN agencies and the opportunities and encourages applications 


Fulfilling Britain’s commitment 


! k S age E 
to the internationally agreed target of European Commission. Most of the from all parts of the community. Selection 
halving the propor tion ot people living in assistance is concentrated on the poorest is on merit. 
extreme poverty by 2015. countries in Asia and sub-Saharan Africa, 











~ ECONOMIC INDICATORS ~ 











OUTPUT, DEMAND AND JOBS Denmark’s cpp grew by 1.1% in the year to the fourth quar- 
ter of 2000. In February, unemployment fell to 4.7% in Japan and to 8.8% in France. Germany’s 
jobless rate was 9.3% in March. Growth of industrial production slowed to 1.2% in Canada and 
9.4% in Sweden in the 12 months to January; but it jumped to 9.3% in Austria. 










































































COMMODITY PRICE INDEX 
The outbreak of foot-and- 
mouth disease (emp) in Britain and now 
continental Europe is playing havoc with 
agricultural markets. Bars on movements of 










































































*Not seasonally adjusted. t Average of latest 3 months compared with average of previous 3 months, at annual rate. 












































% change at annual rate The Economist poll industrial Retail sales Unemployment | ł i 
| SDP GDP forecasts production (volume) % rate | livestock have meant that fewer animals 
| 3mthst 1year _ 2001 2002 3 mths? 1year 1year latest _yearago | make itto market. Demand for animal feed 
Australia z az as x x t = bs = #08. a w = = a 2 a es in Britain has risen sharply; although in- 
ustria ti ets + 2. Fo: na +3. jan* ae Ei ec A el 4 . . . 
Belgium +49 +314 +26 +27 na + 6.7 jan + 5.0 Dec 10.3 Mart 10.6 fected animals are being culled, uninfected 
Britain y 14 42604 +24 +27 -18 +10 feb +58 fe 52 Jant 59 ones kept on farms still need to eat. Export 
Canada +26 +4008 422 +33 -12 +12 an +39 De 69 re» 68 | firms are suffering as well, since many 
Denmark +49 +110 +19 +22 na +43 ian -10 Dec 53 ian 54 countries have stopped importing Euro- 
France +39 +28 %4 26 +27 +25 + 29 jan + 1.4 Jan 8.8 feb 10.2 | pean meat and grain. Consumers are find- 
Germany +08 +1904 +21 + 26 +39 + 7.1 Jan + 48 jan 9.3 Mar 101 ing alternatives. The sterling price of New 
italy +32 +27 Q4 +22 + 2:5 +68 + 9.6 Jan — 1.0 Jan 99 jan 11.2 Zealand lamb has risen by 28% since mid- 
Japan +32 +2804 +05 +13 = 36 ~ 2.1 Feb + 1.8 Jan 4.7 Feb 49 : sa 
- February and is now at a four-year high; 
Netherlands + 51 +31 Q% +29 +31 +86 + 9.4 Dec + 2.9 Nov 2.4 Feb 28 : í 
Spain 429 +37% +30 +33 06 + 47 Jan na 137 ræ 150” | American pork-belly futures have climbed 
Sweden +24 +26% +27 + 3.0 na +94 jan + 49 Jan 4.2 fer S54 | by 30% during the same period on specula- 
Switzerland + 18 +2594 +20 +22 na +50 o -20d« 19 re 24 | tionthatrmpwill hit Denmark. 
United States + 11 + 34 04 +14 +30 -47 + 1.2 feb + 2.3 Jan 4.2 fe 44 49952100 % change on 
Euro area +28 +300 +24 +27 +66 + 5.1 Jan + 1.7 Dec 8.7 Feb 9.4 Mar 27th Apr 3rd* one one 
*Not seasonally adjusted. Average of latest 3 months compared with average of previous 3 months, at annual rate *Nov-Jan; claimant count rate 3.4% month year 
in February. 3Dec-Feb. Dollar index oi. Rea 
PRICES AND WAGES Japan’s consumer prices fell by 0.1% in the 12 months to February. Over | S mams zi = = = = s 
the same period, producer-price inflation slowed to 4.4% in the euro area and to2.6%in Canada. Siar = See 
Workers in Japan received a pay rise of 0.7%, a real gain of 0.8%. Those in the Netherlands won | ,, Ear 63 -43 -99 
wage increases of 3%—seemingly generous, but a pay cut of 1.4% in real terms. Nat 658 62) 09 IDS 
% change at annual rate The Economist poll Metals 745 72.9 7 79  - 78 
Consumer prices* consumer prices forecast Producer prices* Wages/earnings _ Sterling index 
3mthst 1 year 2001 2002 3 mths? 1 year 3mthst 1year All items 76.2 753 =~ 24 + 24 
Australia + 1.2 + 58 Qa +35 +23 +10.2 +84 Q4 233 +50 %4 _ Food 75.3 J4 = 320 + 37 
Austria na + 2.6 Feb +18 +14 =- 1.1 +26 feo +54 + 2.6 feb industrials 77.4 766 - 16 + 08 
Belgium +08 +21 Mar +19 +18 -35 +54 jan +37 + 1.6 04 Euro index 7 we Bek Ea 
Britain ~ 0.1 + 2.7 Feb +20 + 2.3 -15 +16 Feb +75 + 44 Jan All items 102.2 101.1 = 04 ~ 14 
Canada +07 +29 feb + 23 + 2.0 -09 +26 feb ~ 3.0 + 1.7 De Food 101.1 698 - 10 ~ 02 
Denmark +05 + 24 Feb +23 + 22 - 46 +34 Feb + 3.0 + 36 Q4 Industrials 103.8 10228 +04 ~ "30 
France ~ 05 + 14 Feb +14 +14 +05 + 36 Jan +46 +53 03 _ | Yen index a 
Germany + 43 +25 Mar +18 + 13 ~ 15 + 3.7 Feb na + 2.4 Jan All items 91.0 913 +05 +491 
italy + 34 + 28 Mar +23 +19 +16 +49 feb +09 + 18 Jar Food ar a CSG 
Japan -0.8 -O1 fe - 05 - 03 +27 +01 Feb na +07 Feb | industrials 924  g29 +14 4 74 
Netherlands +26 +45 Feb + 36 + 23 -0.9 +53 feo +23 + 3.0 Feb | Golg — ” 
Spain +30 + 38 feb + 3.0 +24 ~06_ +36 feb +19 +22% | $ per oz 262.10 25725 =- 14 = 73 
Sweden na + 1.6 Feb +16 + 17 +06 +25 fe +37 +26 De’ | Ciige olf North Sea Brent 
Switzerland =- 01 + 0.9 Mar + 1.2 + 1.3 - 2.0 + 08 feb na + 0.2 1999 $ per barret 25.90 24.61 -75 +33 
United States +37 +35 feb +28 +22 +51 +40 fb +47 +41 feb West Texas Intermediate 
Euro area +16 +26 Feb +20 +16 - 0.2 + 44 feb +12 + 18 93 $ per barrel 2751 26.63 - 65 + 56 





* Provisional. t Non-food agriculturals. 














@ ECONOMIC FORECASTS Every month 
The Economist surveys a group of econ- 





omic forecasters and calculates the average 
of their predictions for economic growth, 
inflation and current-account balances for 
15 countries and for the euro area. The table 
also shows the highest and lowest forecasts 
of growth. The previous month’s forecasts, 
where different, are shown in brackets. This 




















month our panellists have become notably 
gloomier about Japan’s economic pros- 








pects; they halved their average prediction 





for cpr growth in 2001 to just 0.5%. Forecasts 








of growth this year have also been lowered 
sharply for Australia, Canada, Germany 








and Sweden. Expected American growth in 





2001 has been cut again, to only 1.4%. Fore- 





casts of growth in America and the euro 


area in 2002 have also been trimmed. 
Sih Ae ee le EA a T A DATA ON MORE COUNTRIES ARE AVAILABLE FO SUBSCRIBERS AT WW 














122 








THE ECONOMIST APRIL 7TH 201 





FINANCIAL INDICATORS 


MONEY AND INTEREST RATES Broad-money growth was unchanged in the euro area in 
the year to February, but narrow-money growth picked up slightly. Money-supply growth in 
Denmark was again negative. Australia cut its interest rates by half a percentage point. 

_ Money supply* interest rates % p.a. (Apr 4th 2001) 


% rise on yearago  oyer- 3-mth money market panks 2-year 10-year gov't corporate 
narrow broad night latest yearago prime gov't bonds latest? yearago bonds 












































Australia +11.3 +74 fe 500 484 6.03 8.50 4.50 523 627 6.58 
Britain +84 +90 fb 658 5.38 6.16 675 489 477 5.14 6.39 
Canada +136 +63 feo 493 464 527 6.75 4.69 5.43 5.85 711 
Denmark -0.2 -52 fed’ 490 485 4.06 8.00 4.60 496 5.41 7.09 
Japan +47 +27 fb 001 O04 0.04 150 O11 128 178 1.49 
Sweden +39 -02 feb 400 388 3.99 4.25 3.89 469 5.29 417 





Switzerland -29 +09 feb 342 330 282 538 305 318 378 402 
United States -0.7 +10.1 Fee 5.06 4.65 622 8.00 410 493 588 702 
Euro area +18 +47 fe 477 457 400 565 4i 470 505 556 
TFrance 4.84, Germany 4.70, Italy 5.20. Benchmarks: Japan No.230 1.31, US 30-yr 5.50. ¥Germany for prime and bonds. SNew series. 


“Narrow: M1 except Britain and Sweden MO, broad: M2 or M3 except Britain M4, Sources: Commerzbank, Den Danske, J.P, Morgan Chase, Royal Bank of 
Canada, Svenska Handelsbanken, Warburg Dillon Read, WEFA Gp, Westpac, Thomson Financial Datastream. Rates cannot be construed as banks’ offers. 


STOCKMARKETS It was another gloomy week for most stockmarkets. The Nasdaq lost 6.0%on 
April 3rd, after more high-tech companies issued profit warnings. It finished the week down by 
11.6%, to its lowest level since October 1998. The Dow Jones Industrial Average fell by 2.8%. 











































































































Market indices . % change on 
cai a A one ‘one record Dec 31st 2000 
Apr 4th high low week year high in local in $ 

j currency terms 
Australia (all Ordinaries) 3,138.9 3,312.1 3,094.3 + 04 nil - 58 - 05 -122 
Austria (ATX) 1175.2 1,2195 1,0522 +05 +62 -323 ++ 95 + 52 
Belgium (Bel 20) 2,823.7 3,030.4 25916 +23 - 22 -B33 -66 -102 
Britain (FTSE 100) 5,535.7 6,334.5 5,3148 - 14 -132 -201 -00 -146 
Canada (Toronto Composite) 7,415.5 9,348.4 7,415.5 - 12 -196 -349 -170 -205 
Denmark (Copenhagen SE) 818.3 1,002.1 8183 -68 -38 -212 - 98 -133 
France (SBF 250) 3,247.6 3,820.2 3,1079 - 19 -150 -260 -139 -172 
Germany (Xetra DAX) 5,597.7 6,795.1 5,388.0  - 38 -236 -306 -130 -164 
italy (BCI) 1,677.7 1,9484 1,609.6 - 09 -118 -231 -125 158 
\ Japan (Nikkei 225) 13,2428 14,0324 118197  - 38 -353 -660 - 39 -124 
(Topix) 1,304.4 1,337.6 1,1620 - 25 -230 -548 +16 -73 
Netherlands (EOE) 537.5 6423 5183 - 28 -161 -234 -157 -189 
Spain (Madrid SE) 8776 9639 8186 +05 -155 -234 - 04 - 42 
Sweden (Affarsvariden Gen) 29.48 29275 21725 -66 -358 -451 209 -270 
Switzerland (Swiss Market) 6,825.4 8,135.4 6,574.0 ~ 20 - 89 -18.9 216:1- 19.7" 
United States (DJIA) 9,515.4 10,9836 9,389.5 - 28 -138 -188 -118 -118 
- (S&P 500) 1,103.3 1,373.7 11033 -43 -258 -278 -164 -164 
(Nasdaq Comp) 1,638.8 2,859.2 1,6388 -116 -607 -675 -337 -337 
Europe (FTSE Eurotop 300)* 1,327.8 1,545.5 1,2790 ~- 25 -160  -221 -134 -168 
Euro area (FTSE Ebloc 100)* 1,196.0 1,4041 1,1439 =- 23 -153 -229 -141 -174 
World (MSCI)? o5 1249.2 1.0146 - 32 -269 -288 na -16.0 
World bond market (Salomon)? 4338 4478 a84 -oi -09 -57 nma -23 





*in euro terms, Morgan Stanley Capital international index includes individual markets listed above plus eight others, in dollar terms. 
¥salomon Smith Barney World Government Bond index, total return, in dollar terms. 8Rebased. 





E TRADE BARRIERS Roughly 60 countries, 
including the European Union’s 15 mem- 
bers and the Gulf Co-operation Council’s 
six members, have mechanisms for restrict- 
ing trade with the rest of the world. That 
conclusion comes from the annual report 
of the United States Trade Representative 
(ustR) on obstacles to American exports. 
(The report does not analyse America’s 
own, elaborate restrictions.) Of most rele- 
vance to countries besides America are 
anti-competitive practices. The bad news 
on this front is that Hungary, Peru and Ro- 
mania have attracted the ustr’s attention 
for their protectionist policies in telephone 
services, fuel and products previously con- 
trolled by state monopolies. On the good 
side, Norway has reformed its monopso- 
nistic system of buying pharmaceuticals for 
hospitals. Another negative is in the grow- 
ing field of electronic commerce; the usrR 
finds that 52 countries now hamper trade 
on the Internet, up from 46 last year. Export 
subsidies could be the next area in which 
progress is made; most members of the 
World Trade Organisation want to trim 
them, especially for farm products. 























cial interest rates boosted investor confidence. In trade-weighted terms, the yen and sterling fell 


TRADE, EXCHANGE RATES AND BUDGETS Australia had its biggest trade surplus for nearly four years in February, cutting the 12-month 
total deficit to $3.6 billion, The trade-weighted Australian dollar appreciated by 0.6% on April 4th after the Reserve Bank’s half-point cut in offi- 


during the week by 3.2% and 0.9%, respectively. 













































































§Not seasonally adjusted 





__Trade balance*, $bn Current account Exchange rate Currency units _ Budget 

latest latest 12 $bn The Economist poll trade-weighted? per per per per balance 

month months latest 12 mths % of GDP, forecast Apr 4th year ago $ £ euro ¥100 %of app 

2001 2002 Apr4th year ago 2000 
Australia + 0.28 Feb - 36 = 15.1 Q4 -3.0 -3.2 69.1 771 2.02 1.65 290 1.80 1.66 09 
Austria “= 0.77 8 - 46 = 5.0 Jan 24 “1.9 "400.5 100.2° 15.5 143 222 138 127 “1.6 
Belgium + 0.37 Jand +128 + 1160e 46 4.0 399.3 989 454 418 65.1 403 37.2 “0.4 
Britain = 3.49 jan ~ 426 ~ 24.5 Q4 -2.0 1.9 105.0 1089 0.70 063 = 062 057 27 
Canada + 419 an + 377 + 12.7 %4 a 09 767 810 1.57 1.46 2.25 1440 129 25 
Denmark + 0.42 Jan + 50 + 28mm č 14 14 102.3 100.8 839 77 120 746 689 27 | 
France + 0.28 Jan + 14 + 24.1 Dec 19 18 102.0 101.7 738 679 10.6 656 605 “1.4 
Germany + 619 Jan + 53.0 ~ 254 n -13 EK 99.1 98.5 220 203 316 196 181 14 
} kaly + 0.97 Jan + 14 = 44 De -03 nil 728 726 2,178 2,005 3124 1,936 1787 01 
< Japan + 499 Jan +1115 +114.0 Jan 22 22 1344 1542 122 105 175 108 = “6.0 

Netherlands + 1.49 ani + 152 + BIG 39 3.9 38.3 977 248 228 3.56 2.20 203 16 
Spain = 3.10 Jan ~ 396 — 17.7 Dec 2.9 -2.6 745 74] 187 72 268 166 154 -0.3 
Sweden + 098 fe + 136 + 56m 24 24 762 84.4 10.32 86} 148 918 847 34 
Switzerland + 0.17 Fes - 08B + 3i 118 112 108.4 1044 172 1.63 247 153 141 na 
United States — 39.50 Jan ~ 455.2 -4349 Q% -43 “4.1 119.7 1075 = 2 143 089 082 23 
Euro area ~ 6.94 Jand - 93 ~ 33.7 an 02 04 798 796 1.12 7.05 7.61 = 0.92 0.3 
“Merchandise. Australia, Britain, France, Canada, Japan and United States imports fob, exports fob. All others cif/lob. 11990=100, Bank of England. OECD estimate 
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-EMERGING-MARKET INDICATORS 





@ CURRENT ACCOUNTS Last year Kuwait 
piled up the biggest surplus with the rest of 
the world relative to its national income. 
The oil-rich country’s current-account sur- 
plus was equivalent to 36% of its GDP. Our 
chart shows the most extreme deficits and 
surpluses among the 117 countries tracked 
by the Economist Intelligence Unit, a sister 
company of The Economist. The next big- 
gest surplus belonged to Singapore, at 
around 24% of cpp, followed by aslew of oil 
exporters headed by Qatar, Iran and Russia. 
Lebanon built up the biggest debt with the 
rest of the world, with a current-account 
deficit of 13% of cpr. The deficits of Malawi 


cpp. Azerbaijan came closest to a balance 
of zero, with a current-account surplus of 
0.1% of Gop. 



























































and Portugal were nearly as large relative to | 

























ECONOMY A sharp drop in the rupiah precipitated inflation in Indonesia, where annual 
growth in consumer prices hit a 20-month high in March. Likewise, annual inflation in Turkey 
rose in March, after having steadily fallen ever since February 2000. Turkey’s Gpr, however, 
continued to grow strongly in the fourth quarter, picking up by 8.3% in year-on-year terms. 






















































































* Excluding gold, except Singapore; IMF definition. Year ending June. *New series. 


% change on year earlier Latest 12 months, $bn Foreign reserves*, $bn 
GDP Industrial Consumer Trade Current Latest Year ago 
production prices balance account 
China + 7.3 Qa +10.2 Feb + 1.6 Feb? +23.6 Feb +15.7 1999 168.3 Dec 157.7 
Hong Kong + 68 Q4 -~ 02 Q4 - 2.1 feb —11.7 Feb + 8.8 Q4 114.3 Feb 93.1 
india + 6.0 92 +28 jan + 3.0 Feb ~ 6.7 Feb - 54 a4 39.0 Feb 33.5 
indonesia + 5.2 94 + 45 qt + 10.6 Mar +27.4 Feb + 6.1 Q1 22.6 dec 26.5 
Malaysia + 6.5 G4 +12.5 an + 1.6 Feb +16.1 Feb + 9.7 %3 29.1 Jan 32.2 
Philippines + 3.6 04 - 2.4 san + 6.7 Mar + 7.3 Jan + 8.2 Nov 13.1 Dec 13.2 
Singapore +10.5 Q4 +13.3 fee + 2.0 jan + 3.7 Feb +21.8 Qa 80.1 Dec 76.8 
South Korea + 464 + 86 fe + 44m 414.1 Mar +11.3 Feb 95.3 Feo 79.7 
Taiwan +4196 + 91 feb ~ 1.0 Feb + 9.1 feb + 9.6 4 110.1 Feb 113.6 
Thailand + 3.1 94 +35 12n + 1.4 Mar + 45 Feb + 8.1 Feb 32.2 Jan 31.9 
Argentina ~ 2.0 94 - 0.1 feb - 1.7 feb + 1.3 Jan -10.5 93 25.4 feb 247 
Brazil + 44 04 +11.2 Jan + 5.9 Feb - 1.3 Mar -26.4 feb 32.5 dec 34.8 
Chile + 45 94 - 0.2 feb + 3.5 Mar + 1.3 Feb - 1.0 04 14.7 Dec 14.4 
Colombia + 2.1 04 + 5.0 lan + 8.1 Feb + 2.2 Jan + 0.2 03 9.3 Feb 8.1 
Mexico + 51a +191 + 7.1 Feb ~ 87 fe -17.7 Q4 39.4 Jan 33.6 
Peru - 1.6 jan + 0.2 Jan + 3.6 feb = 0.4 Jan =- 1.7 94 84 Dec 8.7 
Venezuela +33% na + 127 reo + 660a +134 04 13.9 jan 12.3 
Egypt + 6.5 200 + 9.4 2000? + 2.3 Dec -10.4 Qa ~ 0.8 a4 13.1 Nov 15.0 
Israel + 3.0 Qa +10.7 Jan + 0.3 Feb -7.1 Feb ~ 0.7 93 23.4 Feb 22.1 
South Africa +33% + 57 jan + 78 Feb + 3.4 Feb ~ 0.5 94 6.1 Jan 6.4 
Turkey + 8.3- Q4 + 65an + 37.5 Mar 27.1 Jan ~ 9.8 Dec 20,0 dec 23.3 
Czech Republic + 3.9 q +13.8 jan + 4.0 Feb -= 3.4 Feb - 2.3 Q4 13.0 Feb 12.6 
Hungary + 4.2 Q4 +18.5 Feb + 10.4 Feb - 24 feb ~ 1.8 Feb 10.8 Jan 11.2 
Poland +24% - 0.1 fep + 6.6 Feb ~10.7 Feb - 9.4 Feb 25.3 Dec 24.5 
Russia + 772000 + OB fe + 223 fe +61.0 de +438 03 25.9 Jan 89 








































































































Currency units interest rates Stockmarkets % change on 
per$ per £ short-term Apr 4th Dec 31st 2000 
Apr 4th yearago Apr 4th % p.a. one “in local in$ 
week currency terms 
China 8.28 8.28 11.9 na 2,191.0 ~08 - O11 - Of 
Hong Kong 7.80 7.79 11.2 5.04 12,063.7 -61 ~- 201 ~ 201 
| India 46.6 43.6 66.8 8.75 5 -59 =- 102 ~ 10.1 
indonesia 10.610 7,815 15,207 15.69 -21 ~ WW? - 195 
Malaysia 3.80 3.80 5.45 3.30 “10.1 - 126 - 126 
Philippines 50.1 41.2 78 12.03 nl - 28 ~ 30 
Singapore 1.81 1.72 260 250 1,622.0 - 2.0 158 ~ 19.6 
South Korea 1,368 1,115 1,961 5.87 493.7 -66 - 22 - 95 
Taiwan 33.0 30.4 47.2 4.70 5,405.9 -~71 + 140 + 144 
Thailand 45.4 38.1 65.0 2.50 279.2 28 + 37 - 08 
Argentina 1.00 1.00 1.43 10.19 4313 -50 + 34 + 33 
Brazil 247 1.75 3.10 15.85 13,804.1 257 =- 115 ~ 203 
Chile 597 505 856 4.00* 4,906.6 +02 + 08 - 31 
Colombia 2,317 1,969 3,322 1296 827.3 +21 + 161 + 120 
Mexico 9.43 9.37 13.5 15.38 5,558.0 -25 - 17 + 02 
Peru 3.52 3.48 5.1 10.80 1,261.0 -06 + 44 + 44 
Venezuela 708 671 1,014 12.00 7,210.1 229 + 6) + 49 
Egypt 3.89 3.43 5.57 9.11 6,049.1 = 02. =.210.. = 210 
israel 421 4.04 6.03 5.51 371.6 -61  - 249 - 278 
South Africa 8.05 6.59 115 10.60 7,957.0 -53 - 44 ~ 102 
Turkey 1,245,000 588,100 1,784,459 77.00 81178 +66 =- 140 - 537 
Czech Republic 38.4 37.6 55.0 5.00 406.7 T84 - 150 - 167 
Hungary 295 268 424 O 10135 6,389.1 245 ~ 186 ~ 222 
Poland 4.04 4.22 5.79 17.39 14,1975 240  - 205 - 186 
Russia 28.9 28.7 41.4 25.00 161.37 L70 + 134 + 125 








*inflation adjusted. fin dollar terms. 
Sources: National statistics offices, central banks and stock exchanges; Thomson Financial Datastream; EIU; Reuters; Warburg Dillon Read; J.P Morgan 


| Chase; Hong Kong Monetary Authority; Centre for Monitoring indian Economy; FIEL; EFG—Hermes; Bank Leumi Le—israel; Standard Bank Group, Garanti 
| Bank; Deutsche Bank; Russian Economic Trends. 
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FINANCIAL MARKETS Turkish sharesjumped by nearly 4%on April ath after the economics 
minister promised good news soon for the lira. The Turkish lira fell by 10% against the dollar on 
April 3rd and has fallen by more than 40% since it was floated in February. All the other stock- 
markets in the table, save Santiago and Bogota, fell in sympathy with Wall Street. 
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LG FLATRON TV 





The perfectly flat screen, 


real picture, real image, 
dynamical sound 


SO O. 


LG DVD Player 
Superd picture quality, 
crisp, theatre-like sound 


Everyone finds their own key to unlock life's secrets and 
discover the world. Everybody experiences the world in their 
own way, using all their senses. And for us, every individual 
represents a challenge to reflect on products that can make 
life richer and more rewarding. To us, this is the very essence 
of digital technology. 

We would like you to enjoy your life in your own special way, 
and hope that you will greet us with a smile. www.lge.com 
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Digitally yours 


Welcome to the Winged city! 


Seoul’s new international airport Opens March 29, 2001 


TTS n a Eh Ai 
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March 29 2001, Incheon International Airport, Korea Opens! 


Now, the Winged city, Incheon Int'l Airport will be the perfect place for arrivals and departures. 
Environmental landscaping creates a soothing ambience for the senses. 

All these just 30 miles from downtown Seoul and just 3.5-hour flight from over 40 major Asian 
cities. Baggage delivery within five minutes, entry and exit completed within 45 minutes and 

a host of fine dining, shopping and entertainment choices set new standards for airports worldwide. 
And in addition business travellers will enjoy a 24-hour business center, hotel and fitness center. 
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Our high-speed cache 
will run your web site 


3 times faster. 


ORACLE 


SOFTWARE POWERS THE INTERNET 





For details and a free Web Performance Kit, visit www.oracle.com/triple 
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cO While the world may be getting smaller, its challenges clearly aren’t. That’s why it’s 
reassuring to know some people have your best interests in mind. People who eat, sleep and 


breathe your business. So when you talk about your company’s Internet needs, they understand 








THE INTERNET CAN PUT YOU IN TOUC 
WITH MILLIONS OF CUSTOMERS 
world’s third largest IT services AROUND THE GLOBE. 


every word you say. Fujitsu is the 


THEN WHY DO YOU FEEL SO ALONE? 








company* - a US$50 billion 
provider of IT and telecommunications products and services. With 60,000 IT support and 
service professionals and operations in over 100 countries, we're anything but distant. We get to 
know each of our global customers, on their own turf. All over the world. Isn’t it nice to know 


that, wherever the Internet takes your business, there will be someone right by your side? 


oe) 
FUJITSU 


www.fujitsu.com 


“Source: IDC, December 1999. Who Will be Leading the Global IT Services industry in 20007: A Competitive Analysis by Mauro Peres, Sophie Janne Mayo 


What 1f you're a 
good company 


















Capital and insurance markets 
are eager to provide capacity. 

As long as you're in the right 
market at the right time and your 
need can be met with standard 
products. If not, you could be 
left out in the cold. 





Enter Centre. 





When conventional sources of 
risk capital are stymied, we make 
deals happen. Helping companies 
obtain financing and manage risk 
through unique forms of credit 
enhancement, financial products 


but you're in an and insurance coverage. 


9 
unfavorable market? 


CENTRE 


www.entercentre,com A member of the GB) Zurich Financial Services Group 





Bermuda Dublin Hong Kong London New York San Francisco Sydney Zurich Products offered as appropriate through financial serves, insurance and reinsurance 


41-295- -1-818-9 852-2230-9850 44-207-816-0816 212-898-531 -977-7 -2-8247- 41-1-229- companies that are members of the Zurich Finonclot Servives Group, Products may 
441-295-8501  353-1-818-9800 2 00: 415-977-7850  :61-2-8247-2800 229-9500 Sot be avaliable in af jurisdictions. ©2000 Centre Group Holdings Limited 
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“Bad aid 


Sirn—-The World Bank’s research 
finding that “aid cannot buy re- 
form” (“Reform school”, April 
7th) has been known to the 
bank’s staff for decades. Your sus- 
picion that continued lending de- 
pends on the “ambitions of 
World Bank officials” is abso- 
lutely right. They have to meet ar- 
bitrary aid commitment targets 
determined without reference to a 
country’s absorptive capacity. 
Since the 1960s, the number of de- 
veloping countries requiring aid 
has declined substantially and 
most of the needy countries are in 
Africa and South Asia. Alas, most 
are ruled by corrupt cliques and 
collapsing administrations, so the 
scope for effective government- 
to-government aid has been 
sharply reduced. Attempting to 
pump more aid into these unfor- 
tunate countries is not in their 
best interests. Over the past 30 
years many of them quite unnec- 
essarily have become dependent 
on aid. 

The only reason aid continues 
to flow, and has done so for the 
past 20 years, is the understand- 
able wish of those in aid institu- 
tions to keep their jobs and to 
meet targets for aid disbursement 
that are determined at a political 
and international level. These tar- 
gets, usually set for the noblest of 
motives, merely oblige and en- 
courage staff to disburse funds 
that undermine the very reforms 
that are required. 





Executive churn oe 


Sır— You fail to mention one fac- 
tor that affects today’s chief exec- 
utive like no other: the sheer size 
of companies (“Churning at the 
top”, March 17th). Many of today’s 
multinationals are huge, not only 
in absolute terms but relative to 
recent history. The largest compa- 
nies now regularly operate in 
more than 100 countries. Even if 
the ceo works a six-day week 
throughout the whole year, that 
represents only three days a year 
on average for each country. 

Against this, top executives 
have to base their decisions less 
on direct experience and more on 
corporate information systems. 
The modern ceo is more of a bu- 
reaucrat, in the true sense of the 
word, than his predecessor was. 
And therein lies the rub. For 
when things go wrong what hap- 
pens next is driven in large part 
by that bureaucracy. The ceos 
that Jim Collins admires most ap- 
pear to be shy insiders, best 
suited to managing a complex bu- 
reaucracy, not extrovert “action 
men”, who wrench the company 
in a new direction but fail to get 
everybody to come in that di- 
rection with them. 

Nation-states have endured 
this size problem before and have 
developed a system for dealing 
with their leaders; a free vote ev- 
ery four or five years, in which 
poor performance leads to these 
leaders being fired. Many of to- 
day’s multinationals are as big as 
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that impinge on governments. 
Now that they are catching up, 
expect even more churning of 
chief executives. 


Haarby,. 


Denmark: ROBERT SATCHWELL 


Sir—Despite the many advan- 
tages of promoting from within, 
there-is a good reason why com- 
panies often prefer to appoint a 
new ceo from outside. Outsiders 
are not steeped in a company’s 
existing culture and values. It is 
relatively easy to change a com- 
pany's resources. and processes, 
but it is far harder to change a 
firm’s values and culture. It is 
these two latter characteristics of 
a business that stand in the way 
of change. Prospective ceos, free 
of the prevailing values and cul- 
ture of a business, have a far bet- 
ter chance of bringing in change 
than insiders. 

Egham, 


Surrey ROGER WOOLFE 





Art critic 


Sir—The fuss over the images of 
naked children at the Saatchi gal- 
lery (“Barely sensational”, March 
17th) seems trivial. What is puz- 
zling is that even though you 
freely admit that pictures like 
Tierney Gearon’s appear in “fam- 
ily photo albums across the land”, 
I will doubtless be labelled a phi- 
listine (rather than aesthete) be- 
cause I fail to agree that they rep- 
resent significant artistic merit. 
When in London I would actually 
prefer to view works by Titian, 
Velasquez, Picasso, etc, whose im- 
ages, oddly enough, I would find 
impossible to reproduce at home, 
even after a few hours practice. 
Houston JOHN POINTON 
on urn moon noa = lilt 





Uncorrelated 


Sir—You say that the correlation 
coefficient between changes in 
American and European share 
prices has risen from 0.4 to 08 
and that this means that move- 
ments on Wall Street can now ex- 
plain 80% of price movements in 
Europe (“Economics focus”, 
March 24th). Apparently, you 
confuse the correlation coefficient 
with the coefficient of determina- 
tion. The latter is the square of the 
former. Accordingly, if r=0.8 (as in 


; LETTERS The Economist, 25 St James’s Street, London swia 1HG FAX :020°7839 2968 E-MAIL: letters@economist.com 


your example), 64% of the total 
sample variation in European 
share prices is explained by the 
values of American shares and 
not 80%. 


Osnabriick, 

Germany GUENTHER GRUNERT 
ENE E E EEE | 
Waking dragon 


Sir—You call China a “commu- 
nist dictatorship” (“Bush's Asian 
challenge”, March 17th). How 
market oriented will China have 
to become before it is simply a 
fascist dictatorship? 

Torrance, 


California DAVID JOHANNSEN 


Sin—Your comment on George 
Bush’s Asian challenge is clear 
enough: China is a hidden dragon 
coming out of the clouds and we 
little tigers had better crouch. Still, 
good fences make good neigh- 
bours. | would argue for a better 
defended Taiwan. 
Moscow Jack CHENG 
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Ruling principle 


Sır--Tony Blair's discovery of ne- 
cessity as a ruling principle is a re- 
minder of the insidious ways in 
which unchallenged power af- 
fects those who wield it (“Tony 
and the absolute”, March 24th). 
Utilitarianism may not be exactly 
synonymous with democracy but 
it is quite close. Necessity, on the 
other hand, is anathema to de- 
mocracy. Mr Blair would do well 
to heed one of his predecessors, 
William Pitt the Younger, who 
said, “Necessity is the plea for ev- 
ery infringement of human free- 
dom: it is the argument of tyrants; 
it is the creed of slaves.” 


Gujranwala, KHURRAM 
Pakistan DastGir-KHAN 
san nen i a ae ht Ll 
Shakespearean 


Sir—Your obituary of Robert Lu- 
dlum (March 3ist), with its men- 
tion of his penchant for three- 
word titles of a certain style, re- 
minds me of a quip attributed (1 
think) to Salman Rushdie: had 


Ludlum written “Hamlet” he 
would have titled it, “The Elsinore 
Equivocation”. 

Philadelphia IAN PETRIE 
res PEE EASO A E A Stet CRER j 
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Director of Diversity 


Equalities and Minority Business Development 


The London Development Agency is the Mayor of London's 
Regeneration Agency. 


To complete our Senior Management Team, we now seek an 

exceptional person as Director of Diversity, Equalities and Minority 

Business Development to work with the private and public sectors 

to put equality at the heart of London’s economic development. 

The post holder will have three main responsibilities: 

¢ To ensure that all the activities of the Agency promote, 
encourage and support diversity in London. 


LONDON 


DEVELOPMENT 
AGENCY 


Equalities and Diversity 
A challenge for London 





£70-85k 


+ To promote good practice in equalities among all businesses 
in London. 
¢ To address the obstacles facing black and minority ethnic business. 
The person appointed will need to be credible with the key 
stakeholders of the Agency. They should also have experience 
that will enable them to influence all types of businesses and 
public sector organisations. Such experience may derive from 
a variety of backgrounds, public or private. 


For further details and a recruitment pack, please call us on 
020 7983 4932 or email us on recruitment @Ida.gov.uk or, 
alternatively, see our website at www.ida.gov.uk 


Please quote reference: LDA/DIRS. Closing date: 1 May 2001. 
The London Development Agency is an equal opportunities employer. 








EXCELLENT PACKAGE 


Enterprise Oil 


> 


BUSINESS ANALYST-RUSSIA TEAM 


LONDON 


Enterprise Oil is one of the world’s leading independent E&P companies, with a strong commitment te quality and growth. The Corporate 
Development Department is responsible for developing and implementing Enterprise's strategy for New Business. As a result of recent changes 
within the team structure, an opportunity has arisen for a talented Business Analyst to join the Russia New Business Team. 


The Position 


* Report to Business Manager, Russia. Responsible for business 
analysis within an integrated multi-disciplinary team. 


* Brief covers development of business strategies, competitor 
database and new business concepts. 


* Provide support in all areas of business development activity, 
particularly analysis of investment potential of projects and 
political, economic and market intelligence. 






SIGNORELLI 


Please send full CV, stating salary and reference E01/15, to SPC, Lynwode House, Summerhouse Road, Godalming, Surrey GU7 1PY. 
Tel: 01483 428215 Fax: 01483 417688 E-mail: SigPetMaii@cs.com 


PETROLEUM 


The Qualifications 


* Graduate in engineering, science or economics with excellent 
analytical, numerical and interpersonal skills. 


* Minimum of 5 years’ relevant experience. Knowledge of investment 
appraisal techniques desirable. 


+ Strategic vision with strong commercial acumen and high degree of 
computer literacy. Enthusiastic team player. 


* Russian language skills would be advantageous. 





CONSULTANCY 



















\HORE UNIVERSITY OF MANAGEMENT SCIENCES 


ò VICE CHANCELLOR 


oe Lahore University of Management Sciences (LUMS) is a young and rapidly growing university located in Lahore, Pakistan. 
This private university was founded, and is managed, by the corporate sector of the country. Asiaweek placed LUMS 
i among the top 20 business schools in Asia and Australia in the year 2000. 






The University has now embarked upon an ambitious goal of becoming a pre-eminent academic institution in the region. 
To lead this effort LUMS is seeking to appoint a Vice Chancellor who must have 











e Intellectual distinction 
+ Outstanding interpersonal skills and consultative management style 
e Successful institution-building experience 
e Ability to network locally and internationally with key stakeholders 
e Track record of leadership in a knowledge-based organisation 








The successful candidate will be expected to take up the appointment by September, 2001. 






Applications and nominations, including CV and names and addresses of three referees, should be sent to: 
Chair, VC Selection Committee, Lahore University of Management Sciences, Opp. Sector ‘U’, DHA, 
Lahore - 54792, Pakistan 
Tel: +92 42 5722670-79 Fax: +92 42 5722591/572 Email: chairvesc@lums.edu.pk Website: http:/Avww.lums.edu.pk 







All communications should be marked ‘Private’ and will be treated as confidential. The closing date for applications is May 15, 2001. 





















United Nations Educational, Scientific and Cultural Organization 


UNESCO is seeking qualified candidates to fill the following position in the Conferences, Languages and Documents Division 
at its Headquarters in Paris, France 





Main responsibilities 

Under the authority of the Director, Conferences, Languages and | production is in line with the expected quantitative and qualitative 
Documents Division, the incumbent will supervise and co-ordinate | results; deciding or making recommendations on administrative 
all the operations of the Translation Section, comprising six | and budgetary matters; and ensuring greater cost-effectiveness of 
Language Units and a Terminology, Documentation and Reference | the Section through the introduction or development of innovative 
Unit. This will involve, in particular, ensuring that the Section’s | procedures and computerized systems. 





Qualifications and Experience 

- Advanced university degree, preferably in languages and, if | innovation and ability to develop and motivate staff; 
possible, with specialization in computer-aided translation, or | - Excellent command of English or French, and good command of 
equivalent experience; the other language; knowledge of another official language (Arabic, 
- Organizational and management experience, openness to | Chinese, Spanish or Russian) would be an asset. 












Applications from qualified women candidates are encouraged, as are applications from under- or non epresented Member States 











LONDON 
ECONOMICS 





LONDON ECONOMICS 





: | OPPORTUNITIES FOR OUTSTANDING ECONOMISTS | 









Due to a high level of demand from clients for our services, a number of exceptional senior economic consultants are 
required to join the UK, European and international operations of London Economics. Opportunities also exist for 
consultant level positions. 










London Economics is one of the world’s leading economic consultancy firms and its shareholders include the Indecon 
International Economic Consultancy Group. Since it was formed in 1986, LE has assisted the private and public sector 
in over 80 countries with decision making based on first-class analysis, and has pioneered microeconomic consultancy. 
The current shareholders are committed to the development and major expansion of London Economics throughout 

Europe and wish to recruit additional economic consultants. 










Candidates must be outstanding economists, ideally with an international reputation and strong commercial experience. 
Only exceptional individuals who have the ability to work as part of a first class team, which is spearheading the 
expansion of this global consulting practice, should apply. A-commitment to world class standards of applied economic 
research and client service is essential. The candidates should have a distinguished academic record and be currently 
employed in leading consultancy practices or in government/regulatory/academic positions. Ideal candidates for senior 
economic consultant positions are likely to have had a minimum of four years post-graduate experience. 












Our consultants have the opportunity to contribute to policy at the highest level for our clients in commercial 
organisations, financial institutions, major utilities, legal practices, regulatory agencies and government departments. A 
very attractive remuneration package will be provided, reflecting the importance which we attach to recruiting only 
outstanding applied economists. A uniquely supportive and people oriented environment is provided, enabling our 
economists to realise their full potential. 










Candidates should send a comprehensive CV and details of their current salary and responsibilities in strict confidence to 
our head office at: 

London Economics, 60 Lombard Street, London EC3V 9EA, U.K. 

Telephone: +44 20 7446 8400 Fax: +44 20 7464 8618 or by E-mail: recruitment @londecon.co.uk 














Candidates for positions in our policy and strategy division should be marked for the attention of Mr Sean Lyons, for 
posts in our competition division to Mr Nils von Hinten Reed, and for posts in our regulatory division to Dr Ming Yang. 
Candidates interested in positions based in Brussels should in the first instance be sent to Professor Aubrey Silberston 

CBE. Applications for more junior economist positions, who should hold a Phd or a MSc in economies from one of the 
leading universities, should be sent to Dr Gregory Swinand or William Holmes-Batt. 


LE 


Economics for Business and Government 







Directors: Sir Alan Budd; Alan W. Gray (Chairman); Hugh Jenkins CBE 







European Offices: London Brussels Paris Dublin 
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international 
Monetary 
Fund 





Translator, Russian Division 
Bureau of Language Services 


Technology and General Services Department 


For its headquarters in Washington, D.C. (USA), the 
International Monetary Fund (IMF) is seeking a professional: 


Russian/East European Slavonic Language Translator 
Candidates must have a demonstrated ability to translate 
and revise mostly economic, financial, legal, and statistical 
documents frorn Bosnian, Croatian, Serbian, Russian and, 
preferably, other East European Slavonic (EES) languages 
into English, as well as to revise or review translations into 
Bosnian, Croatian and Serbian prepared by contractors, 
Candidates must be able to meet high standards of quality 
within tight production deadlines. 


Candidates must be of English mother tongue and have 
excellent translation skills from Bosnian/Croatian/Serbian 
and Russian. Knowledge of other EES source languages will 
be considered an additional asset. Candidates should hold a 
university degree in translation and/or in a language- or 
economics-related field, and have at least 5 years of relevant 
experience, preferably with an international organization. 
They must be able to produce work using standard software 
applications such as Microsoft Word and Excel. 


Pre-selected candidates will be required to take written tests 
from the relevant source languages. 


To Apply: 

Candidates meeting the qualifications are invited to apply by 
May 31, 2001. Please send only one copy of your resume, 
preferably by fax or e-mail, making explicit reference to 
vacancy R01245B. 


International Monetary Fund 
Recruitment Division, IS9-100 
700 19th Street, N.W. 
Washington, D.C. 20431 
USA 
Fax: +1 202 623-7333 
E-mail: recruit@imf.org 


Further details about the rate and function 
of the IMF are provided on its Web site: 


http://www.imtorg 
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Opportunities in 
international Consultancy 


High-Point Rendel is seeking experienced personnel for several 

existing and future assignments in highway management and 

related fields. Opportunities will be based in overseas locations, 

initially in Asia. f i 

e Project Managers with extensive experience in: 

- Capacity Building/Institutional Strengthening 

~ Process re-engineering in the public sector regen | 

- Development and implementation of highway management 
information systems 

e Expert Consultants are also required in the areas 
outlined for short (1 year) to medium term inputs on specific 
tasks, including: 

- Institutional Strengthening 

- Process re-engineering & change management in public sector agencies 

- Highways and bridge operation and maintenance 

~ Systems Analysis and applications Development in the 
Highway Sector 

~ Human resource development and training 





If you are interested in these specific opportunities please send a 
detailed cv together with your salary package expectations and 
quoting Reference TB/01 to: 


Human Resources, High-Point Rendel Ltd., 
61 Southwark Street, London SE] 1SA 

Or E-mail cv to: r.winterflood@highpointrendel.com 
Internet: http://www.highpointrendel.com 


WE ARE AN EQUAL OPPORTUNITIES EMPLOYER 
cool management s engineering cela 


\ 


KY, 


IFPRI 
INTERNATIONAL FOOD POLICY RESEARCH INSTITUTE 


Director, Finance and Administration Division (Ref# 01-108) 


IFPRI seeks Director in its Finance and Administration Division, The Director of Finance and 
Administration (DFA) will work on a five-year fixed term, renewable assignment. 


Duties: The DFA is a member of the Senior Management Team and reports to the Director 
General. As primary responsibilities, the DFA manages all central administration and finance 
functions: directly supervises the senior administrative managers (Finance, Computer 
Services, Homan Resources, Facilities and Travel: develops and implements systems that 
ensure the smooth operations of central administration; and oversees all space, tease and 
security functions. The DFA oversees the preparation of the Institute's annual budget; oversees 
the short- and long-term financial status of the Institute; and recommends corrective actions 
to the Director General when warranted. 


IFPRI seeks an inspiring team leader to foster teamwork in the finance and administration 
division and with other divisions, a promoter of diversity with experience in multicultural 
settings, with a song commitment to promoting an IFPRI perspective rather than the interest 
of individual organizational units. 


Required: MA degree or equivalent: minimum of ten years experience at the management 
level; broud knowledge of finance and administrative functions: senior level experience in 
contract administration, demonstrated experience with the gn of management systems, 
particularly computer-based management systems; managerial experience in a non-profit, 
research, development, and/or international organization: fluency in English; excellent 
written, verbal and interpersonal communication skills; and ability to travel intemationally on 
a limited basis. Preferred: Knowledge of the CGIAR; understanding of development and 
research issues: experience in donor relations and fundraising activities? proficiency in 
Spanish and/or French; and ability to understand and communicate with social science 
researchers about their work. 





Applications: IFPRI offers a stimulating, collegial research environment with competitive 
salary and excellent benefits. Please send a detailed letter of interest summarizing the relevance 
of your experience to IFPRI's needs, curriculum vitae, and the names and contact information 
of at least three references to Email: IFPRI-HRINTL@cgiarorg or Fax: (202) 862-8187, or 
mail to: IFPRI, Haman Resource Services, Refi 01-108, 2033 K Street, N.W., Washington, DC 
20006, USA. Position will remain open until a qualified candidate is identified. 





IFPRI is an international and equal opportunity organization and believes that staff diversity 
contributes. to excellence. IFPRI therefore encourages women and developing country 
nationals to apply As an international organication, IFPRI can provide appropriate work visa 
if needed. Please quote Ref# 01-108 in all queries and correspondence, 
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IVERSITY 
of LIVERPOOL 


VICE-CHANCELLOR 


Applications are invited for the post of Vice-Chancellor 
of the University of Liverpool to succeed Professor 
Philip Love CBE who is to retire with effect from 
31 August 2002. 

Interested individuals are invited to obtain full written 
particulars from the University’s appointed consultants, 
Saxton Bampfylde Hever plc, by telephoning 01233 214529 
(24 hours) not later than Friday 20 April 2001 
quoting reference GLIA/E, Alternatively they may 
e-mail GLIA(@saxbam.co.uk with an e-mail address at 
which they can receive this information. 


Priday 27 April 2001. 
The University of Liverpool is an Equal Opportunities Employer. 


The closing date for applications is 


oo 
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ADVERTISED RECRUITMENT AND CONSULTANEY 
A PRACTICE WITHIN SAXTON BAMPEYLOE HEVER tiS 


Executive Director 


Partners in Population and Development 


Partners in Population and Development (Partners) is a unique, inter-governmental 
alliance of sixteen developing countries, formed to realise the goals of the [CPD 
Programme of Action, Each member country is committed to sharing their reproductive 
health and family planning expertise through Sourh-to-South collaboration. 

Parmers is seeking an exceptional individual for the position of Executive Director. This 
position provides a rare opportunity to lead a complex, global organisation and make a 
significant contribution to the sustainability of international development. Under the 
guidance of the Partners Board, which is comprised of Ministers from the member 
countries, the Executive Director will manage the Parmers Secretariat in Dhaka and the 
organisation's overall activities. The Executive Director will be capable of performing 
with innovation and fair at the highest international level, and using his/her leadership 
and networking skills to inspire active support. irom governments, international 
organisations and the private sector. 


Prospective candidates must possess: 


e a post-graduate education in social, management or health sciences, with 
specialisation in reproductive health, population, development or related areas; 
fifteen years experience in reproductive health, family planning and/or population 
and development programs, including at least five years at the international or 
regional level, and five years in a senior management position; 

a track record of organising work harmoniously with persons of different cultural 
backgrounds; 

good knowledge and experience with information technology and communication 
systems; and j 

Huent oral and written communication skills in English (additional language skills in 
French, Spanish and/or Arabic will be viewed favourably}. 


The successful candidate must be willing to spend up to 30% of his/her time travelling. 
Partners offers a competitive salary and benefit package; salary on appointment will be 
commensurate with experience. 

For a complete job description, visit the Parurers web site at 
wwwsouth-south.org. The closing date for sH applications is 15 May 2001. 
Applications should include a cover letter, OV and three references, and be sent by 
facsimile or email to; 


Ms Gabriela Rivera 

Partners Secretariat, GPO 2925, Dhaka- 1000, Bangladesh 
Email: grivera@ppdsec.org 

Facsimile: + 880-2-882-9387 
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RESEARCH & CONSULTING 


DIRECTOR/ASSOCIATE DIRECTOR 
HOUSING MANAGEMENT AND FINANCE 


ECOTEC wishes to recruit senior specialist staff at the Director or 
Associate Director level to lead the expansion of our research and 
consultancy services hr Housing Management and Finance. 


The work will be predominantly but not exclusively in the OK. You will 
be expected to develop a new team of consultants and researchers 
building upon our expertise and track record in Economic 
Development/Regeneration, Social Policy and Environmental Policy. 
Our services are and will be regeneration lead with strong economic 
grounding, Candidates will be expected to demonstrate appropriate 
competences and sympathy with this approach. Above all you will need 
to be a team builder and work winner, able to exploit fully the synergies 
with other teams in ECOTEC and our sister companies, NEI BV and 
Kolpron BY, in the newly established ECORYS Group, a pam 
European research and consulting company with over 500 staff and a 
turnover in excess of €50m. 


See our web sites for further information at www.ccotec.com, 
wwweneial and www.kolpron.nl. ECOTEC has offices in the UK in 
Birmingham, Leeds and London. This post is based in Birmingham but 
will involve extensive UK travel. 

The salary package attached to the post is in the range of £50k to 
£70k. There is also the possibility of equity participation for 
exceptional candidates. 


CVs to Pat White, Personnel Manager, ECOTEC Research & Consulting 
Ltd., Priestley House, 28-34 Albert Street, Birmingham B4 7UD) by 28° 
February 2001 (Interviews week commencing 12 March 2001). 


Informal discussion with Frank Joyce, Chairman on 0121 616 3610 or 
by e-mail to Frank Joyce@ecotec.co.uk 


CHIEF EXECUTIVE OFFICER 


The Institute of Geological and Nuclear 

Sciences Lid (GNS) is a research company Y 

(Crown Research Institute) owned by the 

New Zealand Government, providing geoscience 

and isotope science information, research and consultancy. The vision to 

be a world-class earth systems research company requires GNS.to be: 

@ A world centre of excellence for research and information in earth 
systems science. relating especially to plate boundary phenomena 
and their socio-economic implications 

@ New Zealand's principal geosciences researcher and adviser, 
excellent at transferring knowledge to decision-makers such that 
geoscience implications are reflected in their decisions 

@ A robust and active collaborator with public and private 
organizations throughout the world. 


GEOLOGICAL 
R NUCLEAR 
SCIENCES 


GNS is seeking a dynamic Chief Executive Officer to lead the company. 
The ideal candidate will have a strong track record of developing and 
implementing successful domestic and international strategies for 
pursuing business growth, operational excellence, market presence and 
sound commercial returns, within a scientific technical environment, 
The successful applicant is likely to have a background in science, 
technology or engineering, and the credibility, instincts and attitudes to 
lead and motivate a highly skilled, intelligent research workforce to a 
top level of performance. 


The CEO reports te the Board of Directors, and will be based in 
Wellington, New Zealand's capital city. 


Expressions of interest should be registered at “Opportunities” 
on www.ekornferry.com by 11 May 2001. Queries may be 
directed by email to Mark Richards, Korn/Ferry International, 
mark.richards@kornferry.com 
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Perfect? 


TEP forward to a dinner party in 2025. Your 

hostess warns you that the tomatoes are 
the new cholesterol-reducing ones. Your host 
grumbles that he eats only organic food. Your 
gay neighbour tells you how his clone (should 
you think of it as his son or his brother?) is 
doing at school. Somebody mentions the 
amount that the Smiths have paid to make 
sure their next daughter has blue eyes. 
Wouldn’t it have been better spent on making 
her musical? Somebody jokes about that cou- 
ple who could have had a Margaret Thatcher 
clone but chose a Bill Clinton instead. On the 
drive back, the headlines are about attempts 
to raise the retirement age to 95. 

This is not a prophecy, merely a set of possibilities that the 
revolution in genetic science might throw up. Would such a 
world horrify you, inspire you, liberate you, disgust you? Per- 
haps a combination of all these emotions. Genetic science 
does not pose just the “normal” questions of how we should 

\ regulate any new technology. It also presents ethical and po- 
litical challenges, many of which cut across the traditional 
barriers of liberalism and conservatism. If America is a guide 
(see pages 19-21), then most politicians are floundering to un- 
derstand what may be just around the corner. 

The debates about genetic science tend to be ones where 
the extremes offer the only consistent positions. The Roman 
Catholic church, for instance, tends to oppose most re- 
productive meddling for humans, including cloning. On the 
other side, libertarians, the biotechnology industry and most 
scientists take the opposite tack: that people should be as free 
as possible to choose what they do with their bodies and (by 
extension) those of their children. 

The Economist, by and large, has been on the side of sci- 
ence. In agriculture, we have defended genetically modified 
food as a source of cheaper, better nutrition. In human 
health, biotechnology offers two magical things—the chance 
to tailor a medicine to a specific person, and the chance to 
prevent some diseases before they occur. On the whole, it has 
seemed wrong to deny people the opportunity to try these 
things. A laisser-faire attitude towards rvr has, for instance, 
already helped countless childless couples have children. 

But scepticism, not just of ideological creeds but also of 
technology, is also part of liberalism. It is not illiberal to draw 
a few lines around a technology that so many people feel 

` queasy about and about which so little is yet known. And it is 
not illiberal to worry about the rights of the children whom 
parents may be tempted to try to perfect. 

Begin with two easy decisions. First, every country should 
have some equivalent of Britain’s Human Fertilisation and 
Embryology Authority (1#FEA)—a permanent independent 
regulatory overseer, composed of scientists and ethicists, that 
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reports to the health ministry. This may in- 
volve a little more red tape. But it forces scien- 
tists to justify what they are doing as “neces- 
sary and desirable” every time they leap 
ahead. And it is surely preferable to the 
American system, where the government's 
only hold over the industry comes through 
dictating how public money can be spent. 
Voters will not be happy that their gov- 
ernment did nothing to stop something horri- 
ble happening in a laboratory just because it 
happened in a private-sector one. 

Next, those authorities should impose a 
moratorium on reproductive human clon- 
ing.This is not a matter of ethical choice but, 
as with our opposition to xenotransplantation (putting ani- 
mal organs into humans), of safety. In principle, human clon- 
ing is easy: find a donor egg, suck out the nucleus, inject a cell 
from the person whom you wish to copy, encourage it to start 
growing. In practice there are big technical hurdles. Only 
around one in 20 animal clones survives; many come with 
terrible deformities. That sort of success rate is tolerable with 
flies and sheep; not so with humans. 


And now, the hard part 


That still leaves the much harder ethical question of whether 
developments like cloning (even if safe) and genetic modifica- 
tion are welcome. Here, the correct starting-point is that it is 
up to the opponents of cloning to make their case, not its pro- 
tagonists: the burden of proof should lie with those who 
would regulate or ban. However, this approach should not 
imply that this burden is impossible to meet. 

The case for most sorts of human cloning is simple and 
similar to rvr: it will allow people who cannot reproduce to 
do so. Critics argue that enormous numbers of clones would 
pose worries about the strength of humans as a species; sex, 
they say, is there for a purpose. Yet it would take millions of 
clones to have much impact on the health of a species that al- 
ready numbers six billion. It is also unlikely that many cou- 
ples will choose cloning over old-fashioned procreation. In- 
deed, current prejudice already suggests that many will 
believe clones to be somehow inferior to other humans. 

The more general fear is that cloning represents a form of 
despotism over future generations. Cloning will not produce 
a perfect copy. A clone will merely have the same genes as his 
father or mother. Produced in a different womb and growing 
up at a different time than his forebear, a clone may (we don't 
know) be much less similar than an identical twin. Cloning 
will create individuals. Yet that fact alone does not mean that 
all sorts of cloning would be welcome from the child’s point 
of view. Who would want to be that Margaret Thatcher clone? 
In general, the further cloning veers from being simply a treat- 
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ment for the otherwise infertile towards being an attempt to 
stamp predetermined characteristics on your offspring, the 
more legitimate the fears about parental despotism look— 
and the more regulators should be tempted to intervene. 
The same sort of line—between (welcome) medical treat- 
ment and (inadvisable) parental perfectionism—should also 
be drawn in the separate and more complicated field of pre- 
birth genetic modification. Parents can already select which 
particular embryos to implant, so as to screen out specific dis- 
eases. In the longer run, modifying those embryos offers a 
chance to practise a form of benign eugenics: for parents to 
eliminate undesirable traits from their children. So long as 
those traits are medical conditions, this seems acceptable: 
why deprive children of the chance to live without Parkin- 
son’s disease? But the queasy feeling takes over once parents 
start eradicating character traits such as homosexuality, or ac- 
tively selecting good genes—athleticism, tallness, a high 19. 


Of course, parents have always tried to determine their 
children’s genes. Aristotle advised men to tie off their left tes- 
ticle to guarantee a male child. But genetically modifying em- 
bryos surely marks a new departure—a potential loss of dig- 
nity and of autonomy. A child who is required to take up 
piano lessons by his parents can later give them up; he cannot 
change the fact that they made him ten inches taller. 

While setting out such fears, it is vital to recognise both 
that they will be hard to translate into regulations and, more 
important, that the fears may prove misplaced. By any rea- 
sonable measure, the new eugenics, based on individual 
choice, represents a far more benevolent regime than the old 
racist sort. Governments should be open-minded about these 
developments, but cautious and questioning as well. Society 
needs to beware scientific hubris on one side and blind fear of 
the new on the other. As ever, scepticism and pragmatism, the 
great liberal virtues, will be the best guide. 





High noon in Hainan 


Tough on security but open for trade: that should be George Bush’s policy 
towards China now that the spy-plane stand-off is over 


HEN nothing was happening, the fictional journalists 

in Evelyn Waugh’s “Scoop” invariably wrote that “an 

eerie silence had descended” on whatever place they had 
found themselves in. If William Boot had been sent to Hainan 
Island, where the notoriously noseless American spy plane is 
sitting on an airfield and where its 24 crew were held in cus- 
tody, an eerie silence would actually have been good news. 
Instead, there was a cacophony of nationalist noise on both 
sides of the argument, and much talk of long-term harm to 
the relationship between America and China. On April uth, 
however, a quieter and more sensible resolution was reached, 
with a form of words under which the protagonists could 
both declare victory and retreat. So will any long-term harm 
actually have been done by these strange 11 days in Hainan? 
It depends on whether there is now silence, or whether 
things turn genuinely eerie. The Americans have said sorry, as 
far as they felt they could without actually accepting respon- 
sibility for the mid-air crash over the South China Sea that 
caused this kerfuffle. The Chinese are sending the American 
crew home, for “humanitarian reasons”, but feel, by having 
obtained some sort of an apology, that they have kept their 
pride. The initial signs are that it was the Chinese who gave 
way to make this deal possible, but all may not yet be known. 
In any case, both will doubtless now reinterpret the deal for 
their domestic audiences in their respectively favourable 
ways. But what will matter more is whether either side de- 
cides that it now wants, or needs, to make a further point 
through words or actions. And that mainly means America. 


A firm line but an open door 


In the stand-off over the plane, China has held all the 
cards—ie, the crew and the plane. But in the aftermath, Amer- 
ica will hold most of the cards: over trade, arms sales to Tai- 
wan, support for China’s Olympic bid, and so on. The real 
question is therefore how, in the light of what has happened, 
it should play them. 
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One tempting course would also be the least productive: 
to use trade sanctions as a punishment. Sanctions rarely work 
in any event; when, as now that the Hainan confrontation is 
over, there is no quid to be had for the quo of relaxing them, 
they would be merely a rude gesture. 

Some congressmen think the quid could be better Chinese 
behaviour on human rights. But that is virtually unmeasur- 
able, and would anyway lead simply to artificially “good” be- 
haviour in the run-up to an assessment of trading relations, as 
has always happened in recent years when the vote on 
China’s “most-favoured nation” trading status was ap- 
proaching. To return China to that annual ritual would 
achieve nothing. It would also play into the hands of Chinese 
hardliners who have opposed their country’s pro-market re- 
forms and membership of the World Trade Organisation. 
Slow progress in getting China into the wro already means 
that Congress will again have to vote this summer on China’s 
trading status: the best outcome would be to keep things as 
they are, all the better to get China into the wro and subject 
to the pressure of international trade laws. 

Where America should, however, maintain a tough line is 
on security. The policy, begun by Richard Nixon and Henry 
Kissinger, of engaging China within a clear set of security pa- 
rameters, remains the right course. Above all, that means con- 
firming, in talks due to begin on April 18th, that American 
planes will still fly freely over international airspace. And it 
means leaving China in no doubt that America would in- 
tervene in the event of an invasion of Taiwan. Now, with a 
decision over arms sales to the “renegade province” immi- 
nent, that might take the form of the sale to Taiwan of better ‘ 
defence kit than it might otherwise have received. That would 
be a sturdy, even provocative act. But, given China’s missile 
build-up and its belligerent words, it would be justified. Mr 
Bush, in his expressions of regret, has already shown enough 
flexibility. To show more would be dangerous. 

a 
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Lost in California’s haze 


California needs boldness to get out of its electricity mess 


OW long before Gray Davis becomes known as the 

Prince of Darkness? California’s governor, who once 
harboured presidential ambitions, now faces an unexpected 
struggle to hang on to his current job at next year’s election, in 
the wake of the state’s power farce. Mr Davis, a centrist 
Democrat, has other political virtues to sell himself to voters; 
but on the issue of power, he has only himself to blame. 

To be fair, Mr Davis did not cause the mess. For that, 
blame an earlier botched “deregulation” that first protected 
the two main electric utilities in California—Pacific Gas & 
Electric (PG&E) and Southern California Edison—from outside 
competitors, and then entwined them with rules of the sort 
that Marx, either Karl or Groucho, might have invented. 
Wholesale prices have been freed, forcing the utilities to buy 
power only on the volatile spot market, but retail rates have 
been frozen. The crisis has been caused chiefly by Edison's 
and pGa&e’s inability to pass on price increases to consumers. 

Mr Davis has made all this much worse, first through his 
inaction and now, quite possibly, through his actions. The big 
utilities have been in trouble since last summer; consumers 
have been enduring blackouts for almost as long. Mr Davis’s 
reply was to waffle—using lots of populist words, refusing to 


` pass rate-increases on to consumers, blaming greedy out-of- 


state suppliers and calling for price caps in the national 
wholesale electricity market. Then he agreed to underwrite 
the utility firms’ power purchases—putting off the problem. 


The power of the state 


Now reality has caught up. Two weeks ago, his own loyalists 
on the powerful California Public Utilities Commission ap- 
proved a rate increase (though it tried to target businesses 
rather than consumers). On April 6th, pG&e, the state’s biggest 
utility, declared formal bankruptcy. Mr Davis is now cobbling 
together a de facto bail-out of Southern California Edison, the 


_ state’s other troubled power giant: on April th, the state 
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agreed to buy the utility’s transmission assets (ie, its share of 
the grid) for $2.8 billion—an inflated price. 

The Edison deal thrusts the state squarely in the business 
of electricity provision. That is a step backwards, but it would 
be tolerable in the short term, if it accompanied a broader, 
long-term solution, based around addressing its three main 
problems: supply, bottlenecks and demand. 

Thanks to a mixture of onerous environmental laws, im- 
penetrable red tape and unco-operative neighbourhood 
associations, the utilities have not built new power plants for 
a decade even though demand has been soaring. Some power 
plants are expected to come on line after this summer. More 
are needed. Mr Davis's advocacy of price caps in the whole- 
sale market is currently discouraging both new power-plant 
construction and sales of power from out of state. 

Next come the bottlenecks. The state’s overloaded trans- 
mission and distribution system is partly to blame for the 
power cuts. Its natural-gas infrastructure also has choke- 
points. Mr Davis could use his new part-ownership of the 
grid to bludgeon through upgrades, or provide incentives to 
others to do so. Nor has he yet done much to help “mi- 
cropower”. Local fuel cells and microturbines could avoid 
grid congestion by delivering clean power directly to the end 
user. But their future depends on dismantling tariff barriers, 
standardising interconnection rules and promoting net me- 
tering so that excess power can be sold back into the grid. 

The final area any long-term solution must address is con- 
sumer demand. The utility commission’s rate hike is a step in 
the right direction. But the system is still skewed—not least 
because the new rate does not reflect either market conditions 
or demand. People have no incentive to turn on their washing 
machines in the evenings rather than at the daytime peak. 
Real-time metering might be unpopular. On the other hand, 
as Mr Davis is discovering, trying to keep everybody happy 
does not always work either. 








Beware of heroes 


Faith in central banks tends to overshoot—just like stockmarkets 


il Soe past decade has witnessed one of the biggest bull 
markets ever, not just in equities, but also in central bank- 
ing. Never before, it seems, have central banks wielded so 
much power. Countries everywhere have transferred control 
of monetary policy from politicians to independent central 
banks. The newest, the European Central Bank, was designed 
as the most independent in the world. And as other central 
bankers won unprecedented power, Alan Greenspan, chair- 
man of America’s Federal Reserve, gained unprecedented ku- 
dos in the marketplace. Now the bubble in central banking 








may be popping, along with that in the stockmarkets. 
Judged by their recent record on inflation, central banks 
have done a superb job, pushing inflation rates to 30-year 
lows. Yet the aura surrounding them is fading. For example, 
critics complain that the ec lacks transparency, because it re- 
fuses to publish minutes of its meetings and details of its vot- 
ing. Many also accuse it of being slow to loosen policy as the 
economic outlook has deteriorated. The Bank of Japan’s repu- 
tation has suffered still more. It allowed deflation to persist 
and thereby failed in a central bank’s main task: to ensure 






EADERS 


criticism of its policy tightening last August, but it has now 
been forced to reverse course by cutting interest rates again. 
The lesson from both Europe and Japan is that increased in- 
dependence should go hand in hand with improved 
accountability. 

At is, however, in America that the reputation of central 
banks faces its toughest test. Never before has one central 
banker been so revered by investors and the public. Until re- 
cently Mr Greenspan was lauded for his skill in steering the 
economy through ten years of expansion. Yet today, as share 
prices and the economy falter, some of his former fans have 
become his fiercest critics. Mr Greenspan stands accused of 
raising interest rates by too much last year, and of not cutting 
them sharply enough as the economy has slowed. 

Such criticisms are wide of the mark. If the Fed deserves 
censure, it is for its failure to raise rates in the late 1990s, when 
America’s stockmarket fell victim to its “irrational exuber- 
ance”. The lesson is that central banks should pay attention to 
the prices of assets, including equities, as well as the prices of 
goods and services. The more that an asset-price bubble is al- 
lowed to inflate, the greater the pain when it deflates, because 
the associated economic imbalances—such as America’s low 
personal saving rate and corporate overinvestment—will 
have become that much worse. 

To be fair, Mr Greenspan himself ruminated about the 


~ price stability. The bank, proud of its independence, ignored : 













risks of irrational exuberance as long ago as December 1996, 


but the market ignored his warning. It is also hard for a central 
bank to identify, let alone to know how to deal with, a bub- 
ble. Yet Mr Greenspan may have made this one worse by talk- 
ing up the changes wrought by the new economy. He may be 
right about America’s longer-term productivity gains, but by 
dwelling on them he also encouraged many investors to be- 
lieve that the extraordinarily high level of the stockmarkets 
made some sense. 


Heroes or villains? 


If the world’s big economies now move into recession, espe- 
cially a bad one, demands will arise for central banks’ powers 
to be curbed. Yet their failure to put an end to booms and 
busts is not a reason to return monetary policy back to the 
politicians. The notion that central-bank independence 
would cure all economic ills was always naive. Politicians, 
voters and markets have come to expect too much from cen- 
tral banks. With no reliable maps or compasses, and much 
statistical fog, the risk of navigational error is always high. 

Mervyn King, a deputy governor of the Bank of England, 
argues that successful monetary policy should be boring, and 
not headline news. “Successful central banks should be seen 
as neither heroes nor villains, but simply as competent refer- 
ees, allowing the game to flow.” Mr Greenspan’s predicament 
is that no one now sees him as merely competent. 





Britain needs to give people an interest in fostering economic 


growth in their locality, not in stifling it 


N THE late Middle Ages, profits from the wool boom 
helped build one of the best and most beautiful universi- 
ties in the world. Now that university is responsible for the 
area’s latest economic success: a concentration of software, 
communications and biotechnology companies, nicknamed 
Silicon Fen after the East Anglian flatlands that stretch east- 
wards from Cambridge towards the sea. With around 1,600 
firms, Cambridge has the biggest concentration of high-tech 
companies anywhere in Europe. 
Elsewhere in Europe, clusters have grown around big 
< manufacturing companies—telecoms and software around 
-+ Ericsson in Stockholm, wireless and Internet around Nokia in 
_ Helsinki. Silicon Fen is more like California’s Silicon Valley. It 
-_ has grown from the bottom up into an entrepreneurial centre 
plugged into a network of money and experience in London 
and America. Unlike the Valley, however, the Fen has barely 
been shaken by the dotcom stockmarket slump (see page 55): 
while the dotcom business was more about dreaming up 
fancy business models, Cambridge’s university connections 
ensure that it does serious science. 


The trouble with planning 


But Cambridge has its own frustrations. Many of the compa- 
nies there say it is a struggle to grow. Their principal com- 
plaint is not of the shortage of people who can read and write, 
nor of the short-termism of investors, nor any of the other fa- 
miliar complaints about Britain. They say that the main rea- 
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son they cannot grow is the planning system. Applications to 
erect a new building grind slowly through the system; ap- 
peals, if an application is turned down, take years. High-tech 
businesses do not have years to waste. 

Britain’s economic performance has, over the long haul, 
been moderate, at best. In the second half of the 2oth century, 
Britain’s average annual growth rate was 2.5%, compared with 
America’s 3.2%, France’s 3.6% and Germany’s 4%. Economists 
trying to explain Britain’s relative sloth tend to focus on pro- 
ductivity—how much output you get from your inputs. In 
1999, output per hour worked was 14% higher in Germany 
than it was in Britain, 23% higher in France and 26% higher in 
the United States. 

Why are British workers so unproductive? The class sys- 
tem, say some, which has created a divide between workers 
and managers inimical to the co-operation that makes busi- 
ness work best. The education system, say others, which, born 
out of the nobility’s scorn for trade, prizes the classics over 
mechanics. McKinsey tackled this question for a report pub- 
lished in 1998, “Driving productivity and growth in the ux”. 
Its consultants are not paid to indulge grand cultural theories. 
They agreed with the Cambridge entrepreneurs that the plan- 
ning system, which constrains business expansion and re- 
tards growth, is largely to blame. 

Planning—not the Soviet sort that announces what 
growth will be for the next several decades, but the sort that 
says whether or not a company can build an extension to its 
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HSBC was established over 130 years ago. And from the start our direction has been absolutely 


clear. We believe the way forward is to offer a range of financial services honestly, simply and with 
integrity. That is how we have accumulated some 29 million customers in 81 countries and territories. 


Wherever they are in the world, wherever they are in life, working with us will always mean progress. 
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factory—is crucial in determining what a country is like. 1 


the process by which governments try to balance the two 


most important things that make a place worth living in: 
beauty and economic growth. In a densely-populated coun- 
try—Britain has 241 people per square kilometre, compared 
with 30 in America, 107 in France and 230 in Germany— 
planning decisions are especially hard-fought. 

Compared with other small countries, such as Denmark 
and the Netherlands, Britain’s planning system is pretty de- 
centralised. Although appeal to the minister is allowed, most 
planning decisions are made by the lowest level of local gov- 
ernment, the district council. That is as it should be. It is the 
locals who have to live with planning decisions: let them 
make them. 

But what’s odd about the British system is that while 
councils have so much power to determine the level of 
growth in their area, they have little interest in fostering it. 
Britain’s tax system is highly centralised. Some 97% of taxes 
are set by central government. Councils set the remaining 
3%—local residential taxes, which make up 25% of their bud- 
gets. Business taxes go straight to the Treasury, which pro- 






vides the other 75% of councils’ budgets. The state of the local 


economy therefore makes little difference to local gov- 
ernment coffers, so in the balance between growth and 
beauty, growth does not get much of a say. The locals who 
feel most strongly about planning decisions are inevitably 
those who live next door to a proposed development and 
want to stop it. The unemployed man in the next. street 
doesn’t know what he’s missing if a factory never gets built. 

In America, the interests of local government and ‘local 
business are more closely aligned. There, states have consider- 
able fiscal independence of central government, as cities have 
of states. Hence the constant competition to attract business— 
over the Hudson River, for instance, where New York and 
New Jersey battle to draw businesses away from each other 
with ever more attractive tax regimes. 

This is not an argument for letting development rip. Brit- 
ain is already a crowded island, short enough of natural 
beauty that it needs to look after what it has got. But the plan- 
ning system needs to recognise that economic growth is a 
good, too. Then people can properly weigh the two in the bal- 
ance, and make their choice. 

a SEEE = sis „M 





Third person singular 


It’s time to find substitutes for those loaded words “he” and “his”. Or is it? 


"T YOU are a reader who gets their copy of The Econo- 
mist before the weekend...” Yes, you saw it here—not 
first, and certainly not last, but you saw it even here (May 6th 
2000). The reluctance to use the third person singular is epi- 
demic. No one who speaks in public nowadays would dare to 
show that they is insensitive to gender-neutral terminology. 
Everyone knows they has to offend against the rules of gram- 
mar rather than the sensibilities of women. The average 
broadcaster, if they is English-speaking, finds it hard to use 
the word “he” or “his” in a general sense. The average politi- 
cian, though they cares passionately about education, educa- 
tion, education, is even readier to tear up the rules of gram- 
mar. Even the average schoolteacher, if they exists, knows 
they risks trouble if they chooses to be syntactically rather 
than politically correct. What should be done? 

Oh, come off it, whingeing pedant, you may say. If people 
don’t like giving offence to women, that’s progress: let the lan- 
guage take the strain. Rewrite the previous paragraph to make 
the verbs agree with the pronouns, and Bob’s your uncle, or 
rather your auntie. Sticklers for correctness who cannot bring 
themselves to use “they” can write “he or she”. 

Well, you can forget the he-or-she idea for a start. It is ter- 
rible—“He or she who would valiant be ’gainst all disaster, let 
him or her in constancy, follow the Master’—and no one is 
going to keep it up for long. As for the other suggestion, that 
the conversational use of “they” and “their” should simply be 
adopted as a substitute for “he” and “his”, it is going to work 
only if “he”, “she” and “it” are abandoned completely, utterly 
and in all circumstances. That is not unthinkable. It has hap- 
pened, except in dialect, to the words “thee”, “thou” and 
“thy”, and thereby saved English-speakers all the awkward- 
ness of deciding when to tutoyer or vouvoyer, or its equiva- 
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lent in other languages. But it is a bit radical. 

All right, go back a step and revert to using “they” only: 
when the sex of the person is unknown. But that still involves 
a loss of precision between singular and plural, and intro- 
duces horrible confusion with anything at all complicated. 
Should it, for instance, be “If you are a reader who gets their 
copy...and doesn’t like what they see” or “If you are a reader 
who gets their copy...and don’t like what they see”? 

A possible solution would be to stay singular but go neu- 
ter, in other words, use “it”. Many foreigners would be un- 
troubled. Even the fieriest French feminists have found no 
need to invent the equivalent of Ms, and in languages such as 
German the gender of a word may have nothing to do with 
the sex of the creature it denotes; indeed, the gender of Mad- 
chen, the German word for “girl”, is neuter. But it would be 
hard to get used to “it”. Just try, “It who would valiant be 
’gainst all disaster, let it in constancy...” Or, “If your spouse 
has a headache at bedtime, offer it an aspirin.” 

Maybe then it is time for a bit of chivalry: in place of “he”, 
adopt “she”. The practice is common enough in books that 
give advice on babies, and causes little controversy. But babies 
are babies, not mummies or daddies. More and more women 
now disapprove of chivalry, and more and more men, apply- 
ing feminist principles to their own circumstances, are also 
coming to see language as an extension of politics. They will 
complain that, in striving to cause no offence to women, the 
change would cause new offence to men. 

All in all, it is hard not to end up with the grammarians of 
old, using “he” and “his” to encompass both male and female 
in the singular. If you’re a woman, don’t be insulted: just re- 
member that gender may be unrelated to sex, even in English. 





THE POLITICS OF GENES 


America’s next ethical war 


WASHINGTON, DC 


Politicians and regulators in America are floundering as they try to 
understand the immense implications of genetic science. The first human 
clone could mark a turning-point in man’s story 


F YOU are looking for certainty in ethical 

politics, there are few better places to find 
it than the annual “March for Life” in Wash- 
ington, Dc, to protest against Roe v Wade, the 
1973 Supreme Court ruling that legalised 
abortion. Every hymn, prayer and speech 
repeats the message: abortion is an evil that 
must be stopped. Protesters wave a series of 
ghoulish placards showing bloody fetuses 
clasping quarter-dollar coins: 
“Yes to the human treatment of 
animals. No to the animalistic 
treatment of humans.” 

In most other countries, 
politicians are seldom asked 
about their views on abortion. 
In America it is a litmus test, 
with both sides showing equal 
intolerance of dissent. Now this 
bitter, familiar battlefield is be- 
ing extended and confused by 
genetic politics, and at breath- 
taking speed. 

America has grown some 3.5 
trillion genetically modified 
plants since 1994. The reading of 
the human genome has been 
completed. Patents have been 
granted, linked to individual 
human genes. The first court 
cases against companies using 
genetic information to discrimi- 
nate against employees have begun. 

Cloning is also forcing itself into the 
news. Americans are already queuing up to 
freeze the pna of their dead loved ones (in- 
cluding pets and racehorses, the latter for 
$895 plus $100 a year for storage). The under- 
ground movement to clone human beings is 
starting to surface; an American professor 
and an Italian doctor announced their plans 
in March. The Raelians, a slightly weird but 
rich and scientifically sophisticated sect 
from Canada, are trying to “recreate” a dead 
child ata secret location in the United States. 

Scientists tend to get pernickety about 
putting all these things together. There are 
different timetables to consider: stem-cell 
research, for instance, is already under way; 
genetically modifying human character 


traits is a distant project. There is a difference 
between purely reproductive technologies, 
suchas in vitro fertilisation (1vF),and genetic 
technologies, which try to change the shape 
of future organisms. 

All true, but for most non-scientists 
these things all seem to involve fiddling 
around with nature to a greater or lesser ex- 
tent. And, taken together, they prompt a 





whole series of perplexing ethical questions 
that will affect politics everywhere. 

America is likely to be their most impor- 
tant battleground, for several reasons. First, it 
has the most advanced biotech industry. 
Second, some of these ethical questions 
overlap with the tortured abortion debate. 
Third, Americans have always leapt at per- 
fectionist fads, whether plastic surgery or 
playing Mozart to educate babies in the 
womb. Fourth, America’s legalistic culture 
makes the ethical fudges that are common in 
Europe very difficult. And, fifth, despite all 
these things, American politicians and regu- 
lators seem almost completely unprepared 
for whatis about to hit them. 

Mention genetics to most politicians in 
Washington, and they assume that you are 


talking about an industry, not a political is- 
sue. Unlike their peers in Europe, they have 
faced no furore over genetically modified 
foods. Asked for his views on cloning and 
gene patents, a Republican senator often 
mentioned as presidential material waffles 
fora while, then asks his aide to help him out. 
She can't remember either. 


Legislative confusion 

Even the abortion marchers in Washington 
seem a little less certain. Asked about the use 
of embryos in stem-cell research, two ladies 
from Missouri Right to Life appear opposed 
toit. They also dislike cloning, and they seem 
a little nervous about genetically modified 
food. (“It’s not natural, either.”) Did they 
know that their senator, Kit Bond, a fervent 
anti-abortion Republican, is, strangely 
enough, a leading supporter of Gm foods? 
No, “but he’s a good Christian man.” 

So far, the debate about ge- 
netic research has largely been a 
private academic squabble. 
Most of the running has been 
made by enthusiastic scientists 
who expect you to know what 
single nucleotide polymor- 
phisms are. The sceptics are a 
ragbag of unlikely allies: a few 
academic political theorists, the 
Roman Catholic church, some 
anti-abortion zealots, the anti- 
globalisation brigade and a few 
mavericks (one American 
writer, Jeremy Rifkin, is working 
ona multilateral “Treaty to Pro- 
tect the Genetic Common”). 

A good guide to the infancy 
of “biopolitics” is provided by 
Leon Kass, an ethicist at the Uni- 
versity of Chicago. First, he can- 
not name any national politi- 
cian who understands the 
subject. And, second, experience has taught 
him that his side (he is one of the leading 
sceptics) will always lose: it is fighting 
“against an enormous amount of money, 
against the general liberal prejudice that it is 
wrong to stop people doing something and, 
in many cases, against everybody’s quite ra- 
tional fear of death”. 

These two observations are linked. Con- 
gress has generally stayed almost entirely 
clear of baby-making technology. A Na- 
tional Bioethics Advisory Commission gives 
advice to the president, but there isno formal 
overseer of the subject such as Britain’s Hu- 
man Fertilisation and Embryology Author- 
ity (HFEA). The Food and Drug Administra- 
tion (Fpa) decides whether a particular 
machine or medicine is safe, but says noth- 
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ing explicit about the ethics of using it. 

To the extent that limits have been put 
on the genetics industry, these have often 
been self-imposed. In the 1980s, Monsanto 
famously dictated the rules for the youngGm 
foods industry. Since 1975, various peer 
groups of academic scientists have laid 
down unofficial guidelines. In practice, the 
various industries gathered around human 
reproduction have been shaped by its cus- 
tomers—particularly infertile couples trying 
to have babies. 

Jeffrey Kahn, a bioethicist at the Univer- 
sity of Minnesota, points out that politics 
and the law always tend to react to science, 
not guide it. Self-regulation has also pro- 
duced few disasters. But will laisser-faire 
last? Regardless of which side you are on in 
the various arguments about genetics, the 
current non-debate has the makings of a po- 
litical disaster. First, because such life-and- 
death issues need to be debated. 
And, second, because Ameri- 
cans are probably nervous 
about letting the scientists have 
their way. 

The largely academic debate 
so far has produced no clear 
left-right split. As it seeps into 
party politics it may cross party 
lines more viciously than abor- 
tion. Among Democrats, it may 
well widen the gap between 
leftish supporters of Ralph Na- 
der and more business-minded 
third-way New Democrats. 
Among Republicans, conserva- 
tive fundamentalists will clash 
not just with libertarians but 
also with the party’s bedrock— 
big business. On genetics, the 
anti-abortion movement's real 
enemy is not feminists, but the 
Department of Commerce. 


The battlefield ahead 


As you might have expected, the only bio- 
technology issue that has really impinged on 
Capitol Hill is one that is linked to abortion: 
stem-cell research. Congress has banned the 
use of federal money to pay for stem-cell re- 
search that involves destroying a human 
embryo. Under Bill Clinton, the National In- 
stitutes of Health (N1H) got round this law on 
a slightly dodgy technicality, supporting 
stem-cell researchers so long as the research- 
ers themselves did not extract the cells from 
the embryo. 

The new overseer of the Ni} is Tommy 
Thompson, the secretary of health and hu- 
man services. Mr Thompson opposes abor- 
tion, but he supported stem-cell research in 
his native Wisconsin (something that split 
the Right to Life movement over his nomina- 
tion). Several other Republican anti-abor- 
tion leaders, including Senators Gordon 
Smith and Strom Thurmond, also support 
stem-cell research. They have reasons. Mr 
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Smith’s family has suffered from Parkinson’s 
disease. “Strom came round partly because 
he has a daughter with diabetes,” says Arlen 
Specter, a Republican. 

On the campaign trail last year George 
Bush hinted toanti-abortion activists that he 
would ban stem-cell research. Business and 
scientists reply that even the Clintonian re- 
gime puts them at a disadvantage. In Britain, 
Parliament, advised by the urea, has al- 
lowed “therapeutic cloning” of embryos to 
harvest more stem cells (though the embryos 
can last only 14 days). Mr Bush’s team re- 
cently said it would put off a decision until 
the summer, citing “a complex question of 
ethics and the promise of science”. 

The abortion debate also affects the tus- 
sle over pre-birth genetic screening. This is 
not new; a Jewish committee in New York 
that is concerned to prevent genetic disease 
organises tests to discourage Ashkenazi Jews 





who carry the Tay-Sachs mutation from 
marrying each other. But it went further last 
year, with the specific selection of “Baby 
Adam”, from among 15 healthy embryos, 
because he had the right bone marrow to 
help his sister, who had a rare disease. 

Such selection would have been illegal in 
Britain. In the United States, it was not even 
in the regulator's province, because there 
was no public money involved. Technically, 
the Fpa can poke its nose into things if priv- 
ate-sector doctors use federally approved 
drugs (this happened with Oregon’s eu- 
thanasia law). But in general, as Mr Kahn 
bluntly puts it, the state’s attitude is that 
“capitalistic acts between consenting adults 
are none of its business.” This has also been 
the prevailing attitude to animal cloning and 
the ivr industry. 

The Baby Adam case also touched on the 
re-emergence of eugenics. In America as in 
Europe, this word has an unpleasant history. 
In the early 20th century, more than 100,000 
Americans were the victims of compulsory 





sterilisation laws. In 1927, the Supreme Court 
upheld Virginia’s eugenics law, enforcing the 
sterilisation of Carrie Buck, who lived in a 
colony for epileptics with her mother and 
her six-month-old daughter. “Three genera- 
tions of imbeciles is enough,” Justice Oliver 
Wendell Holmes bleakly explained. 


Eugenics revisited 

Many people now argue that science is al- 
lowing a healthier, non-coercive version of 
eugenics, practised by caring parents as op- 
posed to a racist state. Ronald Dworkin, ar- 
guably America’s leading leftish legal theo- 
rist, supports the idea on the basis that the 
full potential of a life should be realised. Matt 
Ridley, the author of “Genome” (HarperCol- 
lins,2000) and a former writer on The Econo- 
mist, argues that genetically modifying a fer- 
tilised egg to fix, say, the gene mutation that 
causes Huntington's disease is surely pref- 
erable to aborting the fetus or al- 
lowing the baby to be born with 
the disease. 

For many people, the diffi- 
culties come when biotechnol- 
ogy leaps from stopping disease 
to adding advantages—enhanc- 
ing the genes that make you 
more intelligent, more musical 
or less homosexual (as it may 
yet do: it can’t at present). Such 
“re-engineering of the human 
species” worries William Gal- 
ston, a leading figure on the 
Democrat Leadership Council 
and a professor at the Univer- 
sity of Maryland: “The species 
should be how we are, not how 
we might be.” In “Remaking 
Eden” (Hearst, 1997), Lee Silver, a 
Princeton biologist, foresees a 
two-class system, with rich, ge- 

“—  netically enhanced “GenRich” 
lording it over poorer, inferior “Naturals”. 

The sex of children is already up for sale. 
“Microsort”, a process offered by the Genet- 
icsand vr Institute in Fairfax, Virginia, sepa- 
rates male from female sperm. It is particu- 
larly successful at producing girls (because 
x-chromosome sperm are easier to mark). At 
first, the institute helped couples with 
hereditary diseases that tend to occur in 
boys. Now it offers “family balancing” to 
couples who want to choose their next child 
from “the under-represented gender”. 

The institute treats around 60 couples a 
month, who pay around $3,000 a go; it plans 
to double production soon. Looking at sur- 
veys showing that around one in four Amer- 
ican couples might use sex-selection, For- 
tune recently calculated that the market 
could be worth $200m a year. Some of this 
money may go to the government, since the 
Microsort process is based on a Department 
of Agriculture invention. But the govern- 
ment’s regulatory input is fairly minimal. 

Much of Americans’ unease with new 


genetic research stems from the feeling that 
big business, or the government, may 
thereby gain more control over their bodies. 
As long ago as 1995, Mr Rifkin organised a co- 
alition against patents on human genes that 
included virtually all the main churches. For 
religious leaders, human bodies are God's 
property, not man’s. For leftish anti-cor- 
porate types, the idea of big drug firms pat- 
enting bits of bodies is another example of 
the evils of “Big Pharma”. Genetic informa- 
tion is not something that you invent; it be- 
longs to society, not companies. 

Drug firms reply that they need some 
payback for all their research. The system 
grants patents only when advances are origi- 
nal, non-obvious and useful. It also means 
that discoveries are made public. The Ameri- 
can patent office has issued about 1,000 pat- 
ents tocompanies that have identified genes 
producing specific proteins. Tens of thou- 
sands of human gene patents 
are pending. Now it is appar- 
ently being less generous. 

As more and more is pub- 
licly revealed about the genetic 
composition of humans, so 
people cling to the notion that 
their own genetic make-up 
should be private. Recently, a 
long-simmering debate about 
genetic privacy broke out at 
Burlington Northern. The rail- 
way company had taken blood 
samples from employees who 
filed claims for carpal-tunnel 
injuries, hoping apparently to 
find out whether they had a ge- 
netic disposition to such ail- 
ments. The rail workers’ union 
sued, backed by the Equal Em- 
ployment Opportunity Com- 
mission, claiming the railway 
had violated the Americans 
with Disabilities Act. 

Only around one in a hundred Ameri- 
cans has a genetic test in any given year. Fed- 
eral employees are already explicitly pro- 
tected against genetic discrimination. 
Private-sector employees have no federal 
protection, but 18 states now have laws that 
limit life-insurers’ ability to use genetic tests 
to reveal people’s susceptibility to diseases. 
This is odd, since they are allowed to dis- 
criminate on the basis of the gene that is 
most closely linked to specific diseases and 
shorter life-spans, the sry gene that makes 
people male. 

Consumers would like more limits on 
genetic testing; but insurers fret that these 
* Jaws could put them out of business. As Leh- 
man Brothers recently warned investors, 
there is nothing to stop people, having dis- 
covered that they have inherited the gene 
that causes Huntington’s disease, going out 
and loading up with insurance. In Britain, 
people who have such tests have to share the 
information with their insurers. But the Un- 


ited States has no such law. 

Of all the aspects of genetic research, 
none is more controversial than human 
cloning. Although this still lies in the future, 
the technique has already succeeded in 
mammals and is fairly simple. In January, 
Panos Zavos, a professor at the University of 
Kentucky, announced plans to clone a hu- 
man being, working with Severino Antinori, 
an Italian doctor best-known for helping 
post-menopausal women to get pregnant. 


Cloning and its enemies 

In November, the ethics committee of the 
American Society of Reproductive Medicine 
said that cloning for fertility treatment “did 
not meet standards of ethical acceptability.” 
Last month, scientists who have conducted 
animal cloning testified to a congressional 
subcommittee that human cloning could in- 
volve hundreds of failures. Yet it is not clear 





what deterrent exists to groups, like the Rae- 
lians, that have teams of surrogate mothers 
ready to try. 

In the wake of the cloning of Dolly the 
sheep, Bill Clinton announced a morato- 
rium on human reproductive cloning in 
March 1997. In fact, this only stops federal 
money going to help the process. A mere five 
states—Califomia, Louisiana, Missouri, 
Michigan and Rhode Island—actually have 
laws banning reproductive cloning (either 
temporarily or permanently), though Texas 
is thinking about one. 

When Bill Clinton issued his order,Sena~ 
tor Tom Harkin rather magnificently told the 
president to “take your ranks alongside Pope 
Paul v, who in 1616 tried to stop Galileo.” Mr 
Harkin aside, most American politicians 
claim to be against cloning, but they are also 
nervous about restraining their genetics in- 
dustry. In Dolly’s wake, Congress tried half- 
heartedly to pass an anti-cloning bill, but 
failed to work out a law that would satisfy 
both the anti-abortion camp and the drug 
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firms. Bill Frist, a Republican senator from 
Tennessee, who sponsored one of the failed 
attempts, says he has no plans to try again. 

A poll last month by Time/cnn found 
that 67% of people thought that animal clon- 
ing was “a bad idea”; 90% opposed human 
cloning. There were strong majorities even 
against cloning to produce vital organs to 
save others (68%) and to help infertile parents 
to have children (76%). But if you go toa web- 
site such as that of the Human Cloning 
Foundation, the demand for cloning is obvi- 
ous. It comes from people desperate to bring 
back a dead sibling, from homosexuals anx- 
ious to reproduce, and most of all from 
America’s 3.5m “infertile” couples, those 
who have been trying to have a child for a 
year, but still cannot conceive. 


Searching for an answer 


Most of these debates come down to a fun- 
damental division of opinion: 
between seeing human life in 
terms of its intrinsic value, or in 
terms of its utilitarian value. A 
gene is either life itself, or just a 
useful piece of kit. Some people 
on the left regard it as part of a 
growing war between com- 
merce and culture. 

The truth is that such clarity 
comes only at the extremes. The 
Roman Catholic church tends 
to oppose most of the contro- 
versial things in reproductive 
science (though that did not 
stop 160 of its bishops meeting 
in Irving, Texas, last month to 
debate the subject). The Rae- 
lians seem pretty enthusiastic 
about everything. But most 
people, including most politi- 
cians, are stuck in the middle. 

Adam Wolfson, who wrote 
a much-cited piece in Public Interest trying 
to place genetic research within traditional 
conservative and liberal thought, may come 
closest to the truth when he argues that the 
underlying question is usually one of dig- 
nity, rather than right or wrong. The Univer- 
sity of Maryland's Mr Galston predicts that 
genetic science will end up in the Supreme 
Court—not as one issue, but as a series of 
small cases that will together set a limit for 
what society will tolerate in the field. 

Those judges may be swayed by public 
opinion (and the presidents who appoint 
them certainly will be). A good bet is that at- 
titudes to genetic research will be defined by 
the first human clone. If a cloned baby were 
to be born with terrible abnormalities, the 
public outcry against genetic research could 
be immense, and bans could be imposed on 
several fronts. On the other hand, if a totally 
healthy cloned child appears, then quite 
possibly every fertility clinic in the country 
will begin to offer the technique. 
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Spy saga, cont 


America appeared to have 
reached an agreement with 
China for the release of the 
crew of an American spy 
plane that had landed in 
China after colliding with a 
Chinese jet. America delivered 
a letter to China saying that it 
was “very sorry” about the 
Chinese pilot's death and for 
entering Chinese airspace. 
China interpreted this as the 
apology it had demanded 


George Bush released his 
budget plans, saying he in- 
tended to provide “needs 
without the fat”. They called 
for education spending to rise 
and for cuts in many big de- 
partments, particularly agricul- 
ture and transport. 


No overall winner emerged in 
Los Angeles’s mayoral elec- 
tion. Two candidates, James 
Hahn and Antonio Villarai- 
gosa, will contest a run-off on 
June 5th. 





Alan Garcia, a populist ex- 
president remembered for his 
chaotic misrule, staged a po- 
litical comeback in Peru's 
presidential election. He won 
26% of the vote, and will now 
take part in a run-off with 
Alejandro Toledo, long the 
front-runner, who polled 36%, 
less than expected. 


Pressure increased in Brazil 
for an inquiry into corruption 
in Sudam, a development 
agency for Amazonia. The op- 
position accused Jader Bar- 
balho, Senate president and a 
supporter of President Fer- 
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nando Henrique Cardoso, of 
being linked to the embezzle- 
ment of $830m at the agency. 
He denies the allegations. 





In a delayed reaction to last 
month’s presidential election 
in Guyana, opposition sup- 
porters rioted. The election 
was won by Bharrat Jagdeo, 
the incumbent, who leads a 
mainly Indo-Guyanese party. 


Trade ministers from 34 coun- 
tries rejected efforts to hasten 
a proposed free-trade area 
of the Americas. Instead, 
they said they would stick to 
their planned timetable, 
which calls for negotations to 
be concluded by January 2005. 


Fighting on 


Low-level warfare escalated 
between Israelis and Pal- 
estinians. Rabbi Ovadia Yo- 
sef, the spiritual leader of Is- 
rael’s influential Shas party, 
preached a sermon calling for 
God's annihilation of Arabs. 
Jordan’s King Abdullah 
pressed President George Bush 
to re-engage in the Middle 
East peace process. 


Rwanda agreed to hand over 
to the United Nations war- 
crimes tribunal army officers 
who are suspected of having 
committed atrocities in re- 
sponse to the 1994 genocide. 


Some 42 nationalist politi- 
cians, including several, mostly 
elderly, members of the secu- 
lar-leaning Freedom Party, 
were arrested in Iran. India’s 
prime minister, visited Tehran, 
Iran’s capital, to discuss, 
among other things, a pro- 
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posal for Iran to supply India 
with natural gas through an 
overland or deep-sea pipeline. 


Around 15,000 former soldiers 
were mobilised in Liberia to 
go to the Guinean border, 
where fighting has broken out. 
West African leaders called an 
emergency meeting in Nigeria 
to stop the regional conflict 
spreading, but Guinea and 
Sierra Leone refused to attend. 


An epidemic of meningitis 
and measles has killed more 
than 200 children in Kano, in 
northern Nigeria. In Burkina 
Faso more than 1,000 have 
died of meningitis in the past 
three months. 


Missing in action 
Nine Vietnamese and seven 
Americans died when their 
helicopter crashed in central 
Vietnam during a search for 
the remains of Americans 
missing since the Vietnam 
war. 


Pakistan’s Supreme Court set 
aside a conviction for corrup- 
tion against Benazir Bhutto, 
a former prime minister, and 
ordered a retrial. Miss Bhutto, 
now in exile, is said to be con- 
sidering a return to Pakistan. 


ins 


| Over 70 policemen in Nepal 


were killed by Maoist rebels in 
their fiercest attacks for several 
years. 


After weeks of speculation, 
the Japanese prime minister, 
Yoshiro Mori, confirmed 
that he was stepping down. 
His successor will be an- 
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nounced after a meeting of 
the ruling party on April 24th. 


Secessionist Muslims in south- 
ern Thailand were blamed 
for bomb attacks in two Thai 
cities. A boy was killed and 
about 40 people wounded. 


Foot-and-mouth fix 


European farm ministers met 
in Ostersund, in Sweden, to 
find ways to end the spread of 
foot-and-mouth disease. 





Visiting Russia, Chancellor 
Gerhard Schroder of Germany 
discussed debt repayments, 
trade and the independence of 
the Russian media with Presi- 
dent Vladimir Putin. 


Preparing for Italy’s general 
election, Silvio Berlusconi’s 
party made a regional pact in 
Sicily with a small, hardline 
neo-fascist group. 


The Vatican agreed to end 
some broadcasts from its 40- 
language radio station after 
the Italian authorities had said 
the antennae were emitting 
levels of radiation that could 
prove dangerous to Romans. 


An agreement between Mac- 
edonia and eu foreign minis- 
ters set out political and econ- 
omic reforms for the country, 
and hinted at its evenutal 
membership of the eu. 


The Dutch parliament gave its 
final endorsement to a law in- 
troducing euthanasia. The 
law allows doctors to end the 
lives of those suffering intoler- 
ably and without hope. 

















Power base 





E.ON, Germany’s second- 
largest power company, made 
a long-awaited offer, worth 
€8.2 billion ($7.3 billion), for 
Powergen, a British counter- 
part. The purchase of Britain's 
second-biggest electricity gen- 
erator would give E.ON an en- 
try into America’s electricity 
market through LG&E, a Ken- 
tucky electricity company 
owned by Powergen. E.ON 
said that it would sell De- 
gussa, its chemicals division, 
and some property interests, 
to satisfy American regulators. 


California’s electricity cri- 
sis rumbled on. One of the 
state’s big two electricity firms, 
Pacific Gas & Electric, sought 
Chapter 11 bankruptcy protec- 
tion after running up enor- 
mous debts to pay for electric- 
ity that it was forced to sell on 
to consumers at a capped rate. 
The other large electricity 
company, Southern California 
Edison, sold part of its trans- 
mission grid to the state for 
$2.76 billion. 


Hitachi and Kawasaki 
Heavy Industries an- 
nounced an alliance to build 
overseas railway systems, to 
compete with rapidly consoli- 
dating foreign companies. The 
two firms will offer a full 
range of construction, mainte- 
nance and other services. 


Intel, the world’s biggest chip 
maker, admitted that the 
European Commission was in- 
vestigating its marketing prac- 
tices, America’s Advanced Mi- 
cro Devices and Taiwan’s via 
Technologies allege that Intel 
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abused its dominant market 
position to the detriment of 
other chip makers. 


America’s Motorola, which is 
the world’s second-biggest 
mobile-phone maker, reported 
its first quarterly loss in 15 
years. It blamed weak demand 
for chips and telecoms equip- 
ment as well as mobile 
phones. 


Siemens, a German engineer- 
ing conglomerate, is to lay off 
some 2,000 staff, a quarter of 
its total workforce, from its 
mobile-handset unit in re- 
sponse to falling demand for 
mobile phones. 


Marconi, a British telecoms- 
equipment manufacturer, said 
that it would shed 3,000 jobs, 
over 5% of its workforce, over 
the next year. The company 
hopes to reassure investors 
that it will be in a strong posi- 
tion to weather the downturn 
in America’s economy. 


Clicks, bricks 





Amazon, a leading online re- 
tailer, surprised investors with 
the news that performance in 
the latest quarter would be 
better than expected. Sales 
were 22% higher than in the 
same period in 2000, and net 
losses were forecast at less 
than $255m, an improvement. 
Amazon’s shares leapt by 34%. 
Separately, the firm also an- 
nounced a link-up with Bor- 
ders, in which Amazon will 
take over its rival bookseller’s 
online operations. 


A leaked document suggested 
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that Marks and Spencer, a 
troubled British retailer, would 
make profits of only £430m 
($610m) for the year to the end 
of March, a figure predicted 
by only the most pessimistic 
analysts. Mas’s problems 
worsened after a French court 
ruled that plans to close its 18 
outlets in France, part of a re- 
structuring aimed at improv- 
ing its terrible performance, 
contravened labour law. 


Sales at British supermarkets 
boomed. Tesco reported that 
pre-tax profits for the year to 
February rose 13% to just over 
£1 billion ($1.4 billion), with 
sales increasing by 12%. Sains- 
bury, Britain’s second-largest 
supermarket chain, said its 
sales in the first quarter were 
up 4.8%, unexpectedly higher 
than anticipated. 


America’s Northwest Air- 
lines reached an agreement 
with its mechanics union, 
subject to ratification by un- 
ion members, that should 
head off forthcoming strike 
action. Strikes planned for the 
spring and summer by pilots 
at Delta Air Lines and flight 
attendants at American Air- 
lines and United Airlines 
could still bring chaos for 
travellers. 


Legal insurance 


Prudential, a British life in- 
surer, filed a lawsuit against 
AIG, the world’s largest in- 
surer, alleging that aig had 
“interfered” with Prudential’s 
$21 billion all-share bid for 
American General. Pruden- 
tial’s bid for the American in- 
surer, originally worth nearly 
$27 billion, was hit after its 
share price sagged alarmingly. 
AIG are accused of “jumping 
the gun” by making an all- 
share offer worth around $23 
billion. 


Aetna, America’s largest 
health insurer, said that profits 
in the latest quarter would be 
far below expectations. It 





blamed rising costs at its 
health maintenance organisa- 
tion. The firm's shares plunged 
by nearly 20%. 


America’s jobless 





Poor employment figures 
added to America’s econ- 
omic woes. Employment in 
March fell by the highest 
monthly rate for nearly ten 
years, and the jobless total 
edged up to 4.3%. That 
knocked hopes of a rapid re- 
covery for the economy. Even 
so, American stockmarkets ral- 
lied: the Dow Jones Industrial 
Average rose above 10,000 for 
the first time since March 2oth. 


The European Central 
Bank surprised markets by 
standing pat. A quarter-point 
cut in interest rates had been 
widely expected amid fears of 
slower economic growth to 
come in Europe. 


The Eu trade commissioner, 
Pascal Lamy, announced that 
he had reached agreement 
with the Americans over their 
long-running banana-trade 
dispute. If the deal is ap- 
proved, the Americans will- 
suspend $191m of trade sanc- 
tions from July 1st. 


A World Bank report said 
that world cpr growth will 
slow to 2.2% this year, but that 
the period of slow growth will 
be brief. It forecast that the 
world economy will grow by 
3.3% in 2002. Developing coun- 
tries are expected to grow by 
4.2% in 2001, driven by a 
strong performance in East 
Asia and the Pacific. 
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You can reach our new trade-fair 
entrance via the cable below. 
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Enter the Kashmir peacemaker 


DELHI 


India’s new move to end tension in a dispute that has lasted for 53 years 


RESSED by reporters this week to say 

something that would make a headline, 
Krishna Chandra Pant, India’s new peace- 
maker for Kashmir, was characteristically 
cautious. “Dialogue”, he said, “is a process, 
not an event.” So, no quick fix for the 53- 
year-old Kashmir dispute, the cause of two 
of India’s three wars with Pakistan. Not that 
anyone was expecting a quick fix, and it does 
no harm to keep expectations realistic. Mr 
Pant will try to bring peace, but it will be a 
long haul. 

Mr Pant was drafted in by the Indian 
government on April sth to try to inject some 
semblance of activity into a peace effort that 
has made little real progress since last No- 
vember when Atal Behari Vajpayee, the 
prime minister, announced a unilateral 
ceasefire in the government's campaign 
against militants in the mainly-Muslim state 
of Jammu & Kashmir. In December, Pak- 
istan pulled troops back from the “line of 
control”, the de facto border between Indian 
Kashmir and Pakistani Kashmir. That 
helped to ease tension. It brought peace to 
the border near Kargil, where a battle had 
taken place between the two countries in 
1999 and thereby alerted the world to the 
risks of another war over Kashmir, this time 
possibly involving nuclear weapons. 

But elsewhere in Kashmir there has been 
anything but peace. General Pervez Mushar- 
raf, Pakistan’s military ruler, last week even 
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called the ceasefire a hoax. That was a 
strange accusation: Pakistan-supported 
guerrillas, especially the Lashkar-e-Tayiba, 
have continued to attack Indian police posts 
and other government installations, spark- 
ing clashes with Indian security forces. 
Nearly 400 civilians and 200 security officers 
have been killed since last November. 

For a start, Mr Pant will aim to talk qui- 
etly to the main groups in Kashmir, militant 
and non-militant, and presumably to Pak- 
istan through informal diplomacy, probably 
at first though intermediaries. He can discuss 
any aspect of the dispute. But he will be 
aware of India’s determination not to cede 
sovereignty over Kashmir—though it is 
probably willing to agree eventu- 
ally toa form of regional autonomy. 

Mr Pant, who is 69, is one of 
those respected politicians talked 
of as a possible prime minister but 
then ruled out as being too much of 
a cautious gentleman to make it to 
the very top of India’s rough poli- 
tics. Over the past 34 years, Mr Pant 
has held a variety of senior govern- 
ment jobs and has a reputation for 
quietly achieving results. In the 
1980s, he was defence minister in a 
Congress government, and helped 
to deal with regional conflicts in 
north-east India. 

Now he has become a sort of 
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patrician workhorse for Mr 
Vajpayee’s coalition, which, 
having never held office till 
it came to power in 1998, is 
short of experienced elders. 
He was briefly involved in 
work for the Congress party 
in Kashmir nearly 20 years 
ago, when Indira Gandhi 
was prime minister, but has 
had no direct involvement 
in the state since separatist 
violence developed in the 
early 1990s. That may be no 
bad thing. 

It has to be said that the 
Indian government gave Mr 
Pant a rocky start. A state- 
ment announcing his ap- 
pointment annoyed the Kashmir-based All- 
Party Hurriyat Conference, which comprises 
more than 20 groups that refuse to recognise 
India’s sovereignty over Kashmir but are di- 
vided over the use of violence. The Hurriyat 
is India’s most likely partner in any peace 
talks, but it refuses to sit down with other 
Kashmiri groups that tacitly or openly recog- 
nise Indian sovereignty. The statement said it 
hoped that the Hurriyat’s participation 
would be unconditional. But the Hurriyat 
wants to send delegates to Pakistan before 
any talks, and has been waiting since Janu- 
ary for the necessary Indian passports. 

The statement upset Pakistan by repeat- 
ing India’s insistence that talks between the 
twocountries depended on Pakistan curbing 
cross-border terrorism and putting an end to 
anti-India propaganda. Pakistan also wants 
to be included in any talks with India and 
the Hurriyat, a proposal India at present re- 
jects. The statement may have said nothing 
new, but its reception shows how sensitive is 
anything connected with Kashmir. 

So where does Mr Pant begin? Obvi- 
ously, with the Hurriyat. It plans to meet this 
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weekend to discuss its stance. If Mr Pant can 
persuade the group to say some constructive 
things about the need for talks with the In- 
dian government, he should then get India to 
issue the much-delayed passports. The most 
difficult decision will be whether to give one 
to Syed Ali Shah Geelani, a pro-Pakistan 
hardliner whom India would like to exclude. 
But whether Mr Geelani goes or not, India 
will be faced with what, from its point of 
view, will be infuriating anti-Indian propa- 
ganda during the visit. 

The hope is that, behind the scenes, the 
Hurriyat would sell the idea of curbing the 
violence to General Musharraf and to lead- 
ers of guerrilla groups suchas the Hizbul Mu- 
jahideen, which declared a short-lived 
ceasefire last July. Pakistan could help by en- 
dorsing India’s wish to talk about soft confi- 
dence-building issues such as trade and vi- 
sas. Mr Musharraf opposed this approach in 
an interview with India’s Asian Age news- 
paper last week, saying that unless Kashmir 
was dealt with directly, all other activity 
would be futile. 

If things move on, Mr Pant could urge the 
parties to begin with what might be called 
triangular talks. That would involve three 
sets of bilateral talks between India, Pakistan 
and the Hurriyat, thus avoiding India having 
to sit down jointly with both Pakistan and 
the Hurriyat. In addition, Mr Pant would 
have to find a way of making representatives 
of other groups feel involved, without alien- 
ating the main participants. Only later might 
everyone come together round one table. 
That, pundits say, might be several years 
away. But it might at least be a period with- 
out the prospect of war. 

t- a 





Japan 


Another 
chance? 


TOKYO 


O MUCH for the idea that no one wanted 

the job. After Yoshiro Mori told the Lib- 
eral Democratic Party (Lpr) in March that he 
would resign as prime minister, there was an 
embarrassing shortage of candidates to re- 
place him. Yet on April 9th 
Junichiro Koizumi, a former 
posts and telecoms and 
health minister, said he 
would bea candidate for the 
top job. A day later Taro Aso, 
the economics minister, and 
Shizuka Kamei, the Lpp’s 
policy chief, offered their 
services. Ryutaro Hashi- 
moto, a former prime minis- 
ter and, lately, minister in 
charge of government re- 
form, added his name to the 
liston April nth. 

With less than two 
weeks togo before the vote, suddenly the pp 
is spoilt for choice. In truth, there are only 
two men in the race: Mr Hashimoto and Mr 
Koizumi. That makes the contest a rerun of 
the Lpp’s leadership election of 1995, when 
party barons fielded two fresh-faced young 
politicians to help revive the Lpp’s sagging 
fortunes with the voters. 

The two rivals are no longer so young or 
so fresh-faced, but some things never 
change. In 1995, Mr Hashimoto won hand- 





Hopeful Hashimoto 


somely. This year, he is likely to do so again. 
Mr Hashimoto has two things going for him. 
First, he is head of the LpP’s largest and best- 
organised faction. Not all of the Hashimoto 
faction’s 102 Diet members—almost one 
third of the parliamentary party—will vote 
for their leader, whose haughty airs go down 
better with the public than with the Lpr. But 
the faction’s unrivalled campaign-finance 
network, the chief bequest of the late No- 
boru Takeshita, still buys plenty of loyalty 
among the rank and file. Second, Mr Hashi- 
moto is the choice of Hiromu Nonaka, the 
Lpp’s most influential 
power-broker, who decided 
last week not to go for the top 
job himself. Mr Nonaka be- 
longs to Mr Hashimoto’s fac- 
tion, but his tentacles reach 
everywhere. 

Against these mighty 
forces, Mr Koizumi has 
wisely chosen to fighton pol- 
icy, not factional loyalty. As 
in 1995, Mr Koizumi’s plat- 
form is party reform, which 
he wants to achieve by priva- 
tising the post office. The idea 
is to take the drugs away 
from the addict. The post office helps to de- 
liver the Lpp’s organised rural vote. But, al- 
though electoral reform, migration and de- 
mography are all weakening the power of 
the countryside, the Lpr still clings to its po- 
litical roots. This week, for instance, the gov- 
ernment decided to slap import curbs on 
Chinese vegetables, despite protests from 
urban consumers who pay through the nose 
for expensive home-grown alternatives. 

Mr Koizumi says he wants to sever the 








Japan’s sins of omission 


SEOUL 


HE Japanese view of their history 

in the 20th century often differs 
from that held by other Asians. Their 
neighbours tend to get particularly 
upset when “distortions” appear in 
Japanese schoolbooks. As a result of 
the latest tiff, on April 9th South Ko- 
rea expressed its displeasure by re- 
calling its ambassador from Japan. 

At issue is a new textbook writ- 
ten by a group of scholars said to 
have right-wing views. Before ap- 
proving it, the Japanese government 
says it secured 137 corrections in the 
text. For example, a statement that Japan 
took possession of Korea in 1910 by legiti- 
mate means now reads that it was an- 
nexed by force. The Japanese point out 
that the textbooks are published by priv- 
ate companies (this one by Fushosha). The 
government is allowed by law to screen 
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Japan distorts history, says the sign 
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them “fairly” but not to rewrite them. 
The South Koreans are not ap- 
peased. They note that neither this 
book nor four earlier Japanese his- 
tory books mention that thousands 
of girls from Asian countries, mostly 
from Korea, were made to work in 
Japanese army brothels. Such his- 
torical sins of omission should not 
be tolerated, they say. 

South Korea and Japan have 
done much to end the bitterness of 
the past. In 1998 Keizo Obuchi, then 
Japan’s prime minister, offered his 
country’s heartfelt apology for the 
sufferings of Koreans under Japa- 
nese rule. South Korea has opened 

its doors to Japanese popular culture, and 
plans to abolish any remaining import re- 
strictions before the World Cup football 
matches to be held in the two countries 
next year. But lasting friendship between 
the old enemies depends on a “correct un- 
derstanding of history”, says an official in 
South Korea’s Foreign Ministry sternly. 
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LDP’s old rural ties and rebuild the party 
around the urban majority. His message is 
not entirely lost on the pp. He is popular 
among its grassroots members, who have a 
keener sense of crisis than the sheltered poli- 
ticians in Tokyo. The Lpp’s local chapters will 
cast about one-third of the votes in the lead- 
ership election on April 24th, and opinion 
polls suggest Mr Koizumi is their first choice. 
Support from the minority of liberal 
thinkers in the parliamentary party, such as 
Taku Yamasaki and Koichi Kato, will boost 
Mr Koizumi’s chances further. In the end, 
though, this may not be enough. Although 
Shizuka Kamei has nochance of winning the 
pp’s leadership race himself, he is hoping to 
gain enough support to cast the deciding 
vote. Mr Kamei is from the tpp’s old guard, 
firmly wedded to vested interests and ad- 
dicted to pork-barrel fiscal stimulus. In re- 
turn for his support, Mr Kamei is demanding 
that he should stay on as the party's policy 
chief. Until now, he has used this post to 
frustrate deregulation and bank reform, and 
to push for more government spending. 

Despite his reputation as a reformer, Mr 
Hashimoto may now be preparing to make 
the necessary concessions, by watering 
down his previous support of structural re- 
form, and backing away from an immediate 
tightening of government finances. But it is 
these sorts of policies that find increasing fa- 
vour with the voters. In 1998, Mr Hashimoto 
| led the Lpr to a humiliating defeat in that 
summer's upper-house elections. Another 
upper-house poll is due in July. The signs are 
that Mr Hashimoto will win the dubious 

honour of committing the same sin twice. 
— — — s 


Thailand 
No panic 


BANGKOK 


F THE bombs had exploded in another 

country, they might have been seen as a 
serious threat to security. But the two that 
went off in southern Thailand on April 7th 
have not yet caused too much alarm. One 
person, a child, was killed, and several dozen 
other people were injured. Thailand’s gov- 
ernment quickly blamed the blasts, with 
some reason, on the Islamic militia groups 
that have long advocated secession for terri- 
tory in the south. But unlike the separatist 
militias in Indonesia and the Philippines, 
those in Thailand are tiny, weak and iso- 
lated. That is partly because Thailand, an 
overwhelmingly Buddhist country, has gov- 
erned its minorities more effectively than 
have its neighbours. 

Although its population is probably the 
most homogeneous in South-East Asia—in 
terms of religion, ethnicity and language— 
about 5% of Thailand’s 62m people are Mus- 
lim. Most Muslims live in five southern 
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Train delays at Hat Yai 


provinces bordering predominantly Mus- 
lim Malaysia. The militants make up only a 
small fraction of that minority, but have oc- 
casionally created trouble for the govern- 
ment. In the early 1990s, they orchestrated 
several bombings in the region, and have oc- 
casionally made noises since. The group ap- 
peared to lose some of its wind in 1998, after 
the arrest of several leaders of the Pattani 
United Liberation Organisation, one of the 
bigger outfits. The militants were demor- 
alised when Malaysia’s government offered 
to help with the arrests. 

The militants also boast few close friends 
within their own community. Successive 
Thai governments have tried hard to deal 
with the southern Muslims’ grievances, and 
have ceded a large degree of autonomy to the 
five southern provinces. This has, for exam- 
ple, allowed Hat Yai, where one bomb went 
off in the railway station in the latest attacks, 
to become a thriving commercial centre. 

Government officials say the bombings 
were designed to gain sympathy and money 
from Islamist groups abroad, perhaps tied to 
a forthcoming conference of Islamic coun- 
tries. On April 10th, the recently installed 
prime minister, Thaksin Shinawatra, said the 
attacks were “nothing special”, dismissing 
them as “the acts of terrorists, who are look- 
ing for protection fees”. “Protection” is alsoa 
speciality of the Abu Sayyaf, a kidnapping 
outfit in the southern Philippine islands, 
which uses Islamic talk to gain sympathy 
from Muslims in other countries. 

As the Buddhist new-year celebrations 
start this weekend, some Thais will be feeling 
edgy about the militias’ reappearance. Apart 
from stepping up security measures, how- 
ever, Mr Thaksin is likely to follow the ap- 
proach of previous governments, By treating 
southern Muslims fairly well, Thailand has 
given them little reason to back the small 
bands of terrorists in their midst. 
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Myanmar 


Wary still 


CCT ESSONS from history teach us to act 

with caution for ever. National inde- 
pendence can be lost again with one ill-con- 
sidered blunder.” Thus spoke Senior General 
Than Shwe, top dog in Myanmar’s ruling 
military council, in a rare public pronounce- 
ment last month. He was celebrating the an- 
nual armed-forces day at the country’s fam- 
ous Shwedagon pagoda in Yangon, the 
capital. Hasty political reform would bring 
only chaos, he said. Instead, he claimed, the 
country enjoys a careful, steady transition to 
democracy. 

Treat that view with the caution the gen- 
eral so favours. Despite some outsiders’ opti- 
mism, there is little hard evidence yet that 
Myanmar’s clumsy dictators are relaxing. 
After several decades in power, the junta has 
achieved little, except to repress democratic 
parties. Myanmar (formerly Burma) was 
once one of Asia’s most promising econo- 
mies, blessed with natural resources and an 
educated people. Now it ranks alongside Af- 
rican basketcases. Hundreds of thousands of 
its people have fled. In 1990, when they were 
last allowed near a ballot-box, the voters un- 
ambiguously opted for the main opposition 
party, the National League for Democracy. 
The junta annulled the election and cracked 
down on the NLp. 

The hope is that some in the junta—a 
better educated, more aristocratic faction— 
may be willing to try a different route. A few 
political prisoners have been released. Aung 
San Suu Kyi, a leader in the NLD whose vir- 
tual house-arrest in Yangon was made even 
tighter than usual last September after a 
public stand-off with the police, has been 
granted regular talks with the governmentin 
the past few months. The nature of the dis- 
cussions are unknown even to close NLD 
supporters, let alone to smaller, ethnically- 
based opposition parties. “We fully support 
them, but they must remember this dialogue 
is for the whole country,” says Maung 
Maung Aye, of the National Coalition Gov- 
ernmentof the Union of Burma, an umbrella 
opposition group. 

Just as talks are starting inside the coun- 
try, outside mediators are finding more luck 
too. The United Nations’ special represen- 
tative for Myanmar, Razali Ismail, who is 
Malaysian, has been able to generate luke- 
warm relations with the junta. His success 
probably owes something to Myanmar’s 
readiness to see Malaysia as an ally against 
western criticism. Eager to discern improve- 
ments, a group of European Union delegates 
muttered hopes for change after a visit in 
February. Even the envoy of the un’s hu- 
man-rights office, Paulo Sergio Pinheiro, a 
Brazilian, was able to visit Yangon last week. 
The first member of that office to be admit- 
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ted in five years, he was given permission to 
see Miss Suu Kyi, who is said to be healthy, 
isolated and, no surprise, well-rested. 

All this adds up to a case for “cautious 
optimism”, said Mr Pinheiro after his trip. 
But behind the scenes there is scepticism. 
Some suspect that reports about the talks 
with the nuo are not being made public be- 
cause diehards in the junta do not support 
them. These are careerists who have risen 
through the ranks and are stirring up clashes 
with Thailand's army on the shared border. 
They may be testing Thailand’s new prime 
minister to see how he responds to the pres- 
sure, or they may think that a bit of fighting 
strengthens the army at home. Either way, 
real change will come only when these men 
are convinced it is needed. And for them, re- 
member, caution lasts forever. 

» 





Pakistan 


Not safe yet 


LAHORE 


WICE elected as prime minister and 

twice disgraced, Benazir Bhutto may 
fancy her chances of a third term in office. If 
so, her hopes would be based on a Supreme 
Court verdict on April 6th which set aside a 
conviction by a lower court in Lahore for 
corruption against her and her husband, 
Asif Zardari, and ordered a retrial. “Tve been 
vindicated,” said she. 

Maybe she should withhold judgment. 
In 1998, the government of a successor, Na- 
waz Sharif, accused Miss Bhutto and Mr Zar- 
dari of taking illegal commissions from a 
Swiss agency (Societé General de Surveil- 
lance) appointed by the Bhutto government 
in 1994. When the court announced a guilty 
verdict, Miss Bhutto accused its chief justice, 
Malik Qayyum, of acting at the behest of the 
prime minister. The Supreme Court granted 
bail to Miss Bhutto, but seemed in no mood 
to overturn the decision. Fearing arrest, she 
left Pakistan and has not returned since. Mr 
Zardari has been in prison since November 
1996, when Miss Bhutto’s government was 
dismissed by the president. Last February, 
doubtless prodded by the military regime of 
General Pervez Musharraf, the Supreme 
Court decided it was time to open and shut 
the Bhutto file. But a British newspaper pub- 
lished transcripts of taped conversations 
suggesting collusion between the Lahore 
court and members of the government.With 
the tapes lodged with the Supreme Court, a 
retrial was the minimum Miss Bhutto might 
have expected. Indeed, she may well ask the 
Supreme Court for an acquittal. 

Yet anyone who thinks that Miss 
Bhutto’s troubles are over, enabling her to fly 
back to Pakistan, there to be welcomed by 
rousing crowds that will sweep her to power, 
should think again. Many Pakistanis remain 
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The Afg 


HE fighting in Afghanistan appears to 

have reached stalemate. The strictly Is- 
lamic Taliban control most of the country. 
But an opposition group of fighters led by 
Ahmad Shah Masoud continues to hold 
on to the remaining 10%. 

Mr Masoud gained fame for his mili- 
tary successes against the Soviet Union 
during its occupation of 
Afghanistan in the 1980s. 
To many foreigners he was 
the personification of the 
Afghan warrior, fierce but 
charming. Over the past 
two weeks he has been 
displaying his charm 
among European politi- 
cians in the hope of get- 
ting aid for his cause. He 
has received a respectful 
hearing from officials in 
Paris and Strasbourg, 
where he addressed the European Parlia- 
ment. He appears to have a friend in Javier 
Solana, the £u’s foreign-policy chief, who 
on April 6th called for a “genuine dia- 
logue” on the future of Afghanistan, with- 
out saying exactly what that would mean. 

All this has upset the Taliban. On 
April 7th, their foreign minister led a dele- 
gation to Qatar, the current head of the Is- 
lamic Conference, to which 56 countries 











hans’ diplomatic skirmish 
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belong. The Taliban want diplomatic rec- 
ognition from Qatar and the conference. 
Neither seems likely to oblige at the mo- 
ment. In March, Qatar pleaded with the 
Taliban not to destroy Afghanistan’s an- 
cient Buddhist statues. The plea was disre- 
garded. Diplomacy does not seem to be 
the Taliban’s strong point. 

At present, the Taliban 
are recognised by only 
three countries, Pakistan, 
Saudi Arabia and the Un- 
ited Arab Emirates. Most 
other countries continue 
to recognise the govern- 
ment ousted by the Tali- 
ban’s brutal Islamic “stu- 
dents”. Mr Masoud is the 
most prominent member 
of the old government.On 
his European trip, he com- 
plained that Pakistan was 
giving military aid to the Taliban, which is 
probably true, although denied by the Pa- 
kistanis. Pakistan retorted that Russia, 
France, Iran, Tajikistan and India were 
sending arms to the Masoud forces, which 
is also probably true. 

After their bit of talking, Mr Masoud 
and the Taliban mission returned to their 
bases. From there, with summer on the 
way, fighting is expected to resume. 
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sceptical of politicians, even if one seems to 
have gained a legal reprieve. Nor is the 
Musharraf regime ready to relent. It has pre- 
pared other charges against her and says it 
will arrest her if she sets foot in Pakistan. 

So where does she go from here? For the 
moment, at least, General 
Musharraf seems firmly in 
the saddle. He has pushed 
one prime minister—Mr 
Sharif—out of the country 
and seems determined to 
stop another from ventur- 
ing back. He means to be- 
come president (he calls 
himself chief executive at 


present) and restore 
“guided” democracy. Per- 
haps Miss Bhutto's best bet 


may be to try to clinch a 
deal with him much like Mr 
Sharif’s: in exchange for 
personally staying out of 
politics for at least five years 
and giving the general a 
clear run, she might win 
back her husband's free- 
dom and stake a reasonable 
place for her party in the 


Bhutto’s fans may have to wait 


Certainly, she has been careful not to 
rule out anything. “If the national interest so 
demands,” she coyly said in a recent inter- 
view, “I could conceivably stay away from 
Pakistan for some years.” After all, she does 
have three children to look after. 
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Beyond Hainan 


BELING AND WASHINGTON, DC 


The sppr agreement about that collision over the South China 
leaves question-marks over relations with Beijing 


Sea stil 


66 QORRY” has seldom seemed a more dif- 

ficult word to define. As the elements 
ofa compromise seemed to come together to 
end the stand-off over the 24 Americans 
held on China’s Hainan Island, dictionaries 
seem to have played a crucial role in provid- 
ing the clinching nuance that could allow the 
world’s strongest power and its most prickly 
would-be rival to put the whole dangerous 
business behind them. 

On April nth, after days of getting no- 
where, China announced that in its view 
America had apologised for the mid-air col- 
lision that left a Chinese fighter pilot pre- 
sumed dead and an American surveillance 
aircraft badly damaged, and being methodi- 
cally strip-searched, on a Chinese military 
airstrip. After appropriate formalities, the 
crew can go home (although this still relies 
on “sufficient” American co-operation). The 
aircraft’s fate is uncertain. There will also be a 
meeting on April 18th to discuss how to 
avoid such incidents in future. 

For their part, the Americans still ada- 
mantly deny any guilt in the affair (some- 
thing the Chinese inadvertently acknowl- 
edged by calling on the United States to take 
full responsibility for the incident). But by 


increasing American regret from 
“sorry” to “very sorry” ina letter to 
the Chinese authorities, the Bush 
administration seems to have 
found a face-saving way out of the 
crisis for both sides. 

Given the divisions inside 
China’s leadership, there is always 
a chance that the deal may fall 
apart. The talk about the need for 
sufficient co-operation may prove 
ominous. But a deal is plainly in 
China’s interests. 

Earlier, George Bush had pointedly re- 
minded China that, though diplomacy takes 
time, “the longer it goes on, there’s a point at 
which our relations with China could be- 
come damaged.” China’s officials, from 
President Jiang Zemin down, had brushed 
aside the “regret” expressed by Colin Powell, 
Mr Bush’s secretary of state. Mr Powell’s sub- 
sequent readiness to admit that America 
was “sorry” that a life was lost had been al- 
most enough. Adding the word “very”, and 
broadening the regret to cover the American 
aircraft's landing at Hainan without China’s 
permission, apparently did the trick. 

Although the crew of the American 








Demanding but diplomatic 


plane cannot be questioned until 
they are out of China’s earshot, 
what American officials have 
been able to piece together about 
the accident suggests that, con- 
trary to China's always implausi- 
ble version of events (that the 
much slower, propeller-driven 
American aircraft rammed the 
nimbler Chinese jet), it was the 
Chinese pilot who clipped the 
American plane ina misjudged at- 
tempt to disrupt its work. 

Much though China dislikes 
America’s surveillance flights in 
international airspace off its coast, 
they are not illegal. And, though 
some comments from Chinese 
military people have suggested 
that the American pilot might be 
charged with violating China’s 
airspace after the collision, he in 
fact followed accepted interna- 








Sorrowful but strong 


tional rules: after issuing a distress call, he 
tried several times using emergency fre- 
quencies to contact the Chinese airfield for 
permission to make an emergency landing, 
but got no response. 

In theory, the two countries can now sit 
down to work out ways of avoiding such 
mishaps in the air in future, rather as they 
did in 1998 to avoid such incidents at sea. A 
deal also seems to provide Mr Bush with a 
foreign-policy success of sorts. 


When time has its price 


Mr Bush had pleased most Americans by his 
measured handling of the crisis. But, as the 
24 airmen and women went into their sec- 
ond week as “detainees”, the word preferred 
by Vice-President Dick Cheney (“hostages”, 
according to Henry Hyde, chairman of the 
House International Relations Committee, 
and, opinion polls suggested, a growing 
number of ordinary Americans), Mr Bush 
was plainly running out of time. 

So were the Chinese. Congress returns 
from its Easter recess on April 23rd. Without 
a deal, China would have been in the firing 
line. Even with one, it faces a rough time. 

Because China has dragged its feet on the 
requirements set last year for its entry into 
the World Trade Organisation, a continua- 
tion of normal trade with America—worth 
maybe over $100 billion a year—requires a 
vote in Congress by June or July. A more im- 
mediate problem is Taiwan. 

Mr Bush is obliged to tell Congress later 
this month which weapons he proposes to 
let Taiwan buy in order to go on being able to 
defend itself against China, including the 
steadily growing Chinese missile force 
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pointed at the island. The Republican right 
has been pressing him to sell warships 
equipped with top-of-the-range Aegis bat- 
tle-management radars. China has lobbied 
equally hard against Aegis, which it fears 
will one day put Taiwan under the protec- 
tion of an American anti-missile system. 

There are, in fact, good grounds for not 
selling Aegis to Taiwan this year: the system 
could not be delivered for a number of years, 
and it is not at all clear that Taiwan’s armed 
forces can yet use it efficiently. Holding off 
on the sale this time round would give Mr 
Bush some negotiating room to try to explore 
the possibility of reciprocal restraint. But 
Congress also has a say in the matter and, 
even if the 24 Americans return home soon, 
it may insist on much tighter military bonds 
with Taiwan. 

China’s diplomats seem quite aware of 
what is at stake. In 1999, the authorities 


bused in demonstrators to hurl stones at the 
American embassy in Beijing after NATO's 
bombing of the Chinese embassy in Bel- 
grade. This time anti-American abuse has 
mostly been limited to Internet chat-rooms. 
Yet the collision over the South China Sea 
has revealed a worrying trend in China’s ri- 
valry with America in the region. And 
increasingly it seems to be not China’s dip- 
lomats, but its generals, who control events. 
In the past, although China has publicly 
resented American influence in East Asia, 
privately it has acknowledged that Amer- 
ica’s military presence has helped to calm 
the intersecting rivalries between itself, Ja- 
pan and Russia. That is now changing. 
Particularly in the areas it asserts are its 
own, including just about all of the South 
China Sea and the Taiwan Strait, China has 
become much more aggressive. Although 
the fighter lost this time was a home-built 


one, China has been steadily acquiring 
much more sophisticated aircraft and sub- 
marines from Russia to extend the regional 
reach and lethality of its armed forces. In 
1994, when an American aircraft carrier, 
Kitty Hawk, was involved in a tense three- 
day stand-off with a Chinese submarine in 
the Yellow Sea, both sides played down the 
incident. This time China’s generals have 
ratcheted up the tension. 

So are American-Chinese relations on a 
downward spiral? Senior State Department 
officials insist that they want to help China’s 
adaptation to the modern world in matters 
of trade and nuclear non-proliferation and 
human rights; and that they will goon trying. 
But, even if the aircrew comes home, the 
worry remains that the emerging China is a 
pugnacious, not-so-modern power bent on 
some pretty old-fashioned push and shove. 
-E = a = 
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MIAMI 


F DEALING with China has proved a 

frustrating business for the Bush admin- 
istration, will it take out those frustrations 
on another socialist paradise? Cuba is 
much closer, far smaller and justas loathed 
by many Republicans—particularly the 
Cuban exiles in Miami who claim 
that they won the White House for 
George Bush. Their goal is to 
strengthen their country’s 40-year- 
old trade embargo on Cuba, which 
Bill Clinton (here, as with China, 
“the great appeaser”) tried to relax. 

Mr Bush has kept his own views 
about Cuba slightly vague. But both 
Colin Powell, his secretary of state, 
and Condoleezza Rice, the head of 
the National Security Council, have 
said that they support the embargo. 
Otto Reich, a controversial Cuban- 
American lobbyist whom Mr Bush 
has chosen for the top Latin Ameri- 
can post at the State Department, is 
one of its toughest supporters. 

The leaders of the Cuban- 
American exiles, after eight years of 
being virtually shut out of the White 
House, have high hopes. By turning 
out en masse for Mr Bush, they 
helped cut the Democrats’ margin 
of victory in Miami-Dade County 
to only 40,000 votes, down from 110,000 in 
1996. They want something in return. 

Jeb Bush, Florida’s governor and 
George’s brother, is also counting on Cu- 
ban-American support. He faces re-elec- 
tion next year. With Democrats expected 
to campaign heavily in the Jewish and 
black communities where dimpled ballots 
may not have been counted in Novem- 











Most Reviled Neighbour 


Payback time for the Miami Cubans? 


ber’s election, Latinos could be Jeb’s salva- 
tion. According to the latest census, they 
have now passed blacks as Florida’s largest 
minority, making up 17% of the state’s 
population. In Miami-Dade County, that 
rises to 57%; about half of them are Cubans. 





Liberal Democrats in the Senate say 
they will fight Mr Reich’s nomination as 
assistant secretary of state for western 
hemispheric affairs. They object to him not 
only over Cuba but because of events in his 
past. From 1983 to 1986, Mr Reich headed 
the State Department’s now defunct Office 
of Public Diplomacy for Latin America and 
the Caribbean. He got marginally caught 
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up in the Iran-contra scandal when his of- 
fice was accused of engaging in covert pro- 
paganda activities to get Americans’ sup- 
port for the Nicaraguan contras. 

As a lobbyist, Mr Reich has also 
worked for Bacardi, the exiled Cuban rum 
company that is still fighting Cuba over 
confiscation of its properties after the 1959 
revolution. Mr Reich helped draw up the 
1996 Helms-Burton law that strengthened 
American sanctions against foreign 
companies doing business with 
confiscated assets in Cuba, among 
them Bacardi’s competitors. Strict 
implementation of the Helms-Bur- 
ton law—which President Clinton 
waived in part—could reopen old 
rifts with allies in Europe and Latin 
America, which strongly oppose the 
law’s extraterritorial reach. 

Mr Reich will also come under 
pressure to do two things the exiles 
particularly want: to indict Fidel 
Castro for the shooting down in 
1996 of two light aircraft piloted by 
Miami exiles, and to provide more 
money to boost the signal of Tv 
Marti, a struggling outfit that beams 
Spanish-language propaganda to a 
largely deaf Cuba. 

But even Mr Reich may be un- 
able to give the exiles full satisfac- 
tion. In recent years, increasing 
numbers of conservative Republi- 
cans have turned against the Cuban 
embargo because, they believe, it hurts 
America’s own interests. Ever since the 
farm crisis of the mid-1980s, Republicans 
in grain states have formed a rare alliance 
with liberal Democrats in Congress to 
loosen the embargo. Last October, Con- 
gress agreed to lift the ban on the sale of 
food to Cuba. Further challenges to theem- 
bargo are expected in Congress soon. 
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, The budget 





Wartime 


O THE real battle begins. This week 
J George Bush finally released his budget 
plans. Now he has to persuade Congress to 
accept them. Changes in funding for specific 
programmes—particularly education—are 
sure to provoke a few heated skirmishes. But 
the pivotal battle will be over the total pace 
of spending during the next decade. The 
fiercest opposition to Mr Bush’s plan will 
come in the Senate. 

The most controversial part of Mr Bush’s 
much-touted efforts to revitalise education 
aims to involve charities and churches. Mr 
Bush wants to spend $913m on before- and 
after-school programmes connected with 
“faith-based” organisations. This item, in- 
cluded under the heading “Champion 

































































Compassionate Conservatism” in the bud- ag a 


get proposal, promises to spark a legal fight 
over the separation of church and state that 
will probably end in the Supreme Court. 

The president’s budget allots the states 
$472m to change the structure of public edu- 
cation by promoting school choice and 
voucher systems (a worthy suggestion, but 
one that is unlikely to get through the Sen- 
ate). In addition, he has earmarked $429m to 
assess the quality of learning. Three-quarters 
of that would go directly to the states. The 
idea is to encourage new strategies for im- 
proving education. The main problem is that 
Mr Bush is also allowing the states to set their 
own standards and rate their own perfor- 
mance: the fox is guarding the henhouse. 

Though Mr Bush’s budget has its gener- 
ous moments—$2.8 billion for the National 





Ecoterrorism 











Institutes of Health here, $1 billion for uni- 
versity tuition grants there—it does take big 
bites from some departments. Transporta- 
tion, the only department headed by a 
Democrat, lost the most, with 11.4% in discre- 
tionary spending erased. Agriculture would 
come second with a loss of 7.3%, but Con- 
gress is unlikely to stand for such a deep cut. 
Discretionary spending will be a sticky 
issue in general. To defend his tax cut, Mr 
Bush wants to restrict its growth to just 4% a 
year over the next decade. By contrast, the 
Senate has asked for a hike of almost 8% per 
year. If the Senate wins, spending will exceed 
Mr Bush’s current projections by more than 


Brutal elves in the woods 


PORTLAND, OREGON 


MERICA is a country founded on ideas, 
and it has always had its contingent of 
fanatics, willing to do violence in pursuit of 
their beliefs. From John Brown to Timothy 
McVeigh, some Americans have taken their 
principles, good or bad, to deadly extremes. 
When three-quarters of all Americans call 
themselves environmentalists, it is hardly 
surprising that the green cause has its share 
of extremists. Lately, the rpr has decided that 
enough of these militant environmentalists 
are working together under a single label, as 
the Earth Liberation Front (ELF), to merit in- 
vestigation as a terrorist network. 

Recent attacks on property suggest that 
the er has considerable reach. In late March, 
over 30 sport-utility vehicles in a sales lot in 
Eugene, west Oregon, were burned in an 
arson attack that did $1m-worth of damage. 


WEEE EON AeTE? ADEE PAPIE AIYE 


On April and milk jugs full of petrol were 
discovered on the roof of a Nike shop in a 
mall north of Minneapolis. A conflagration, 
with which the exr claimed it was going to 
punish the sports-shoe maker (for operating 
“sweatshops”), was narrowly averted when 
snow put out the fuses leading to the petrol. 

Arson attacks around the beginning of 
the year on newly built houses on Long Is- 
land and in 1998 on ski lodges around Vail in 
Colorado have contributed to a total of 
$37m-worth of damage to property since the 
ELF first surfaced in 1997. Another technique 
practised under the err banner is tree-spik- 
ing—driving metal spikes deep into tree 
trunks and then warning loggers that they 
run the risk of wrecking their power saws 
(and being hit by flying shrapnel) if they go 
to work on that patch of forest. 
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$17 ‘trillion over the next ten years—an 
amount greater than the whole of his trea- 
sured tax cut. 

The details of that tax cut, combined 
with the likelihood that the budget battle 
will drag on well into the summer, make it 
clearer than ever that there will be no fiscal 
stimulus in the short term. Even if Mr Bush 
manages to conquer opposition in the Sen- 
ate, tax cuts in 2002 will amount to only $29 
billion. The reductions in taxes on personal 
income and estates are strongly back- 
loaded; receipts would fall by the same 
amountin 2010-11 as in the whole of 2002-06. 

By 2011 Mr Bush’s budget plans could be 
nothing but a distant memory. The risk 
meanwhile is that a nasty battle over income 
and estate taxes could eat into the political 
capital the president might have used to 
push for cuts in taxes on capital gains and 
corporate income, which Republican sup- 
porters are also demanding, Such tax breaks 
might have encouraged saving—and saving 
will be more crucial than ever during the 
next two decades. 

The other lesson that emerges from Mr 
Bush’s budget is the need to reform Amer- 
ica’s big entitlement programmes. The coun- 
try will return to budget deficits—big ones, 
too—unless the federal government under- 
takes a complete overhaul of Medicare and 
Social Security. 

Mr Bush promised reform during the 
campaign. His budget sets up committees to 
study how these programmes, both of 
which will be bankrupt by 2016, might be re- 
structured. Studying the problem some more 
won't make it go away. On the other hand, 
Mr Bush will have left Washington long be- 
fore the bills fall due. From his point of view, 
a delay is as good as a cure. 


The rst is after the ELF. On April 5th 
agents in Portland raided the house, car and 
bakery of Craig Rosebraugh, who acts as a 
spokesman for the group, although he 
claims not to be a member, or to know who 
is. They served Mr Rosebraugh a subpoena 
to appear on April 18th before a grand jury 
investigating the car fire in Eugene, and car- 
ried off files and computers to pore over for 
clues as to what the ELF really is. 

It will be hard to work backwards from 
the anonymous e-mail messages, electroni- 
cally rinsed of any identifying data, that Mr 
Rosebraugh passes on as ELF announce- 
ments. The ExF claims it is designed to be im- 
penetrable, with aclandestine structure, pio- 
neered by Chairman Mao, of “cells” in 
which each member knows only a few oth- 
ers, Indeed, the eur takes cell structure even 
further, making its country-spanning reach 
both more and less threatening. 

In order to be part of the er, you simply 
have to claim you are. And then, provided 
your actions are designed to “inflict econ- 
omic damage” on environmental profiteers 
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Who does Rosebraugh speak for? 


and that you take “all necessary precautions 
against harming any animal, human and 
non-human”, you are in. 

This is an ingenious technique, since it 
both gives the vaguer sort of enthusiast an 
encouraging sense of belonging, without 
posing any risk to the serious members, and 





also gives an impression to the 
outside world of greater 
strength and organisation than 
actually exists. Gary Perlstein 
of Portland State University, 
who has studied terrorist 
groups of all sorts, suggests that 
the self-anointed membership 
of the ELF may add up to sev- 
eral hundred people but that 
its core may consist of no more 
than a dozen. 

The only drawback of de- 
claring yourself part of the ELF 
comes if you are caught. What 
might once have been treated 
as simple vandalism is now 
designated terrorism and punished accord- 
ingly. Four teenage boys, arrested in January 
after the Long Island arsons, now face poten- 
tial jail sentences of 20 years each, with 40 
years for the ringleader. The value of ex- 
pendable foot-soldiers was a thing Mao also 
understood. 
= = = 





Energy shortage 


The leaky bucket 


SAN FRANCISCO AND WASHINGTON, DC 


It is hard to tell who currently has the least coherent energy policy: Gray Davis 


or George Bush 


HE United States is stuck in the middle of 

two very different “energy crises”. The 
first, much hyped by the Bush administra- 
tion, is a national affair, stretching across 
many different fuels, where the country as a 
whole is direly in need of a comprehensive 
energy policy. The second is a largely Cali- 
fornian, purely electric affair, centred 
around rate hikes, black-outs and the peril- 
ous condition of the state’s two main electric 
utilities. Both crises stumbled forward this 
week—though to what end is not clear. 

California’s problems stem from a 
flawed attempt to “deregulate” its electricity 
market five years ago. Its two main utilities, 
Pacific Gas & Electric (PG&E) and Southern 
California Edison, buy power in (the pricey) 
wholesale spot market but sell it at a much 
lower fixed rate to consumers. To bail them 
out, California’s governor, Gray Davis, has 
committed the state to underwrite their elec- 
tricity purchases, whilst condemning the 
out-of-state power providers for making 
profits. 

Two weeks ago, the state’s Public Utilities 
Commission raised rates by more than 40% 
(mainly for business customers). On April 
5th, Mr Davis admitted that consumers 
would be hurt too. He had tried to deflect the 
increases away from voters (he is up for re- 
election next year). The next day, pGae, the 
state’s largest utility, serving its northern 
half, filed for Chapter 11 of America’s bank- 
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ruptcy law (see page 61). 

Mr Davis, who had been negotiating 
with pGa&e and Edison to buy their transmis- 
sion lines (as a way of injecting some cash 
into the firms in retum for keeping rates 
down), promptly lambasted pG&e. But he re- 
doubled his efforts with Edison:on April 9th, 
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Balance of power needed 


it agreed to sell its part of the transmission 
grid to the state for $2.8 billion, to use its gen- 
erators to provide cheap power to the state 
for ten years and to drop a lawsuit trying to 
force an increase in the rates. 

Mr Davis’s position looks increasingly 
unhealthy. Less than half a grid hardly gives 
him the control he sought. Some of his fellow 
Democrats want him to follow up his own 
rhetoric by simply commandeering some of 
the independent power stations around the 
state. Mr Davis's own favourite option seems 
to centre on persuading the federal govern- 
ment to support “temporary” price caps in 
the wholesale market. 

That looks unlikely. Curtis Hébert, the 
head of the Federal Energy Regulatory Com- 
mission, is an avid free marketeer who re- 
jects the notion of price caps on the whole- 
sale market. George Bush has little interest in 
helping Mr Davis (who would like to run 
against the president in 2004). The president 
has made it clear that he believes that Cali- 
fornia’s problems are best solved by Califor- 
nians themselves. 

All very statesmanlike and economi- 
cally liberal. In fact, in an eerie re-run of Mr 
Davis's initial grandstanding, the president 
is trying to skew the Californian mess to his 
own advantage. The fault, he implies, is not 
because of any of the above causes, but be- 
cause America is in the grip of an energy cri- 
sis. To that end, Dick Cheney, the vice-presi- 
dent, is in charge of a cabinet task-force that 
has been beavering away for weeks develop- 
ing a “comprehensive energy policy” that 
will be presented to Mr Bush in May. 

The main themes of this review are al- 
ready clear. America supposedly has a mas- 
sive shortage of electricity, natural gas and 
oil. The answer is not just more energy, but 
more American energy. To help the country 
toward energy “independence”, Mr Bush is 
pushing for oil and gas exploration in the 
pristine wilds of Alaska and other protected 
areas. Recently, Mr Cheney said that he in- 
tends to encourage new nuclear plants to 
help the nation out of its supposed crisis. 

The premise that America has an energy 
crisis makes no more sense than the Califor- 
nian Democrats’ railings against the free 
market. Just last week, the government's 
own Energy Information Administration is- 
sued a report suggesting that summer gaso- 
line prices will fall from last year’s levels, that 
oil refinery output is set to rise, that natural 
gas prices have moderated and confirming 
that heating oil stocks are 1% higher than last 
year at this time. There is no embargo by a 
hostile cartel, no war or revolution disrupt- 
ing supplies and plenty of supplies of oil and 
natural gas for the moment. 

A more truthful verdict would be that 
America does have an energy-infrastructure 
problem. Red tape, environmental laws and 
hostile home-owners all make it difficult to 
build new refineries, pipelines, power plants 
or any other essential bit of the energy net- 
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work. Partly as a result, reserve capacity in 
such sectors as electricity, natural gas and 
gasoline are low by historical measures. The 
Cheney task-force has hinted that it will 
look into ways to make building or expand- 
ing such infrastructure easier. 

But thatstill leaves the question of which 
industries should get which incentives. The 
suspicion is that Mr Bush will automatically 
favour Big Oil. Last month, Spencer Abra- 
ham, the energy secretary, gave a surprising 
speech in which he sought to debunk all the 
talk of favouritism to fossil-fuel lobbies. In- 
stead, insisted Mr Abraham, his energy pol- 
icy would be market-based. 

Mr Cheney's nuclear option hardly bol- 
stered this idea. America has not built any 
nuclear plants in two decades. Left to its own 
devices, the market would not build one to- 
day either. A new nuclear programme 
would require massive subsidies. 

Mr Bush’s budget, released this week, 
also makes a mockery of Mr Abraham’s 
claims. It calls for the Energy Department's 
core solar, wind and other renewable energy 
programmes to be cut by more than half to 
$186m. The department's efficiency-research 
programmes would also be cut—with the 
sharpest cuts falling on efforts to help indus- 
try reduce its use of power. Energy efficiency 
standards are also being suspended. Such 
rules are hated by industry, but Bill Richard- 
son, Mr Clinton’s energy secretary, reckons 
that more efficient air conditioners, washing 
machines, refrigerators and so on could save 
$27 billion over the next 30 years. 


Big Oil, big mess 

Perhaps most predictably of all, overall 
spending on fossil fuels is to rise slightly. In- 
credibly, Mr Abraham’s budget calls for 
adding a hefty $150m in funding to research 
into so-called “clean coal’”—an oxymoron 
by any measure. The General Accounting 
Office recently condemned the Clean Coal 
programme for wasting taxpayers’ money. 

Mr Abraham defended the cuts by argu- 
ing that conservation and efficiency pro- 
grammes are wasteful, and have not yielded 
results that can be applied in the market- 
place. As evidence that the administration is 
not “pro-oil”, he cites its willingness to get rid 
of Petroleum Vision, a small research pro- 
gramme. His officials also point out that 
some $1.2 billion could flow to alternative 
energy plans as part of a package to open up 
the Alaskan wilderness to drilling for oil. But 
even some Republicans are backtracking on 
this proposal. 

So will the Cheney task-force be bound 
by Mr Abraham’s pious pronouncements of 
market discipline? Will the team really stick 
to his principle of not lavishing subsidies or 
tax breaks on industries big enough to afford 
to finance themselves? The chances are 
about as likely as the idea of California 
avoiding black-outs this summer. 
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UNITED STATES 


The north-west salmon gets squeezed 


SEATTLE 


ALMON like cool water. People like 

cool rooms. Salmon find their cool wa- 
ter in the giant Columbia river. People get 
their cool rooms from air conditioners 
powered by Columbia river hydroelectric 
dams. This summer, it appears, people 
will be cooler than salmon. The reason is 
that the energy shortage in California is 
gradually moving northwards to Oregon 
and Washington. 

Usually, melting snow in the vast Co- 
lumbia river basin, which covers parts of 
Oregon, Washington, Montana and 
Idaho, keeps dam turbines spinning in 
July and August, providing power for 
about 45% of the Pacific north-west’s peo- 
ple and generating enough surplus power 
to sell to California, where power con- 
sumption peaks in summer. But this year 
snow packs are about half what they nor- 
mally are, and river flows among the low- 
est since 1950. 

This requires a trade-off. To produce 
electricity, water is first stored behind 
Bonneville Dam, Grand Coulee Dam and 
dozens of other dams that block the Co- 
lumbia and tributaries such as the Snake 
river, and then sent through giant turbines 
in the core of the dams. But, to help young 
salmon migrate to the ocean, water is best 
diverted over dam tops, keeping river 
flows fast and cold, and steering the young 
fish, called smolts, away from fish-killing 
turbine blades. This summer dam oper- 
ators say the energy shortage means giving 
priority to power generation. 

In early April, the Bonneville Power 
Administration (BPA), a federal agency 
that sells electricity produced by most of 
the dams on the Columbia and Snake riv- 
ers, declared a power emergency. That 


declaration frees it from some rules put in 
place to help the 12 salmon runs protected 
by the Endangered Species Act. Other- 
wise, say BPA Officials, it will need tospend 
$1.4 billion to buy power from other 
sources (of which there are few this year) 
and perhaps impose rolling blackouts 
over wide areas. 

Dam managers say that measures 
such as shipping more young salmon 
downstream in barges—an unusual jour- 
ney that some fish have been making for 
20 years—can hold the increase in the 
death toll of smolts down to about 10%. 
Salmonistas reply that this is nonsense. In 
a previous drought year, 1997, salmon 
mortality approached 90%, says Jim Mar- 
tin, a former director of Oregon’s fish and 
wildlife service. 

Greens say power conservation can 
reduce electricity demand, and the sra on 
April 9th did advise power users to cut 
consumption by 10%. But that will only 
stave off the worst crises, not bring things 
back to normal. 

Another alternative would be to di- 
vert water stored for potato irrigation in 
Idaho reservoirs into the Snake river, 
which then can flow into the Columbia. 
Witha flat market for potatoes, say greens, 
it would be relatively cheap to pay farm- 
ers for irrigation water. There are too many 
potatoes on the market, and prices are 
low, but Idaho's powerful farm industry is 
resisting the idea of putting salmon ahead 
of its crop. 

So it looks as if salmon, often seen as 
the icon of the Pacific north-west, will 
yield to symbols of modernity: the light 
bulb, the air conditioner—and, oh, the 
French fry. 
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VERY so often academic squabbles are worth treating as more 

than just up-market versions of “The Jerry Springer Show”. 
Harvard University is having exactly such a squabble at the mo- 
ment. The instigator is Harvey C. Mansfield, a political philoso- 
| pher whose soft-spoken manner belies a taste for public contro- 
| versy; the subject is the rampant grade-inflation under which so 
many American students now take it for granted that they will be 
given an A for work that 20 years ago would have got a c; and the 
| debate he has set off is challenging the cloying culture of self-es- 
teem that stretches well beyond Harvard. 

The whole thing started when Mr Mansfield, whose tough 
grades earned him the nickname “c-minus”, declared that he was 
no longer willing to punish his stu- 
dents by giving them realistic 
grades. Henceforward he would 
| give them two grades: an “ironic” 
grade that would go on their offi- 
cial records, and a realistic grade 
that he would reveal to them only 
in private. In this way Harvard stu- 
dents could enjoy the challenge of 
measuring themselves against real 
| standards without having their 
gleaming resumés sullied. 

“Ironic” is a gentle word for 
Harvard’s grading system. About 
half of Harvard’s students get an a- 
minus or above. Only 6% receive a 
c-plus or lower. Some Harvard 
apologists justify this inflated sys- 
tem on the ground that their uni- 
versity selects the best and bright- 
est. But aren’t grades supposed to 
establish relative merits? Aren’t 
| “elite” institutions supposed to 
measure people against the highest 
possible standards? And aren’t serious teachers supposed to point 
out their pupils’ weaknesses as well as their strengths? 

None of this would matter if Harvard were alone in taking the 
| name of excellence in vain. But grade-inflation is almost universal 
| in American education. Outstanding students are compared with 
| Einstein. Abject failures are praised as “differently abled”. Even 
| 








the hard sciences have started diluting their standards in order to 
compete with the humanities, where cheating is so much easier. 

l Why have academics allowed their standards to become so 
| debased? Mr Mansfield provoked an outcry when he put some of 
the blame on affirmative action, the policy of providing places to 
some people on the basis of their race. University administrators 
accused him of making “divisive” charges without a “shred of evi- 
dence” to back them up. The divisive bit is certainly true, but Mr 
Mansfield could hardly provide the proof when the university ad- 
ministration keeps the relevant student transcripts under lock and 
key. He was simply relying on the only tools at his disposal: per- 
sonal experience (he has been on the Harvard faculty since 1962) 
| and circumstantial evidence: grade-inflation followed the intro- 
duction of affirmative action. 

The debate about affirmative action is arguably a red herring. 
Three less controversial but much more pernicious things proba- 
bly matter more. The first is the cult of self-esteem. For years fash- 
ionable educators have been arguing that the worst thing you can 
do to young people is to damage their sensitive egos with criticism. 
“If a child lives with criticism, he learns to condemn,” goes a pop- 
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All shall have prizes 


l 
| 
| 
: | 
ular screed handed out to the parents of pre-schoolers. “Ifa child 
lives with praise, he learns to appreciate; ifa child lives with ap- | 
proval, he learns to like himself.” | 

This might be defensible when applied to the kindergarten. | 
The trouble is that this therapeutic philosophy is spreading | 
throughout the educational system. The idea is at the heart of | 
“constructivist maths”, which emphasises the importance of feel- | 
ing good about maths, rather than mastering basic techniques. Itis | 
at the heart of “Ebonics”, which argues that black children should 
not be penalised for adopting “black speech patterns”. And itis at 
the heart of the “I love me” sessions that proliferate in American el- | 
ementary schools, in which children complete the phrase “Iam...” 
with words such as “beautiful”, 
“lovable” and “great”, when 
“spoilt”, “bored” and “violent” of- 
ten seem more accurate. 

Resisting this claptrap is made 
no easier by the fact that so many 
leftish university professors rou- 
tinely argue that traditional stan- 
dards are little more than tools of 
western oppression. But the sec- 
ond mighty force behind grade in- 
flation is something conservatives 
normally praise: the marketplace. 

American universities are big 
businesses which can charge stu- 
dents in excess of $20,000 year for 
the privilege of attending them. 
Students naturally gravitate to- 
wards institutions that are going to 
give them a return on their invest- 
ment—the sparkling academic re- 
sumé that opens the doors to Wall | 
Street banks or prestigious law 
firms. Professors who resist the de- 
mand for grade-inflation may find themselves embarrassed by 
empty classrooms. Student course guides provide plenty of details 
about how generously teachers grade. 

The third force is the lack of interest that high-flying academ- 
ics show in the humdrum business of teaching. People whocarea | 
great deal about something are obsessed with making precise 
judgments of quality: listen to the average sports fan, for example. 
But the road to success in modern academia lies through research 
rather than teaching. All too many academics.are content to hand 
out A-grades like confetti in return for favourable teaching ratings 
and more time to devote to research. 

Fixing grade-inflation will not be easy in a system in which 
professors rightly value their autonomy. On the other hand, there 
are some signs of change. Graduate schools such as Harvard's Busi- 
ness School have manfully maintained their use of a rigorous 
grading curve. Some universities have experimented with putting 
two grades on report cards—the individual student's grade and the 
average grade for the class as a whole. 

But perhaps the simplest argument for Mr Mansfield’s cause is 
that anybody who has ever been well taught knows that he is 
right. People who work under demanding taskmasters usually | 
learn to respect them. People who are coddled with unearned a- 
grades despise the system they are exploiting. Living on a diet of | 
junk grades is like living on a diet of junk food. You swell upoutof | 
all decent proportions without ever getting any real nourishment. 
And you end up in later life regretting your disgusting habits. 
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THE AMERICAS 


Peru contemplates a return to 
a troubled future 


UMA 


A wide-open run-off election could herald a shift to populism 


HE second presidential election in a year 

in Peru had a clear political winner, but it 
was not Alejandro Toledo, the man who 
came first. Rather, it was Alan Garcia, a pop- 
ulist former president. In coming second, he 
did well enough to be a serious contender in 
the next round of voting for the presidency. 
Since Mr Garcia’s chaotic rule in 1985-90 is 
indelibly associated with hyperinflation, a 
failed bid to nationalise the country’s banks 
and a unilateral limit on debt pay- 
ments, that is an achievement to 
alarm free-market reformers 
across Latin America. 

The election was seemingly Mr 
Toledo’s to lose, given his status as 
_ the main challenger to Alberto Fu- 
jimori in a rigged election last year. 
Deposed in November, Mr Fuji- 
mori is now despised, because of 
the high-handed racketeering of 
Vladimiro Montesinos, his still-fu- 
gitive intelligence adviser. Mr To- 
ledo, an economist educated at 
Stanford University in California, 
had led opinion polls throughout 
the campaign. But with over 90% of 
the votes counted, he had won 
only 36.5% of the valid ballots—sev- 
eral percentage points lower than 
the opinion surveys had suggested, 
and less than he won against Mr 
Fujimori last year. Mr Garcia had 
26%, ahead of Lourdes Flores, a lawyer of the 
centre-right, with 24%. That seemed to leave 
the second round wide open. 

Mr Garcia returned to Peru only in Janu- 
ary after eight years in voluntary exile from 
Mr Fujimori’s regime, which had accused 
him of corruption. With a surefooted cam- 
paign, he succeeded in transforming himself 
from bogeyman to statesman in less than 
three months. He stuck to a handful of ev- 
eryday economic issues. He criticised bills 
charged by privatised electricity and tele- 
phone companies, and high interest rates. 
He said he would seek to renegotiate the for- 
eign debt, and resuscitate a state agrarian 
bank togive farmers cheap loans. He did well 
among young voters—more than half of 
Peru’s electorate is under 36. “A tenth of vot- 
ers have no experience of Alan Garcia, and 
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those who do have heard him admit he 
made mistakes,” says Francisco Sagasti, a po- 
litical commentator. 

Mr Toledo seemed to have been hurt by 
allegations about his personal life. He has re- 
fused to take a pna testin a patemity suit 
unless ordered to by judges, and he has left 
unanswered questions relating to an inci- 
dent in 1998 when he tested positive for co- 
caine. Mr Toledo claims he was kidnapped 





Will Garcia have the last laugh on Toledo? 


and set upby intelligence agents. 

A former shoeshine boy from a poor 
Andean Indian family, Mr Toledo got into a 
tit-for-tat battle with Ms Flores over race, 
which helped neither of them. Voters were 
turned off by Mr Toledo's Belgian-born wife 
who criticised Peru’s elite of “little whites” 
and fancifully compared her husband to an 
Inca. Ms Flores’s biggest mistake was having 
allied herself with former Fujimorists, but 
she was not helped when her father called 
Mr Toledo a “cameloid”. Mr Garcia stayed 
out of the name-calling, and benefited. 

Both Mr Garcia and Mr Toledo claim to 
favour the “third way” of Britain’s prime 
minister, Tony Blair (though Mr Garcia, at 
least, seems to prefer much more interven- 
tionist policies). Their success is a rejection of 
Mr Fujimori’s free-market economic policy. 


This produced strong growth at first, but the 
economy has performed poorly for the past 
few years. For more than a decade, half of Pe- 
ruvians have been officially classified as 
poor—though their poverty owes more to 
Mr Garcia, who exhausted Peru's savings 
and its credit, than to Mr Fujimori. 

Both candidates will need a new strategy 
for the second round, which will probably 
take place in late May. Any deals they strike 
with the defeated candidates may not mean 
much, since party loyalties are weak. Though 
they may be tempted to outbid each other 
with populist promises, most of the floating 
voters are in the centre. Mr Garcia says he 
will seek to reinforce his economic team by 
looking outside his own APRA party. Mr To- 
ledo is already being advised by Pedro Pablo 
Kuczynski, a veteran investment banker. His 
need is to project credibility as a future 
leader. Neither candidate is likely 
to be able to avoid a real debate in 
the second round, as they did in the 
first. In any such exchange, Mr To- 
ledo might come off worst against 
Mr Garcia’s silver tongue. 


Unpredictable voters 


For Peruvians, who have been let 
down so often by their leaders, the 
choice is likely to come down to a 
question of whom they can trust. 
Business leaders have not forgotten 
the disasters of Mr Garcia's previ- 
ous goverment. For many of 
them, the second round is a Hob- 
son’s choice between two wild 
cards: the only difference is that 
one has failed in government but 
claims he has changed while the 
other is untried. 

On paper, Mr Toledo should 
still win. Although Mr Garcia has 
reduced by half the high number of people 
who told pollsters they would never vote for 
him, his electoral ceiling is probably still the 
lower of the two. Yet Mr Toledo has to turn 
round a declining campaign. His oratory 
sounds tired after nearly two years on the 
stump. 

No political analyst in Peru is ruling Mr 
Garcia out. Peruvian voters have a habit of 
upsetting predictions, A decade ago, Mr Fuji- 
mori, with the support of Mr Garcia, came 
from nowhere to win a run-off against Mario 
Vargas Llosa, a novelist and liberal, who had 
been ahead in the opinion polls for months. 
After a decade demonising Mr Garcia and 
his failings, it would be ironic if Mr Fuji- 
mori’s own grotesque misrule were toend up 
re-electing his predecessor. 

m 
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Brazil 


Cleaning up 


BRASILIA 


OR the past two months, President Fer- 

nando Henrique Cardoso has been trying 
to stop Brazil’s Congress from holding an in- 
quiry into corruption claims involving sev- 
eral ministries as well as leaders of his four- 
party coalition. The accusations were a mat- 
ter for the police and judiciary, he argued; a 
congressional inquiry would degenerate 
into mud-slinging and divert Congress from 
passing vital economic reforms. 

Mr Cardoso seemed to be winning the 
argument. But last week details of telephone 
calls intercepted by the police were leaked to 
the press, giving new evidence of fraud at Su- 
dam, a development agency for Amazonia 
and the focus of the most serious allegations. 
A new boss sent to clean up the agency said 
on April 9th that up to 18 billion reais 
($830m) may have been embezzled. 

Many of the corruption accusations 
have been around for years. But they were 
revived during a bitter battle in February for 
the powerful post of president of the Senate 
between two of the governing coalition’s 
heavyweights. Antonio Carlos Magalhaes, of 
the conservative Liberal Front, was deter- 
mined to stop Jader Barbalho, the leader of 
the catch-all Party of the Brazilian Demo- 
cratic Movement (PMDB), from succeeding 
him in the Senate job. The two traded cor- 
ruption accusations; then, furious that Mr 
Cardoso had not stopped Mr Barbalho win- 
ning, Mr Magalhaes accused the president of 
tolerating sleaze. Mr Cardoso sacked two 
ministers nominated by Mr Magalhaes, who 
then threatened to support an opposition 
call for a congressional inquiry. 

Mr Cardoso seemed to have halted this 
by threatening more sackings, by promising 
more money for congressmen’s pet projects 
and by dismissing the board of the highways 
agency, another focus of corruption allega- 
tions and, like Sudam, part of the pmpp’s fief. 
At the same time, the president announced 
the creation of a federal inspector-general to 
investigate corruption. 

These measures, plus the leaking of the 
Sudam tapes, have prompted the left-wing 
Workers’ Party, the main opposition, to 
change tack. Rather than an across-the- 
board corruption investigation, it now 
wants an inquiry into Sudam. Since this 
threatens only the pmps, it is more likely to 
win enough backing to be set up. 

Mr Barbalho denies all the allegations 
against him, and says that none of the evi- 
dence implicates him personally. A prosecu- 
tor in his home state of Para, in Amazonia, 
this month dropped a case alleging that, 
when he was its governor in the mid-1980s, 
he had received money embezzled from the 
state bank. The prosecutor said a long- 
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awaited report from Brazil’s Central Bank 
contained insufficient evidence. Papers the 
Central Bank had previously sent disap- 
peared from the prosecutor's office in 1996. 

Mr Barbalho commissioned a consul- 
tancy to rebut claims that he had amassed a 
fortune of 30m reais despite spending his 
adult life in politics. But his critics ques- 
tioned the low values assigned by the con- 
sultants to some of the senator’s assets (such 
as 354 reais for a 25% stake in a radio station). 

Mr Cardoso’s advisers argue that, given 
Brazil’s multiplicity of weak parties, the only 
way to govern is with a broad coalition, 
which will necessarily include people the 
president might rather avoid. But is that an 
argument for doing nothing? Many of the 
measures Mr Cardoso wants before leaving 
office in December 2002, such as a partial tax 
reform, are unlikely to be approved. Why 
not put them aside while Congress debates 
at least the worst corruption allegations? Too 
risky, say aides: it would be hard for the next 
president to revive the reforms if they had 
been abandoned, especially if the inquiry 
had blown the coalition apart. 

Most Brazilians seem to agree with Mr 
Cardoso’s view that sleaze-busting should 
not be put above all else. According to Data- 
folha, a polling company, 84% want a con- 
gressional corruption inquiry. But when 
asked what the country’s biggest problem 
was, 37% said unemployment and only 2% 
cited corruption. Unemployment is falling 
and thus Mr Cardoso’s popularity is rising. 

Nevertheless, the two leading candi- 
dates to succeed Mr Cardoso—Tasso Jereis- 
sati, the governor of Ceara state, and Jose 
Serra, the health minister—do not seem to 
share his view that a split in the coalition 
must be avoided atall costs. They seem tosee 
more risk in entering a presidential election 
next year tainted by the coalition’s more 
controversial leaders, and are said to be 
contemplating a break with them. Maybe 
the opposition will get its inquiry after all. 





Jamaica 


Killer cops 


AST September, Pierre Sané, the secretary- 
general of Amnesty International, met 
P.J. Patterson, Jamaica’s prime minister, and 
was assured that his government was com- 
mitted to protecting human rights. In the six 
months since then, according to the London- 
based human-rights group, Jamaica’s police 
have killed at least 65 people. According to 
Amnesty, in proportion to population more 
people are killed by the police in Jamaica 
than anywhere else in the world, and five 
times as many as in another notoriously 
violent country, South Africa. 
On April 10th, Amnesty released a report 
into the deaths of seven Jamaicans, aged be- 





tween 15 and 20, who had been shot by po- 
lice on March 14th. Before dawn, 60 police 
had surrounded a small house in Braeton, a 
featureless housing estate on the fringes of 
the capital, Kingston. The police say they 
were shot at, and fired back. 

None of the police was hurt. Eyewit- 
nesses dispute their story. One girl says she 
heard her brother begging for his life. Neigh- 
bours say they heard screams, and a panic- 
stricken Lord’s Prayer. Amnesty found the 
police account “highly unlikely”; some of the 
dead had been shotat close range, others had 
been severely beaten. The Jamaican Bar 
Association agrees. It thinks the killings may 
have been “cold-blooded murder”. 

The police say that some of the teenagers 
shot at Braeton had killed a policeman on 
March ist to get his revolver. They were 
blamed, too, for the death of a well-liked 
school principal, shot dead on March 13th 
while trying toescape from robbers who had 
interrupted a game of dominoes. These 
charges may well be true. But not only have 
the youths been denied a trial, they appear 
to have suffered the death penalty. 

K.D. Knight, the national security minis- 
ter, says that he is waiting for the coroner's 
report into the killings, and that a prosecu- 
tion may follow. He says there have been im- 
provements, not recognised by Amnesty. 
The number of killings by police fell from an 
average of 240 per year in the 1980s to14olast ` 
year. He attributes the fall to the setting up of 
an independent police-complaints author- 
ity, and better police training. 

Jamaica's police have a tough time. They 
are often outgunned by gangs of drug deal- 
ers. The island’s young criminals dress 
nicely, but are otherwise low on charm. Last 
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“year, Jamaica had 887 murders (in propor- 
tional terms, more than in South Africa, 
though fewer than in Colombia or El Salva- 
dor). Eleven policemen were killed by crimi- 
nals. Feelings on both sides are running high. 
On March 23rd, rival demonstrators from the 
Police Support Action Committee and Ja- 
maicans for Justice, a civil-liberties group, al- 
most came to blows outside the national se- 
curity ministry. In a violent society, police 
may sometimes have to shoot. But in Ja- 
maica, they seem to do so too readily, and 
unconstrained by effective sanction. 
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-Chile 
Speech unfree 


SANTIAGO 


N MANY respects, democracy looks 
increasingly mature in Chile nowadays, 
not least in the way the courts have pursued 
‘the legal case against General Augusto Pino- 
chet, the country’s dictator from 1973 to 1990. 
Even so, Chile remains a surprising laggard 
on one measure: Cuba apart, it has tighter le- 
gal restrictions on free speech than any other 
Latin American country, according to Santi- 
ago Canton, the special rapporteur for free- 
dom of expression of the Organisation of 
American States. 
a Journalists are no longer grabbed off the 
-streets and thrown into secret prisons, as 
they were under General Pinochet. But the 
dictatorship’s state security law remains in 
force: it treats desacato (contempt of author- 
ity) as an offence against national security 
that can carry a prison sentence of up to five 
years. Journalists can, and sometimes. do, 
face criminal charges because of their work. 
Publications can be seized if they offend the 
authorities, a fate meted out to “The Black 
Book of Chilean Justice”, a tome published 
in 1999 about judicial corruption. To escape 
` arrest, Alejandra Matus, its author, fled to the 
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GEGRGETOWN 


N APRIL oth, three weeks after he 

had been returned to power in agen- 
eral election, Guyana’s 36-year-old presi- 
dent, Bharrat Jagdeo, announced his new 
cabinet. As he was doing so, a fire gutted a 
block of shops and offices in the centre of 
the capital, Georgetown. A female by- 
stander was shot dead. In the nearby mar- 
ket, thieves snatched gold chains and ear- 
rings from Indo-Guyanese women. In the 
countryside, Afro-Guyanese supporters 
of the opposition People’s National Con- 
gress (pNc) blocked the country’s only 
east-west road, demanding tolls to aid 
“the struggle”. 
Such is politics in Guyana, a country 
bitterly divided along ethnic lines. The 
Afro-Guyanese, who mainly support the 
PNC, represent only 33% of the population. 
After holding power from 1964 to 1992 
through rigged elections, the party seems 
unable to accept a life in opposition. Its 
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A small riot in Guyana 


| 

| 

| 

| 

| 
leader, Desmond Hoyte, who is aged 72, | 
does not want cabinet posts for his sup- | 
porters, but he does want control over l 
some govemment appointments, and | 
guarantees against race discrimination. | 
Mr Jagdeo has offered talks; Mr Hoyte | 
seems to prefer riots. | 
A small army of local and foreign ob- | 
servers found the election messy, but ba- | 
sically fair. There were troubles with the | 
voters’ list—hardly surprisinginacountry | 
where the latest telephone directory con- | 
tains 1,500 errors out of 60,000 entries. The | 
enc talks of a conspiracy by government | 
supporters to manipulate the poll. It may | 
file a legal action contesting the result. | 
Guyana has teetered for years on the | 
brink of serious ethnic conflict. So far, Mr | 
Jagdeo’s People’s Progressive Party has 
managed to stop its supporters from hit- 
ting back. But, on the street, the noises are 
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United States, where she was granted politi- 
cal asylum. Last year, a newspaper reporter 
received a suspended 18-month prison sen- 
tence under the state security law, after being 
sued by a Supreme Court judge. 

In recent weeks, these repressive laws 
have attracted much criticism from interna- 
tional human-rights groups. As a result, 
Chile’s centre-left government at last seems 
to have been embarrassed into trying to 
change them. Since 1993, a bill to eliminate 
desacato from the state security law and oth- 
erwise improve press freedom has been 
stuck in Congress. Now, suddenly, it is mov- 
ing. The government says that it hopes to ob- 
tain its approval, along with the abolition of 
prior film censorship, within weeks. 

That would be a step forward, but it may 


| 
| 
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increasingly ominous. | 


not on its own produce more vigorous me- 
dia. Most of Chile’s newspapers, and two of 
its main television channels, are owned by 
conservatives. That puts them in the opposi- 
tion, but “they still feel the need to beon the 
right side of the authorities,” says Juan Pablo 
Olmedo, a lawyer who specialises in free- 
speech cases. Journalists say their employers 
sometimes even share a scoop with compet- 
itors, to seek safety in numbers. 

Perhaps because it faces such a one- 
sided press, the government has shown no 
interest in privatising the widely watched 
state-owned television channel. Neither has 
it taken other steps to foster pluralism, say 
critics. Federico Joannon, a founder of El 
Mostrador, an online newspaper launched 
last year, complains that the government 
continues to split its advertising budget ex- 
actly the same way as the dictatorship did, 
dividing it between the two main right-wing 
press groups. Some journalists even say that 
the government is more comfortable with 
opposition newspapers, whose criticism it 
can dismiss as politically motivated, than 
with dissent from its own camp. 

If the press is to be shaken up, it could be 
by new ventures, such as El Mostrador, or 
the Clinic, a satirical fortnightly paper 
(which takes its name from the London 
Clinic, where General Pinochet was arrested 
in 1998 while recovering from an operation). 
Unlike its British equivalent, Private Eye, it 
has so far managed to keep out of the courts. 
Whether that is because Chile’s establish- 
ment fails to get the jokes, or because the 
country is indeed becoming more tolerant, is 
not yet clear. 
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War, famine and oil in Sudan 


RUMBEK 


Sudan’s government has adopted a brutal new policy of clearing the oil areas 


66 ALL this because of oil,” laments Steven 

Mangong. Once a farmer in a small 
village in the heart of southern Sudan’s oil re- 
gion, Mr Mangong is now living destitute ina 
refugee camp at Rumbek, 300km (185 miles) 
away. He and his family were forced to flee 
two months ago. “First I heard shooting,” he 
said, “then the sound of tanks and after that 
the bombs started to fall. We stayed in the 
area, hoping to be able to retum. We have 
done that several times before. But this time 
the Arab militias and the government sol- 
diers did not leave.” Scores of others at the 
camp tell the same story: “We southerners 
have been fighting the Arabs for a very long 
time, but this is a different war now. They 
fight for our oil,” said a fellow farmer. As an 
act of deliberate policy, the government ap- 
pears to be depopulating their area. 

A war between Sudan’s Arabic-speak- 
ing, Muslim north and the black African, 
Christian and animist south has swung back 
and forth for most of the past 45 years. But 
the discovery of at least 2 billion barrels of oil 
in a disputed region between north and 
south has changed the tactics of the govern- 
ment in Khartoum. Until the end of 1999, 
when the oil first started to flow, the govern- 
ment used to arm Arab militia groups in the 
border zone, and encourage them to raid 
their southern neighbours for cattle and 
slaves. This produced seasonal skirmishes, 
and caused distress, but did not result in a 
shift in population. Now the government 
wants the southerners out. 

Oil has also given the government the 
means to buy new weapons, and to set up its 
own arms industry. A year ago it launched 
an offensive in the region south of Bentiu, 
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sending its newly-armed militias to drive 
out the inhabitants, or even to exterminate 
them. The tales told by refugees at Rumbek 
are confirmed by a recent report by Chris- 
tian Aid, a British-based charity. This finds 
thatthe government and the militias itspon- 
sors are mounting “a systematic scorched 
earth policy in and around the oilfields”. It 
claims that tens of thousands of people have 
been killed since the construction of the oil 
pipeline to the coast began in 1998. 

The southern rebel movement, the Su- 
dan People’s Liberation Army (spa), has 
neither the firepower nor the unity to pre- 
vent the clearances. Last week it threatened 
to attack foreign oil workers, but it is unable 
to get near them at present or to offer any 
protection to southern villagers under at- 
tack. Moreover, in the 1990s the government 
exploited a split in the spLa’s ranks, driving a 
wedge between its two largest ethnic groups, 
the Dinka and the Nuer, both of which live 
in the oil zone. Six factions led by local war- 
lords are operating in the Nuer districts, liv- 
ing by the gun and carving out their own ter- 
ritory. Only one is linked to the sPLA. 


Hunger, caused by nature and by man 


Sudan is expected to experience two famines 
this year:some 3m people are atrisk. One has 
already started, mainly in Darfur and Kor- 
dofan provinces; it is caused by drought. The 
other, which could affect 2.4m people, 
would be largely the result of war. Earlier this 
year the un’s World Food Programme ap- 
pealed for $135m for Sudan, but raised al- 
most nothing. On March 29th, the UN ap- 
pealed once again. 

The emergency casts a spotlight on the 
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role of the oil companies operating in Sudan. 
The companies will doubtless say, with 
truth, that they are providing food, shelter 
and development help for the victims. The 
catch is that they will present themselves as 
part of the solution, whereas some would ar- 
gue that they are part of the problem. That is 
because they can operate only with the ap- 
proval of a government that is ruthlessly 
clearing local people out of the oil areas, and 
using its oil revenue to finance the war. 

Some of the companies, China’s Na- 
tional Petroleum Corporation, for instance, 
or Malaysia’s Petronas, are probably safe 
from domestic protest. But western firms— 
Canada’s Talisman Energy and Sweden’s 
Lundin Oil—are under mounting pressure 
from human-rights groups to pull out. 

In America, the administration is being 
assailed by an increasingly angry lobby that 
includes black Americans, shocked by re- 
ports of slavery, and fundamentalist Chris- 
tian groups, which support the south be- 
cause it is partly Christian. The 
administration is also under pressure from 
American oil companies, several of which 
would like to join their rivals in exploiting 
Sudan’s new riches. After a Khartoum- 
backed assassination attempt on Egypt's 
Hosni Mubarak in 1995, America imposed 
sanctions on Sudan, forbidding investment. 
But the companies are reluctant to risk asso- 
ciation with Sudan until it changes for the 
better, and they would like America to help 
bring about that change. George Bush, react- 
ing to these various lobbies, has ordered a re- 
view of American policy. 

But prospects for peace have seldom 
looked more remote. One bid initiated by 
Sudan’s neighbours is moribund; another 
sponsored by Egypt and Libya is unaccept- 
able to the rebel movement because it is 
predicated on the unity of Sudan. The rebels 
are standing out for a referendum on south- 
ern independence, to which the government 
reluctantly agreed in 1994. So long as the 
fighting continues, there is no chance of this. 
= Ld 
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Somaliland 


The nation 
nobody knows 


HARGEISA 


COMMEMORATIVE plaque marks So- 

maliland’s first set of traffic-lights, 
planted in its sandy capital Hargeisa six 
months ago. When you are nation-building 
ona shoestring, a little means a lot. 

As it happens, Somaliland, a decade 
after breaking away from Somalia, has 
achieved quite a lot. For a start, it has peace. 
Through its upper house of clan elders, it has 
a broadly representative government. In 
Muhammad Haji Ibrahim Egal, it has a wily 
and popular president, whose promise of 
democratic elections is generally believed. 
Somalia, despite its multi-sponsored transi- 
tional government, has none of these things. 

But Somaliland is not recognised as in- 
dependent by anybody (nor, for that matter, 
is Puntland, another breakaway state with 
less clear ambitions). This disadvantage 
leaves Somaliland’s 2m people—about half 
as many as Somalia has—dangerously reli- 
anton the goodwill of neighbours, and of aid 
donors who slip it money 
unofficially without the 
usual host-donor govern- 
mentcontacts. 

The current ban on 
livestock exports from the 
Horn of Africa to the Gulf 
states underlines this de- 
pendence. The six-month 
ban was imposed at the 
end of last year for fear of 
Rift Valley fever, which 
has been found nearby 
but not in Somaliland or 
Somalia. Unfortunately, 
Somaliland is in no posi- 
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tion to argue. Saudi Arabia, the 
biggest importer, is firm friends 
with the transitional government 
in Somalia, which maintains that 
Somaliland remains within its or- 
bit. Mr Egal’s farm minister admits 
that he would not even know 
which Saudi official to petition. 

Somalia is not catastrophi- 
cally affected by the ban. But So- 
maliland’s government has lost 
duties worth $15m from its $25m 
budget. Overseas remittances, es- 
timated at $500m a year, are now 
the country’s only major income. 
Mr Egal claims success in diversi- 
fying the economy. But the piece- 
meal efforts to revive ancient 
trades in frankincense, henna and hides do 
not begin to make up for livestock. And 
though there are rich seams of coal, and 
probably oil, under Somaliland’s desert, 
without the investment that only recogni- 
tion could bring, there is no way of bringing 
the stuff to the surface. 

Some people put their faith in a recent 
survey that suggests the country is bursting 
at the seams with precious stones. The dis- 
covery of a reef of high-quality emeralds 
several miles long bears this optimism out. 

Atthe very least, small-scale 
“Gulf of and low-tech gemstone- 
Aden | mining could be a fall-back 
< i| for the country’s belea- 
guered herders. 

If the government were 
to act true to form, it would 
establish the gem industry 
around the clans, thereby 
avoiding concession dis- 
putes. In that way, every 
clan member should, in the- 
ory, get a cut. But the mining 
minister was recently fired 
for fixing prices for his own 
business interests. His rather 
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Egal enjoying non-recognition 


slow-witted replacement maintains the fic- 
tion that the clans respect the government's 
ownership of mineral resources. 

Somaliland’s trump card is its port at 
Berbera. Since falling out with Eritrea and the 
port-state of Djibouti, Ethiopia, the region's 
landlocked superpower, has hit on Berbera 
asits easiest access to the sea. Last year’s fam- 
ine in Ethiopia set a precedent, with 100,000 
tonnes of food aid coming through Berbera, 
which had previously been written off as too 
small and too decrepit. 

Ethiopia has recently recognised So- 
maliland passports, and Ethiopian Airlines 
has announced the first scheduled flights to 
Hargeisa. Mr Egal has even let slip that So- 
maliland’s currency reserves are sitting in 
the State Bank of Ethiopia in Addis Ababa, 
pending the opening of a Hargeisa branch. 
Does this suggest that Ethiopia may be 
about to recognise Somaliland’s indepen- 
dence? Probably not. For a start, Ethiopia 
would be too worried about the effect this 
precedent might have on its own lawless So- 
mali clans. It is happy to keep on good terms 
with Somaliland, and give it enough goodies 
to gain access to Berbera, but that is about it. 
a 








The fear of flying in Somali air space 


NAIROBI 


NE of the disadvantages of not being 

diplomatically recognised is that So- 
maliland’s air space officially belongs to 
Somalia. Yet 6,000 passengers a month pass 
through Hargeisa airport, while Mogadi- 
shu airport, the main one in Somalia, has 
been closed since 1995, when the un left it 
for the militias to fight over. So, in a sensible 
compromise, Somali air-traffic control is 
run from Kenya’s capital, Nairobi. 

The Mogadishu Flight Control Centre 
was set up in a modest house in Nairobi 
after the UN pulled out of Somalia. In the 
sitting-room, radio operators plot aircraft 
on a wooden control-board knocked up 





bya local furniture maker. “Saved us a load 
of money,” says the chief controller. 
Though crude, the system works well—ex- 
cept that it is using the same radio fre- 
quency as Kenyan air-traffic control down 
the road, causing constant confusion, 
Before Somalia’s interim government 
was set up last year, Somaliland wanted 


the centre moved to Hargeisa. But then So- ° 


malia demanded that it should go to Mog- 
adishu, even though almost no aircraft 
land there, apart from those bringing in 
Kenyan khat, the militiamen’s drug of 
choice. Now Somaliland says it is happy 
with things as they are. If the centre should 
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return to Mogadishu, Somaliland threat- 
ens toclose “its” air space. How it would do 
so nobody knows, but the threat could 
cause over a thousand commercial flights 
per month to be rerouted, including flights 
by Air France and Emirates Airlines. 
Somaliland has other aviation worries. 
For astart, the runway at Hargeisa is almost 
worn away. Then there are the goats. Ever 
since a herder was over-compensated for 
two luckless animals that wandered into 
the path of a Kingair, nomads have been 
driving their herds to the runway in droves. 
Over Mogadishu, the problems are dif- | 
ferent. Last year, an Airbus carrying poten- 
tial investors from Malaysia swooped low 
over the city for a photoopportunity. Badly 
shot-up, it made it down the Indian Ocean 


coastline to Mombasa, just. 
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Nigeria 
Boiling oil 


HO gets the oil money? With the 

country expected to earn $14 billion 
from oil this year, the government asked Ni- 
geria’s Supreme Court this week to rule on 
how the money should be allocated. 

Nigeria earns very little from anything 
else, so what happens to its oil money is cru- 
cial. Oil contributed to civil war in 1967. Later 
on, military regimes stole much of it. But 
when Olusegun Obasanjo was elected pres- 
ident in 1999, there seemed at least a chance 
that the money might go towards a village 
school rather than a flash car for a politician. 

The court must decide whether the fed- 
eral government or the governments of the 
oil-producing states get the money from off- 
shore production, which will soon account 
for the bulk of Nigeria’s 2m barrels-a-day oil 
flow. The case, which has been adjourned 
until May 2ist, raises the stakes in the four- 
cornered battle for oil revenue between the 
central government, the 36 state govern- 
ments, the six oil-producing states, and the 
people who live in those six states. 

Since 1971, all off-shore oil revenue has 
gone to the federal government. The oil-pro- 
ducing states of the south-east are now de- 


mandingaslice of it.Or, indeed, all of it: they 
have long argued that the oil money should 
go to the producing states which would then 
pay tax to the central government. 

The oil-state governments are angry. But 
notas angry as the people who live on top of 
the oil wells and have seen little revenue 
trickling down from either the federal or the 
state governments. They are among the 
poorest in Nigeria, their farms cut by pipe- 
lines, their air and rivers polluted with oil 
and smoke. Local activists in the Niger Delta, 
which produces most of Nigeria’s oil, regu- 
larly kidnap oil workers for ransom or smash 
installations, sometimes seriously cutting 
production. Off-shore oil is not safe since oil 
platforms have also been attacked. 

Mr Obasanjo tried to come to an agree- 
ment with the oil-producing states by allot- 
ting them 13% of on-shore oil revenue, as pre- 
scribed by the 1999 constitution. He has leftit 
to the Supreme Court to decide about off- 
shore oil. But this may not be the end of his 
troubles. People in the oil area are unlikely to 
be satisfied whatever happens: earlier re- 
gimes bypassed state governments by chan- 
nelling the money through local authorities, 
but again most of it ended up in somebody's 
pocket. And the demands of the south are 
upsetting the north, whose politicians are 
threatening to deny the south farm products 
if it gets much of the oil money. 

— a 





Will he, won't he, run again? 


TEHRAN 


Against a background of mounting repression, President Muhammad 


Khatami keeps Iran guessing 


HARGED with conspiring to overthrow 

Iran’s Islamic system, 42 nationalists 
were arrested on April 7th, the most in one 
day since the conservatives mounted their 
counter-attack against the reformists gath- 
ered around President Muhammad Kha- 
tami. Among the arrested were members of 
the secular-leaning Freedom Movement, in- 
cluding two ministers from the provisional 
government that briefly held office after the 
1979 revolution. About 65 “religious-nation- 
alists”, as they are known in Iran, have been 
seized over the past four weeks. All activities 
of the Freedom Movement, which had been 
largely ignored as a political irrelevance 
since late 1979, have been banned. 

The accusation that a small group of 
mostly elderly intellectuals could be capable 
of overthrowing the Islamic state has been 
ridiculed by Iranians on the pro-reform side 
of the political divide. But prominent con- 
servatives, including Ayatollah Ali Khame- 
nei, the supreme leader, have given warning 
of the dangers of a creeping coup: an erosion 
of Islamic and revolutionary values and po- 


litical structures wrought by a pro-western 
“fifth column” within the system, in hand 
with religious-nationalist “outsiders” and 
even militant groups in exile. 

With under two months to go before the 
presidential election on June 8th, the conser- 
vatives’ warnings are at a 
crescendo. “Those seeking a 
quiet coup are guilty. The 
sentence against them is 
hanging,” declared Ahmad 
Khatami, a hardline ayatol- 
lah (no relation of the presi- 
dent’s). One death sentence 
has already been passed, 
though not carried out, on 
Hassan Yusefi-Eshkevari, an 
outspoken activist who has 
become the first cleric to face 
the gallows for apostasy 
since the revolution. 

The mass closure of pro- 
reform publications and the 
scores of arrests and trials of 
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journalists, politicians and student leaders— 
have brought the process of reform to a 
standstill, and the atmosphere of confronta- 
tion close to boiling-point. Mr Khatami this 
week criticised the arrests, though in his 
usual manner only mildly, and appealed to 
Iranians to eschew excess. 

On the issue that obsesses the country— 
whether he will run for a second term—Mr 
Khatami has remained silent. Some interpret 
his recent speeches in defence of civil rights 
and Islamic democracy as a signal of his can- 
didacy. But his televised address on March 
2oth, marking Iran’s new year, sounded like 
a sombre valedictory. Recent events have 
driven home his lack of power inside Iran’s 
complex system of parallel structures. Re- 
formists have noted with alarm the judi- 
ciary’s use, not of the police or the intelli- 
gence ministry, but of the Revolutionary 
Guards to investigate and carry out its will. 

Iran has not faced sucha period of politi- 
cal uncertainty since the death in June 1989 
of Ayatollah Ruhollah Khomeini, founder of 
the revolution. His mantle of supreme leader 
was passed to Ayatollah Khamenei, whose 
clerical credentials are surpassed by others, 
and whose political authority depends on 
his ability to narrow the gulf between fac- 
tions. Mr Khamenei and Mr Khatami, also a 
cleric and also a product of the system, came 
together when riots gripped Tehran in the 
summer of 1999, and the two men are be- 
lieved to be trying again to find common 
ground that would allow a gradual pro- 
gramme of defined reforms to move ahead. 

The ultra-conservative clerics, who con- 
trol the judiciary, are said to be desperate to 
stop the president from running, lest a land- 
slide on the scale of his 1997 victory should 
give him a resounding popular mandate. Yet 
Mr Khatami’s main lever against main- 
stream members of the conservative estab- 
lishment is his implicit threat not to run. His 
genuine popularity could be the glue that 
binds the Islamic system. And, as the left- 
wing speaker of parliament, Mehdi Karrubi, 
said this week, a regime without the support 
of the people will not survive. 
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You're fired 


BRUSSELS AND LONOON 





The likely revival of unemployment in Europe is bringing to the fore deep 
differences about the role of the employee 


SPECTRE is haunting Europe: the revival 

of unemployment. After years of slow 
decline—fast fall, in Spain—the figures have 
probably bottomed out, and could well rise 
again. As governments and central banks 
wrestle with the macro-economics, for em- 
ployers and workers, and society at large, 
there is another issue: how do they handle 
job losses at company level? 

The British approach, in crude but not 
wholly unfair caricature, is: sack ‘em now 
and argue afterwards. That of mainland Eu- 
rope, often enforced by law, is different: sack 
‘em maybe, but consult them before you do 
it. The reason is a different conception of the 
employee, symbolised in the vigorous argu- 
ments now under way within the European 

_ Union about works councils. 

When Marks and Spencer, a British re- 
tailer, abruptly announced the closure of its 
stores on the European continent, and was 
condemned by French ministers, it was not 
just giving them a pre-electoral chance to 
grandstand both for their working-class vot- 
ers and against les anglo-saxons, though 
they. cheerfully took it. The company was 


not even simply flouting French law, as a 
court this week vigorously told it. It waschal- 
lenging a continental way of thought that 
goes far beyond France (or Belgium, where 
similar court action was starting) and dates 
from long before anyone took against the 
mighty Americans or Europhobic British. 

The concept of works councils—at the 
extreme, the worker participation of Ger- 
man Mitbestimmung—reflects a notion of 
the worker as partner. The 1930s fascists 
shared it, their theory (not exactly practice) 
of the way to unify society, as against the 
class war that was supposed to do thatin the 
Soviet Union. So did the post-1945 Christian 
Democrats who long ruled Italy, still chal- 
lenge to rule Germany and, though not un- 
der that name, are in power in Spain. The 
very words ring odd to British and Ameri- 
cans, but they are not just vote-getters: these 
parties, at their rare best, reflect the social 
teachings of the Catholic church. 

Works councils were obligatory over 25 
years ago in sizeable firms in Germany, Aus- 
tria, France, Belgium, the Netherlands, 
France and Sweden. Germany had them un- 


der the Weimar republic, and after 1945 went 
much further, requiring any company with 
over 500 employees to have a “supervisory 
board” to oversee the management board, 
with workers holding a third of the seats, in- 
deed half in coal and steel firms. Such ideas 
even then appalled British managers; yet by 
1974 (when the oil shock halted most dreams 
of worker participation) Austria, Denmark 
and Norway had given workers seats on su- 
pervisory boards, and several other coun- 
tries were studying the idea. 

To post-Thatcher Britons, the issues were 
and are those of market efficiency. The Ger- 
mans believed they had got that and labour 
peace with it. But to them and most conti- 
nentals the argument was not about cor- 
porate efficiency but about society: not by 
chance do “social” and its like mean “to do 
with labour” in several European languages. 
Market ideas have made wide and much- 
needed ground everywhere since then. But 
rival ideas have not simply gone away. Even 
now in Germany companies by law must 
tell both the local labour office and the 
works council of any lay-offs of more than a 
few employees. They must give the council 
the reasons, explain why they are sacking 
which workers, and negotiate a “social plan” 
to ease the pain. And the present govern- 
ment plans to extend works councils’ rights. 


That was then—but it’s also now 
This is the background that helps to explain 
recentevents and many earlier clashes at the 
Eu. Its employment commissioner, Anna 
Diamantopoulou applauded the French 
court decision against Marks and Spencer 
“sending a positive political message that 
“business must look not only to sharehold- 
ers but to its main stakeholders, the work- 
force.” “Main”, mark that. 

She is exploiting the affair to push for 
more tu legislation to ensure thatemployees 
are informed, indeed consulted, via works 
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councils in any company with more than 50 
staff, before the company makes big deci- 
sions. In June, eu governments will rejoin 
battle over this. Most back the commission’s 
proposal. So far, there has been a minority— 
Britain, Ireland, Denmark and Germany— 
large enough to block it. But the French, its 
champions, believe Germany can be per- 
suaded to switch sides. German officials hint 
that their resistance is weakening. 

Ireland and Denmark still firmly say no. 
Britain, famous for its opt-out from the “so- 
cial chapter” of the eu’s Maastricht treaty of 
1991, argues that an £u law already forces 
works councils on any company with 1,000- 
plus employees spread over at least two EU 
countries; the commission’s plan goes far too 
wide, say the British; and anyway the issue, 
within a single country, should be left to na- 
tional law. 

In Britain, with no tradition of worker in- 
volvement in corporate strategy, the plan 
would be an employer's nightmare, says a 
labour lawyer there. The Confederation of 
British Industry argues that employment 
practices vary across frontiers, and should 
be left to do so. “There’s no need to create a 
level playing field,” the cai argues. 

But the Marks and Spencer affair has 
given ammunition to those who want uni- 
formity in labour protection and see Britain 
as an unhealthy bastion of American-style 
employment practices. Classic “transatlan- 
tic” stuff, snorts a French law professor about 
Marks and Spencer’s behaviour. 

Maybe, but such things are not peculiar 
to Britain. In 1997, Renault, in which the 
French government held shares, announced 
that it was closing a factory at Vilvoorde, on 
the outskirts of Brussels. It was later fined for 
breaching Belgian law. The affair provoked 
not only new Belgian legislation but the cur- 
rent EU proposal. When Michelin, in France, 
in late 1999 announced a mass slimming of 
Jobs, France’s prime minister, Lionel Jospin, 
said the tyremaker was very wrong to do so 
while earning good profits—but he did little 
more. He later argued that “unjustified” job 
cuts should entail a financial penalty, but 
again, wisely, did nothing. 

Nor is the “transatlantic” model of cor- 
porate behaviour all—or even much—that it 
is damned as: in Britain, American-owned 
Ford has gone toconsiderable lengths talking 
to its unions about approaching product 
changes and consequent layoffs. And de- 
spite (or because of) Margaret Thatcher's ef- 
forts, and their plain boost to Britain’s econ- 
omy, many British media react to mass 
lay-offs much as continental ones do. 

Yet old differences live on. Spain inher- 
ited a thicket of labour protection, notably 
against lay-offs, from Franco as late as 1975. 
Though employers found some ways out, 
the law plainly needed change. Yeteven now 
thatchange is slow. The reasons lie in society, 
not cabinet offices or boardrooms. 
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Ex-Yugoslavia 


NATO in the 
middle 


PRISTINA AND SARAJEVO 


EARLY two years ago, as NATO troops 

entered the Kosovo town of Vitina, lo- 
cal people threw them roses. This week 
American and Ukrainian personnel came 
under fire as they patrolled the nearby bor- 
der with Macedonia to block the flow of 
arms toethnic-Albanian rebels there. 

Over in Bosnia, on April 6th, the NATO- 
led force, Sfor, was humiliated by Croat 
hardliners. It was supposed to guard inter- 
national administrators seizing control in 
several towns of branches of a bank sus- 
pected of involvement in illegal activities 
run by Croat nationalists. But in hardline ar- 
eas such as Mostar, mobs stormed the banks 
in advance, looting funds, stealing docu- 
ments and assaulting the foreigners. Sfor was 
unprepared, expecting nothing more than 
“inquisitive citizens”, according to its com- 
mander. Eighteen soldiers were injured. At 
Grude, a town near the border with Croatia, 


tion in Bosnia. For some Hpz members, the 
rise of moderates also brings the threat of in- 
vestigations into their own involvement in 
war crimes, corruption, illegal trafficking 
and other nasty things. 

The Dz managed to keep moderate 
Croat parties from entering government for 
three months after the elections. But the UN’s 
administrator, Wolfgang Petritsch, at last 
overrode their stalling, and sacked the Hpz 
member of the tripartite state presidency, 
Ante Jelavic, for good measure. 

Mr Jelavic, however, swiftly found anew 
role, as leader of a Croat National Assembly 
that declared self-rule in Croat-dominated 
cantons of the Muslim-Croat Federation in 
early March, It aims to undermine the fed- 
eration, and show that the Dayton peace 
agreement cannot work. It got some 8,000 
Croat soldiers to desert the federal army, lur- 
ing them with a promise of good pay. 

Still, setting up parallel Croat-run insti- 
tutions will cost money. In this, the raided 
Hercegovacka Banka could be crucial. Once 
self-rule was declared, the bank—which col- 
lects taxes and customs duties in the federa- 
tion—began to withhold funds from the fed- 
eration’s government. Some workers in 
Hbz-run public utilities were squeezed into 
signing over part of their 











Grude’s Croats show their view of Sfor 


u of the would-be administrators were car- 
ried off at gunpoint. 

Neither incident was without some kind 
of precedent. Both symbolise the trap that 
ex-Yugoslavia’s would-be peacemakers are 
now caught in. 


Bosnia’s Croat puzzle 


The Bosnian one, however humiliating, 
looks the less dangerous—so far. Croat hard- 
liners, led by the Croatian Democratic Un- 
ion (HDpz), were delighted. But their riots 
smack of alarm at a series of blows to their 
influence. They lost financial support from 
Croatia after their sister party lost power 
there in January 2000, and their own vote 
dropped (as did those of Serb and Muslim 
extremists) in last November's general elec- 


wages to “support Bosnian 
Croats on trial in The Hague”. 

So the moves against the 
bank could hurt the Dz. But 
its ability to stir up nationalist 
sentiments is not to be under- 
estimated: its argument that 
“Bosnia’s Serbs have their own 
entity, why must we share 
with Muslims?” finds many 
echoes among Croats. 


Meanwhilein Kosovo 
Kosovo is a mire already. NATO 
countries were closely in- 
volved in training and backing 
the now supposedly defunct 
Kosovo Liberation Army (KLA) 
while it was confronting Slob- 
odan Milosevic two years ago. 
Now, Nato has to fear that its Kfor men will 
become routine targets for its ex-allies, if it 
tries try to curb cross-border smuggling, 
crime or guerrilla activity. 

The Americans are still investigating an 
incident two weeks ago in a village near the 
Macedonian border, when a moring of 
mortar-fire wounded ten Kosovar civilians, 
and killed three people. Not our mortars, 
said the Macedonians, but noone thinks that 
the ethnic-Albanian guerrillas of Kosovo's 
newborn National Liberation Army were 
responsible. 

Support for them is rising, witness recent 
rallies in Kosovo's towns, particularly Pris- 
tina, and the Albanian propaganda machine 
swings into action any time Kfor or Macedo- 
nian troops shoot Albanians. Two hardline 


political parties that sprang out of the KLA 
are hard at work, and the local media are 
happy to assist. 

The five countries that have sent most 
men to Kosovo have different reactions to 
the threat. Many senior Kfor men say that the 
close former relations between the Ameri- 
cans and the Kosovar Albanians make it 
hard toexplain now to Albanians that things 
have changed. The French, in the north of 
Kosovo, chuckle and reflect that the caution 
they have shown towards the Albanians 
since June 1999 is now proving justified. 

The British, in central Kosovo, have gone 
the other way, trying to integrate the former 
KLA into ordinary life. It has been transmo- 
grified into the Kosovo Protection Corps; the 
KPC has no real job, but at least its members 
are not off spreading trouble in southern Ser- 
bia or Macedonia. Though the British three 
weeks ago arrested some Krc men suspected 
of bombing a Serb bus in February, with 1 
deaths, this attempt to contain the Albani- 
ans seems to work. 

But the danger is real. A new Kfor com- 
mander, from Norway, took over in Pristina 
this week. Many un and narto voices fear 
that one of his early tasks may be to take the 
salute over the coffins of dead servicemen 
returning home. 

m 





Germany 
 Misprescribing 
for health care 


BERLIN 


HAT is Germany’s new 

health minister, Ulla 
Schmidt, up to? First, she lifted 
the collective financial penal- 
ties imposed on doctors who 
overshoot spending limits on 
’ prescription drugs, thus, in ef- 
fect, killing off that eight-year- 
old attempt to keep down soar- 
ing health costs. Now she has 
announced that there will be 
minimum rates for health- 
insurance contributions. This 
will restrict the ability of the ri- 
val schemes to compete, and so, again, to 
bringdown costs. 

Germany has a generous and expensive 
health-care system. Nearly 11% of GDP goes 
on health, a proportion second only to the 
United States’ 14%. Yet patient satisfaction is 
low, lower even than in Britain, which 
spends only 7% of Gpr on health. And in last 
year’s World Health Organisation survey of 
health-care systems, Germany was igno- 
miniously ranked 25th, again behind Britain 
(though ahead of the United States, in 37th 
place). In quantity and quality, Germany’s 
health care was good, said the wHo, but its 
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Fickle Schmidt 


cost and efficiency were dismal. 

As the population grows older, and 
medicine more elaborate and expensive, re- 
form becomes ever more necessary. The 
government of Gerhard Schroder has tried. 
But health reform, never easy, is especially 
difficult in Germany because of the com- 
plexity and power of the many interests in- 
volved. These include the big pharmaceuti- 
cal companies, the 300,000-strong doctors’ 
lobby, dozens of health-insurance schemes, 
which reimburse doctors and run hospitals, 
and the 16 state governments, which build 
and maintain the hospitals. 

The government has had one success. 
Under a law of 1999, hospital financing is be- 
ing revamped. Instead of receiving a stan- 
dard fee per patient per day, hospitals are 
now to get a lump sum reflecting the type of 
complaint being treated, regardless of length 
of stay. But the doctors are a tougher nut. 

When it came to power in 1998, the 
Schroder government warned them that it 
would make them pay out of their own 
pockets if they exceeded the spending limits 
on prescription drugs. Much of the effect was 
good. Some doctors who had previously la- 
dled out drugs like lollipops began thinking 
twice before writing an unnecessary pre- 
scription, or turned to cheaper, generic med- 
icines. But there were bad effects too. Some- 
times doctors avoided prescribing the best, 
but also costliest, medicines. Worse, some 
turned away patients who needed particu- 
larly expensive medication. Many, however, 
reckoning that they, not some bureaucrat, 
knew what was the best medical practice, 
simply carried on as before. 

As the government repeated its warning 
of sanctions, doctors replied 
with demonstrations and even 
strikes. What especially an- 
gered them was a decision to 
make all doctors within a given 
region collectively responsible 
for over-prescription. As soon 
as she became health minister 
in January, Mrs Schmidt an- 
nounced that doctors would 
not, after all, have to pay for the 
accumulated DM1.8 billion 
($800m) drugs overshoot of the 
past two years. She also prom- 
ised there would be no collec- 
tive sanctions in future, without proposing 
anything to replace them. Doctors swiftly 
sent spending on prescription drugs up 13% 
higher in January this year than last. 

The health insurers, which bear the cost, 
were not amused. They were already threat- 
ening to put up their contribution rates next 
year—when a general election is due—un- 
less health spending were brought under 
control. In an effort to let competition make 
schemes more efficient and keep rates down, 
patients have been allowed since 1996 to 
transfer from one scheme to another. Mil- 
lions of mostly young and healthy people 
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have done it, pulling out of the statutory, re- 
gionally-based schemes, with rates up to 15% 
of a typical member's gross income, for new 
company-run ones, whose rates can be as 
low as 1%. 

The exodus has left the statutory 
schemes with a disproportionate number of 
the old and infirm, who usually cost more 
and contribute less, putting further pressure 
on rates. So Mrs Schmidt recently an- 
nounced a minimum contribution rate of 
12.5%. Itis now employers, who pay half their 
workers’ contributions, and the clients of the 
cheaper schemes who are hopping mad. 

Ki 





Saving NTV? 


MOSCOW 


N AMERICAN television tycoon looking 
for a new venture or a German chancel- 
lor touring Russia in the role of a debt-collec- 
tor—the might-be saviours of media free- 
dom come in odd shapes these days. Ted 
Turner and Gerhard Schröder have been 
among the few to whom Russia’s ntv televi- 
sion station could look to save it from total 
control by a Kremlin-connected business. 

NTV, the last national station that still 
dared to criticise official policy, fell into the 
hands of the state-controlled gas monopoly 
Gazprom earlier this month. Now NTV peo- 
ple hope that its founder, Vladimir Gusin- 
sky, who still owns over 30% of the shares, 
can manage to sell a chunk of them to Mr 
Turner, bosss of CNN. Mr Gusinsky is still 
waiting for Spanish authorities to decide 
whether to extradite him to Russia on 
charges of fraud; Mr Tumer is seen as the one 
man who could ensure the station some de- 
gree of independence from the Kremlin. 

So, for a day, was Mr Schröder. Upon his 
arrival in Russia, he tried to get the message 
across that “a strong Russia, which Europe 
would like tosee”, should have media able to 
monitor the government and a government 
able to take the criticism. Mr Putin took him 
for a walk through St Petersburg, talked of 
Soviet debt and works of art stolen in 1945, 
and agreed that media freedom is a nice 
thing to have. But business is business, Mr 
Putin explained. And to the Kremlin, offi- 
cially, the ntv affair is a business dispute. 

The station’s time is running out. While 
Mr Turner and MrGusinsky chaffer, Russian 
lawmakers are working hard on a bill that 
would limit foreign participation in Russian 
media. Scheduled for a first reading in the 
Duma at the end of this month, the bill 
would limit any foreign stake in nationwide 
media to 50% at most. The bill is rumoured to 
have originated in the Kremlin, though its 
sponsors say it is simply their own response 
to a looming “threat to Russia’s national in- 
terests and its informational security.” Some 
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want the law to work retroactively, a serious 
threat to the many foreign-owned media al- 
ready in existence. 

But Russia’s last independent television 
station may already be at the point where 
neither can Mr Turner help it nor can xeno- 
phobic lawmakers do it harm. The last blow 
to the station could come from its own jour- 
nalists, many of whom are leaving the sink- 
ing ship, passionately exchanging bitter 
“open letters” in the daily press with their 
former colleagues. And with each new res- 
ignation, the number of people who take to 
the streets to protest against Gazprom’s take- 
over is dwindling. In Moscow last week 
around 15,000 people showed upat one such 
rally. In St Petersburg a few days later there 
were only 5,000. In other towns the protests 
were too small for even nTv to report. 

m 





France 


Fraternity 
equality 


PARIS 


FFIRMATIVE action at Sciences Po? This 
Paris academy is among the grandest of 

the grandes écoles which, since Napoleon, 
have provided France with its political, ad- 
ministrative and businesselite. Yet, weather- 
ing a storm of protest, Richard Descoings, 
Sciences Po’s modern-minded, 42-year-old 
director, has just persuaded its governing 
council into overwhelming support for his 
plan to democratise the admission process. 
From next September, the Institut d'Etudes 
Politiques, as it formally known—not that 


any member of the French 
elite would be caught dead us- 
ing the full title—will accept a 
batch of students from subur- 
ban slums, on the basis of 
their school record and a 45- 
minute interview, rather than 
the terrifying examination 
that others who hope to join 
its 4,000 students must go 
through. 

And then? Traditionalists 
say Sciences Po will start slip- 
ping down an American-style 
slope of lower standards, and 
the meritocratic foundation of 
modern France will be under- 
mined for the sake of political 
correctness. Geneviéve Zehr- 


inger, president of the body Not easy to open 


that represents France's lead- 

ing academics, concedes that “the intention 
is good and the idea generous”, but adds that 
the students who benefit will be stigmatised 
as the university’s “boat people”. Far better, 
she argues, to reform the school system as a 
whole, so that bright children in the “zones 
of priority education”, zer in the French ac- 
ronym, could be spotted early and properly 
prepared for the Sciences Po exam. 

No doubt, but this is dreamworld, even 
were the teachers’ unions not so truculent 
and the young—especially the black or Arab 
young—in the housing estates that surround 
France's bigger cities so disaffected. Even the 
young of the upper bourgeoisie have to be 
crammed in the best schools before they can 
think of sitting for entry to a grande école, let 
alone succeeding. As Mr Descoings points 
out, “I have been hearing ‘We must demo- 
cratise Sciences Po’ for the past 15 years.” 





What he has in mind is 
“a limited step, but an ex- 
tremely pragmatic one”, 
with Sciences Po collaborat- 
ing initially with four zer 
schools in the Paris region 
and three around Nancy, in 
the east. And the America- 
phobes are wrong, he asserts: 
there will be no ethnic quo- 
tas, and though entrants 
from the zer will get finan- 
cial aid they will have to 
reach the same academic 
standards as the rest. 

The proof will come 
when the first zer entrants 
start graduating, five years 
from now. But whatever the 
method, the desirability of 
widening the student intake 
is plain. In theory, the entry examination is 
socially neutral; in practice, 71% of entrants to 
Sciences Po in 1998 came from a background 
of privilege, only 2.5% from the households 
of manual and unskilled workers. 

To those who argue that elitism has 
served France well—the grandes écoles have 
educated three-quarters of its present gov- 
ernment and half of its top 200 business 
bosses—Jack Lang, the minister of educa- 
tion, who has warmly supported Mr Desco- 
ings, replies that the world is changing: “We 
no longer have the right, in France, to main- 
tain this ossified system. Cultural diversity 
will enrich every student, and finally lead us 
to question an abnormal and outmoded sys- 
tem in which the country’s decision-makers 
all emerge from the same mould.” The 
one—in their case, Sciences Po itself—that 
produced Mr Lang and Mr Descoings alike. 





The Netherlands 


The flight of the train 


AMSTERDAM 


Dubious solution: magnetic levitation. Real problem: regional development 


T’S a glorious vision. It is 2010. From Schi- 

phol airport and Amsterdam, across the 
pastures of the north-eastern Netherlands, 
at 400km an hour (250mph) on its elevated 
track, hurtles Europe’s first long-distance 
magnetic-levitation train. A decades-old 
dream of German transport technologists 
has become reality. And, suddenly, the 
Netherlands’ far north, peripheral and job- 
hungry, is less than an hour from its com- 
mercial heart—and, with an extra dose of vi- 
sion, within commuting distance of Bremen 
and Hamburg too, for if the line goes this far, 
why not on into Germany? There’s one snag: 
vision it is, and, after recent debate within 
the Dutch government, looks likely to re- 
main so. The reason, unlike the might-be 
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train, is down-to-earth: money. 

Mag-lev technology is no novelty. In- 
stead of running on rails, the vehicle is raised, 
within “guideways”, by the magnetic force 
created by an electric current. A “linear” mo- 
tor propels it. In a plain electric motor, a ro- 
tor, carrying the current, whirls round be- 
tween two prongs of a fixed magnet known 
as a stator. A linear motor is a rolled-out ver- 
sion of this: the track serves as the stator, and 
the rotor—the vehicle—whirls along it. Two 
simple ideas in principle, both devilish in 
practice, let alone in hard, daily use. 

Still, Germany’s first experimental mag- 
lev vehicle appeared in 1971. Successive ver- 
sions have been proven, say the makers, over 
700,000-plus kilometres on a 31km test- 





track; and those makers are a consortium, 
Transrapid International, set up by some of 
the grandest names in German engineer- 
ing—Siemens, Thyssen Krupp and, though 
they recently left it, Daimler. 

So the dream could come true. Up in the 
Dutch north, in Friesland and Groningen, 
many people hope it will get the chance. The 
bustling Randstad, Holland's big urban clus- 
ter in the west, looks, and feels itself, near the 
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heart of the £u. Those two northern prov- 
inces are on its edge: farmland, waterways 
and lakes, and (except at holiday times) not 
much else, bounded by the cold North Sea, 
the Ems estuary and—a big obstacle in 
pre-cu days—the German border. 

The regional heart, Groningen city, with 
175,000 people, promotes itself as a distribu- 
tion centre, and indeed it has good road 
links,and canals—big carriers of goods in the 
Netherlands—east to the Ems ports and west 
to the Ijsselmeer. But passenger trains are 
slow, and air services, at least for now, non- 
existent: KLM’s pilots’ school is up here, but 
its flights are not. The city also has an ancient 
university and an institute of higher educa- 
tion, with 36,000 students in all. To its boost- 
ers, Groningen is a “city of knowledge”, with 
a future in life sciences and information 
technology, a Cambridge of the Dutch fens. 

Maybe, but not yet. Firms are coming in 
(as will, soon, the eastern end of a transatlan- 
tic fibre-optic cable and the jobs that it may 
bring). And the city’s huge unemployment 
rate—almost 20%, even after a sharp fall 
since the mid-1990s—is in part due merely to 
students not rushing to get a first job. Yet es- 
sentially, in the EU economy as geographi- 
cally, the region is out on the fringe. 

So the Dutch have been studying hard 
how to bring their north-east into the coun- 
try’s busy mainstream—and reduce pres- 
sure on the crowded Randstad. Improve ex- 
_ isting railways? Build a new high-speed 
track? Or go the whole hog, mag-lev? This 
would be speedier still; and, important for 
its (and north-eastern) economics, the train’s 
comparative lightness could let it, unlike 
conventional trains, make several halts on 
the way without losing much time. 

Though plain citizens wonder about the 
technology, the transport ministry fancies 
mag-lev. The environment one pictures the 
line striding on its pillars over the landscape, 
and is alarmed. The finance ministry says no: 
at maybe $6 billion, three times the cost of 
- high-speed rail, mag-lev could not make 
money. So who would finance it? Even on 
their own estimate of $4.5 billion, the 
would-be builders—the Dutch arm of Sie- 
mens, with several Dutch partners—accept 
that the state would have to put in 30-50%. 

The killer blow may have come already 
from Transrapid’s own country. Europe’s 
first long mag-lev line could have been in 
service by 2006, and that was no vision. After 
eight years of planning, parliamentary ap- 
proval, and backing from the German gov- 
ernment and railways, construction was due 
to start last summer on a line from Hamburg 
to Berlin. That February the government 
cancelled it: the investment and revenue fig- 
ures just did not add up. If Germans will not 
invest, in German technology, on 290km be- 
tween their two largest cities, would you on 
200km from Schiphol to Groningen? 

True, Transrapid has just signed a deal to 
build a 30km line between Shanghai's finan- 
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cial district and its airport. But to the still 
studying Dutch that hardly proves the point. 
And, though mag-lev against rail is what 
makes the headlines, the real issue is not just 
one of rival transport technologies. It is a 
much older chestnut: regional policy. 

> —_s 





Switzerland 


Across the Alps 


GENEVA 


LPINE people power is telling. In 1994, 
iss voters in a referendum backed a 
proposal put up by environmentalists to 
stop heavy lorries driving across the Alps by 
2005. The inhabitants of the Mont Blanc re- 
gion of France are trying to do the same. 
These efforts, reinforced by growing traffic 
jams, are reviving transalpine railways. 
Locals in the narrow valleys that lead up 
to Alpine tunnels and passes complain 
aboutnoise and pollution. Lorry drivers nor- 
mally shrug off such thoughts, but they too 
have reason to worry. Counting in the 





French-Italian motorway that cuts through 
the last foothills of the Alps by the Riviera, 
Europe’s booming north-south trade is fun- 
nelled through only five major crossing- 
points in Switzerland, Austria, France and It- 
aly. About 5m trucks, 10m tonnes of goods 
and 150m people used these routes in 1999. 

To cope with the tenfold expansion in 
goods traffic that came with the European 
Union, some 4,000km (2,500 miles) of motor- 
way today criss-cross the Alpine region, 
compared with 100km three decades ago. 
Every day more than 5,000 trucks climb the 
access roads to the two-lane St Gotthard tun- 
nel, the most direct route from Germany to 
Italy. On March 29th, a few minor incidents 
brought the motorway to saturation. Instead 
of the usual half-day journey, many trucks 
had to crawl in 15km queues for two days. It 
will happen ever more often. 

Meanwhile, trains, which carry about a 
third of all transalpine freight, have to wind 
their way up and down steep gradients, 
slowly and fairly lightly laden, to reach the 


EUROPE 


existing St Gotthard railway tunnel, which 
was opened in 1882. This route also has a lim- 
ited drive-on “piggyback” service carrying 
lorries by rail. A similar one on another route 
is due to be improved by this autumn. But 
the Swiss government has far bolder plans: 
an $8.1 billion upgrade for the whole creaky 
north-south railway network, including a 
new pair of tunnels, 57km long, following 
roughly the route of the present St Gotthard 
rail tunnel, butat much lower altitude. When 
these are ready, around 2012, trains using 
larger wagons and containers will roll at 
160kph. Rail-freight capacity will be more 
than doubled, from today’s 20m tonnes a 
year to 52m, and passenger journeys short- 
ened by 90 minutes. 

Haulage companies hate the increased 
road taxes that Switzerland started to levy 
this year. But at least they accept, grudgingly, 
the merit of the Swiss road-rail alternative. 
Austria not only charges trucks crossing the 
Brenner pass but restricts their number. As 
for the Mont Blanc tunnel, between France 
and Italy, which used to take 4,000 trucks a 
day, it was shut after one caught fire in 1999, 
killing 39 sige Local mayors on the French 
side swear they will bar the 
heavier trucks when the tunnel 
reopens in September. 

After the tragedy, France, It- 
aly and Germany joined Swit- 
zerland and Liechtenstein last 
year in an agreement to stop 
building new transalpine roads 
and to implement “polluter 
pays” policies. In January, the 
French and Italian governments 
announced that they would re- 
vive a project for a rail-freight 
corridor between Lyons and Tu- 
rin. It will include a Swiss-style 
55km tunnel, with a piggyback 
service for lorries. 

The trouble with much of this is eco- 
nomics. Four-fifths of £u freight goes by 
road because road is generally cheaper, more 
reliable and, notably, more convenient for 
pick-up and final delivery. Truck-on-train 
gets round that last problem, but not others, 
even were the rail infrastructure and equip- 
ment adapted. Across the Alps (or under the 
Channel), it may be worthwhile, and en- 
forceable; not elsewhere, if money is the 
measure—unless road taxes and tolls are 
rigged to make it so. Road-rail containers, 
with appropriate transfer equipment, look 
the obvious, and better, answer. The trouble 
is, they have looked it for decades; this too 
needs huge, multinational investment. 

The Swiss justify their new road charges 
partly by the high cost of maintaining roads 
in the Alps. But they go further: what is hap- 
pening is not just an attempt to meet road 
costs, or even to balance the rival costs of 
road and rail, but an overt experiment in 
putting a money price on the environment. 
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| ÇA ITH his impish manner and unruly quiff of hair, David 
Oddsson, Iceland’s conservative prime minister, has the 
look of a bard. Fittingly so, since he moonlights as a playwright and 
short-story writer. The reviews of his work have been mixed, but 
no matter: Mr Oddsson is not giving up his day job any time soon. 
He was elected mayor of Reykjavik, the capital, at 34 and left that 
job to become prime minister, in 1991, at 43. A decade on, he is Eu- 
rope’s longest-serving prime minister—and plans to extend his re- 
cord by seeking re-election in 2003, when his current term is up. 

Mr Oddsson is the polarising sort, the most liked and disliked 
politician in the island. “Oh yes, David likes his opinions,” says a 
knitwear salesman. David, note, not Oddsson; in Iceland every- 
one, it seems, is on first-name terms. Such is the scale of the place 
that disgruntled voters often ring “David” at his office and get put 
through. Such is the scale that Mr 
Oddsson often takes the call. 
| There are only 280,000 Icelanders, 
| but their island is better connected to 
the world, by air and sea, than are some 
European cities with far more people. 
It is connected in other ways too: Ice- 
| land claims to have the highest rate of 
| mobile-phone and computer usage in 
the world. It maintains a dozen or so 
embassies, is a member of narto (al- 
though it has no armed services of its 
own), and is acknowledged to have 
some of the world’s leading experts on 
| maritime law—the better to assert 
| claims to the fishing grounds that were 
once its only significant natural re- 
source and that:still employ about a 
tenth of its workforce and supply two- 
thirds of its exports of goods. Its na- 
tional football team in 1998 managed 
| to beat Russia’s. Remarkable? Mr 
| Oddsson thinks not. “It’s just that we 
keep forgetting how small we are.” 

Conservatives have always done 
better in Iceland than in the rest of the 
Nordic world, where social democrats 
predominate. Mr Oddsson’s Indepen- 
dence Party has been in power, alone 
or in coalition, for most of the past 50 
years. Icelanders put this conservative streak down to a strong 
work ethic: men and women do not retire until 70. But theirs is a 
distinctly qualified sort of conservatism; even entrepreneurial Ice- 
landers want tosee their country’s generous welfare system kept in 
being. Still, Iceland has moved sharply to the right under Mr Odds- 
son. His party increased its share of the vote in the last general elec- 
tion, in 1999, to 41%, from 37% in 1995, and won 26 of parliaments 63 
seats, enough for it to carry on governing in a cosy coalition. 

The state still owned industries and banks when Mr Oddsson 
came to power. Icelanders thought their institutions too small and 
fragile for the free market. Mr Oddsson saw things differently. Red 
tape and protected markets, he reckoned, were holding his coun- 
trymen back. Old regulations were binned, financial markets 
created and listless state companies privatised. The results have 
been good. The economy has grown by a quarter since 1995. Real 
wages have risen and—more remarkably—the poor have gained 
most. iceland expects to be free of public debt by 2004. 

Unemployment is down to 1%, so low that Iceland’s fish- 














David Oddsson, Iceland's Eurosceptic leader 








processors have to import Poles to gut their fish. The last two state 
banks and Iceland Telecom are up for sale this year. There is talk of 
spending $1 billion to build a new aluminium smelter, Iceland’s 
third, in the east of the country, tapping into its cheap and clean 
geothermal energy. Tourism continues to grow ata rapid pace. Ice- 
land’s farmers, long used to scratching a hard living from their un- 
fertile land in its cool climate, now hope to export their clean beef 
and lamb at a premium in the wake of the foot-and-mouth out- 
break in Europe. 

Still, Mr Oddsson is not satisfied. He wants to slash profits tax | 
from 30% to 15%, in part to lure back Icelandic companies registered 
offshore. And he is pressing Icelanders to shift from reliance on 
natural resources, including maritime ones, toa knowledge-based 
economy. Iceland should be as well-known for its software, he 
says, as for its fish. Companies such as 
deCODE, a genetics company that 
plans to sell data about the island's | 
closely related people to others study- | 
ing DNA, are already making an im- 
pact. Not before time, indeed, as the 
fisheries grow less abundant. 

Still, to most people Iceland 
means fish. Mr Oddsson claims that | 
its fishermen are five times more pro- 
ductive than Norwegian ones. It de- 
pends what you mean by “fisher- 
man” and by “productive”. Iceland 
has made a private, sellable commod- 
ity of its fishing grounds. Fishermen 
get a quota according to their experi- 
ence, but they can, and some do, sell it 
on to bigger and more efficient com- 
panies. Unsurprisingly, this is politi- 
cally controversial. 

Another hot political debate is 
over the continuing drift of rural Ice- 
landers, especially the young and 
educated, to Reykjavik. Some 70% of 
Icelanders now live in or around the 
capital. One answer may be to move | 
some government agencies away 
from Reykjavik. 

What few people seriously debate 
is whether or not to join the European 
Union. Suggestions that Iceland should do so have been made 
cautiously on the left, and by some businessmen, who say they 
might be happy to swap the Icelandic krona, which fell in value by 
13% last year, for the euro. “I don’t see any arguments for joining,” 
says Mr Oddsson bluntly. Iceland, he says, already gets access to 
the European market thanks to its membership, along with Nor- 
way and Liechtenstein, of the European Economic Area. Joining 
the Eu proper, Mr Oddsson believes, would mean giving up sover- 
eignty for a marginal voice, at best, in Brussels. 

But then Mr Oddsson is a hardened Eurosceptic. He approves 
of enlarging the £u club only as a way to make Europe’s market 
bigger; he derides ideas for political union. “They never know 
where to stop. With every summit, it’s always one step closer to a 
federal Europe.” Pollsters say that most Icelanders agree with him, 
especially for fear that the Eu would demand control over their 
fishing grounds as the price of admission. “You can be a fine Euro- 
pean without giving up sovereignty,” says Mr Oddsson. Especially 
if you have lots of cod and capelin to keep you going. 
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WE DIDN'T JUST JUMP ON THE 


INFRASTRUCTURE BANDWAGON. 
WE BUILT IT. 


It's time to set the record straight. Long before our competitors even added the word 
“infrastructure” to their vocabulary, we were busy creating it. Since we first launched 
Unicenter; it has become the de facto global standard for managing eBusiness 
infrastructure. But we didn’t stop there—we’re also the world leader in security and storage 
software. Every day, our software handles over 180 million transactions, protects $50 billion 
in wire transfers and stores 40 million security exchanges. Expertise doesn’t happen 
overnight. It’s taken 25 years of hard work and leadership to get to be the best. So 
when we say you can trust every one of our 18,000 employees around the world to deliver 


the software and service that your eBusiness’ success depends on, we really mean it 





Computer Associates™ 


ca.com 


SOFTWARE 


The beast of complexity 


| 
| ÇTUART FELDMAN could easily be mistaken for a 
technology pessimist, disillusioned after more 
| than 25 years in the business of bits and bytes. As a 
| veteran software architect, the director of 18m’s In- 
| stitute for Advanced Commerce views program- 
| ming as all about suffering—from ever-increasing 
| complexity. Writing code, he explains, is like writing 
poetry: every word, each placement counts. Except 
that software is harder, because digital poems can 
have millions of lines which are all somehow inter- 
connected. Try fixing programming errors, known 
as bugs, and you often introduce new ones. So far, 
he laments, nobody has found a silver bullet to kill 
the beast of complexity. 

But give Mr Feldman a felt pen and a white- 
board, and he takes you on a journey into the future 
of software. Revealing his background as an astron- 
omer, he draws something hugely complex that 
looks rather like a galaxy. His dots and circles 
represent a virtual economy of what are 
known as web services—anything and every- 
thing that processes information. In this 
“cloud”, as he calls it, web services find one 
another automatically, negotiate and link up, 
creating all kinds of offerings. 

Imagine, says the man from 18M, that you 
are running on empty and want to know the 
cheapest open petrol station within a mile. 
You speak into your cellphone, and seconds 
later you get the answer on the display. This 
sounds simple, but it requires a combination of 
a multitude of electronic services, including a 


| figure out what you want, a location service to find 
the open petrol stations near you and a compari- 
son-shopping service to pick the cheapest one. 

But the biggest impact of these new web ser- 
vices, explains Mr Feldman, will be on business. Pic- 
ture yourself as the product manager of a new 
| hand-held computer whose design team has just 
sent him the electronic blueprint for the device. You 
go to your personalised web portal and order the 
components, book manufacturing capacity and ar- 
range for distribution. With the click of a mouse, you 
create an instant supply chain that, once the job is 
| done, will dissolve again. 


Visions, visions everywhere 


All this may sound like a description of “slide- 
ware”—-those glowing overhead presentations given 
by software salesmen that rarely deliver what they 
seem to promise. Yet iem is not the only one with an 
ambitious vision. Hewlett-Packard, Microsoft, Ora- 
| cle, Sun and a raft of start-ups are thinking along the 
same lines. Unless they have all got it wrong, com- 
| panies, consumers and computers will one day be 
able to choose exactly what they want from a huge 
cloud of electronic offerings, via the Internet. 

The reality will take a while to catch up; indeed, 
it may turn out to be quite different from today’s vi- 
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voice-recognition and natural-language service to # 


sion. But there is no doubt that something big is hap- 
pening in the computer industry—as big as the rise 
of the rc in the 1980s that turned hardware into a 
commodity and put software squarely at the centre 
of the industry. Now it looks as though software will 
have to cede its throne to services delivered online. 

Not that software as we know it will disappear. 
Plenty of code will still be needed to make the new 
world of computing run, just as mainframe com- 
puters are still around, though in a much less domi- 
nant position. But the computer business will no 
longer revolve around writing big, stand-alone pro- 
grams. Instead, it will concentrate on using software 
to create all kinds of electronic services, from simple 
data storage to entire business processes. 

The agent of change is the Internet. For a start, it 
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has changed the nature of software. Instead of being 
a static program that runs on a pc or some other 
piece of hardware, it turns into software that lives on 
a server in the network and can be accessed by an 
Internet browser. Already, most big software firms 
offer versions of their programs that can be 
“hosted”, meaning that they can be delivered as a 
service on the network. 

But more importantly, the Internet has tumed 
out to be a formidable promoter of open standards 
that actually work, for two reasons. First, the web is 
the ideal medium for creating standards; it allows 
groups to collaborate at almost no cost, and makes 
decision-making more transparent. Second, the 
ubiquitous network ensures that standards spread 
much faster. Moreover, the Internet has spawned 
institutions, such as the Internet Engineering Task 
Force (1eTF) and the World Wide Web Consortium 
(w3c), which have shown that it is possible to de- 
velop robust common technical rules. 

The first concrete result of all this was the open- 
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source movement. Since the mid-1980s, thousands 
of volunteer programmers across the world have 
been collaborating, mostly via e-mail, to develop 
free software, often taking Internet standards as 
their starting point. Their flagship program is Linux, 
an increasingly popular operating system initially 
created by Linus Torvalds, a Finnish programmer. 
The emergence of web services is a similar story, 
even though at first glance it may not look like it. The 
computer industry and other business sectors are 


collectively developing the next level of Internet 
standards—the common glue that will make all 
these web services stick together. Hence the prolifer- 
ation of computer-related acronyms such as xML, 
RosettaNet, ebxML, XAML, SOAP, UDDI, WSDL and so 
on. This alphabet soup illustrates a potential pro- 
blem for the new web services: they too could be- 
come victims of their own complexity. 

Why should anyone care about this geeky stuff? 
One good reason is that software is one of the 
world’s largest and fastest-growing industries. In 
1999 the sector sold programs worth $157 billion, ac- 
cording to 1pc, a market-research company; and 
software spending, which is increasing by 15% a year, 
influences investments of another $800 billion in 
hardware and services. The changes now under way 
are likely to reshuffle the industry completely. The 
next few years may make it clear which companies 
will end up on top. 

Moreover, the software sector could well be- 
come a model for other industries. Open-source 
communities, for example, are fascinating social 
structures. Similar communities could one day pro- 
duce more than just good code. Thomas Malone, 
professor of information systems at the Massachu- 
setts Institute of Technology, sees great opportuni- 
ties ahead: “The Linux community is a model for a 
new kind of business organisation that could form 
the basis for a new kind of economy.” 

a 





Gathering steam 


XODUS COMMUNICATIONS’ two-storey 

building in Santa Clara, in the heart of Silicon 
Valley, looks like any old warehouse. But try to enter 
it, and you will spot several guards behind bullet- 
proof glass eyeing you with suspicion. They will not 
even open the door until you have placed your 
hand in a fingerprint scanner and flashed an elec- 
tronic badge. The place is protected like a high- 
security prison. 

Once inside, it is easy to see why. It is a huge data 
centre, full of thousands of servers (the superfast 
computers that dish up web pages and other data) 
stacked in metal racks and locked up in chain-link 
cages. A powerful air-conditioning system keeps the 
building from overheating. Several fibre-optic ca- 
bles connect to the Internet. And back-up diesel 
generators are ready to jump in should the power 
fail (a real risk in California these days). 

Data centres like this are physical proof that 
software is becoming a service that users can access 
via the Internet rather than a program they run on 
their computers. A year ago, “application services” 
and their providers, known as asps, were all the rage 
in the computer industry. Venture capitalists threw 
money at them. Most software firms made their 
programs “hostable” on servers. 

That initial euphoria has died down somewhat, 
not least because some asps have gone belly-up. 
Even the market leader, usinternetworking, recently 
flirted with disaster. But the software industry is not 
having second thoughts about the concept. Rather, 
it is slowly figuring out how best to use the new 
technology—in much the same way that, nearly a 


century ago, companies had to learn that as electric- 
ity took the place of steam, they no longer needed to 
cluster their machinery around the power source. 
The software industry has to resolve several 
tricky questions. The most fundamental one is 
which sort of software—meaning essentially the 
computing intelligence—should reside in a user’s 
computer and which on a server. The next one is 
whether companies should host applications them- 
selves or outsource them to a service provider. And 
lastly, what kind of asp will carry the day? 
Processing has always been a moving target. In 
the early days, when computing was expensive, 
most applications ran on mainframes and were ac- 
cessed by “dumb” terminals. Later, Moore’s law— 
which states that the power of computer chips dou- 
bles every 18 months—turned the rc into the loca- 
tion of choice for software. The Internet is pulling the 
intelligence out into the network. But how far? 


Local or remote? 

The answers offered by industry heavyweights de- 
pend on which side of the business they are on. Sun 
Microsystems, which makes its money from power- 
ful servers, argues that most software will move into 
the network and be accessed through browsers. Mi- 
crosoft counters that there will always be a need for 
an “intelligent client”, by which it means a com- 
puter running Windows. 

Both of them are right and wrong—it all de- 
pends. There are still good reasons to keep software 
on a local computer. Most users would rather have 
their word-processing or spreadsheet programs on 
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their own pcs, where they are always 
accessible. Online applications can 
be sluggish, and Internet connections 
are often slow and unreliable. 

The recent rise of peer-to-peer 
(p2p), a much-ballyhooed new tech- 
nology, has moved the argument 
slightly in Microsoft's favour. p2P ser- 
vices such as Napster, Gnutella and 
Aimster allow Internet users to swap 
music files and other data directly 
among themselves, but for that they 
need a powerful computer and a 
large hard disk—not just a “thin cli- 
ent” with a browser. 

Yet the Internet is already chang- 
ing pc software and making new 
kinds of offerings possible. For ex- 
ample, Eazel, a start-up, has put to- 
gether an online service that moni- 
tors pcs running Linux, alerting users 
if there is a problem and performing 
automatic upgrades over the In- 
ternet. Another new service, Think- 
Free, lets users work online as well as 
offline, downloading small office 
applications written in Java, a programming lan- 
guage, which then run in a web browser. 

On the other hand, there are compelling reasons 
to put certain kinds of applications on a server. The 
strongest candidates are programs that are accessed 
not just by individuals or small groups of employ- 
ees with a pc, but shared by many users with differ- 
ent devices, such as cellphones or hand-held com- 
puters. Equally, any software that needs to be 
updated frequently is best held on a central server. 

Most new enterprise software, such as programs 
managing online marketplaces or customer rela- 
tionships, fits these criteria. But even traditional En- 
terprise Resource Planning (err) packages stand a 
good chance of moving online. That is why Peo- 
pleSoft, an enterprise-software vendor, has com- 
pletely rewritten the code for its human-resource 
and other applications for Internet use. PeopleSoft’s 
chief executive, Craig Conway, explains that firms 
do not have to hire an Asp to access software on a 
server. But outsourcing a software service to a third 
party often makes sense for small and medium- 
sized companies that cannot afford a sophisticated 
rr infrastructure but want to use the most advanced 
products, says Mr Conway. “It’s like being able to 
start your driving career with a brand-new Mer- 
cedes instead of a beat-up old car.” 

asps have not been a big hit with large firms so 
far, mostly because companies want to keep tight 
control of their applications and data. Still, some 
have been persuaded by the advantages of asps. In- 
stead of having to waste time and money coming to 
grips with the latest technology, their customers can 
just hand over all the rr stuff to someone else and get 
on with their own business. To George Kadifa, chief 
executive of Corio, one of the leaders among the 500 
or so asps that have sprung up in the United States 
alone, it is the worry-free implementation even 
more than the software itself that makes the services 
of companies like his so attractive. 

Not everybody agrees. Bill Gurley, a general 
partner at Benchmark Capital, a venture-capital 
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firm, says that companies like Corio 
are mere “service bureaus” that do 
not own much in the way of intellec- 
tual property. He also argues that 
most applications they host are not 
written specifically for the Internet, 
which in essence means they have to 
run a separate rack of servers for each 
customer—not a terribly efficient 
proposition. 

That is why Mr Gurley has in- 
vested in a different kind of asp: Em- 
ployease, an Atlanta-based provider 
of human-resource services which 
has built its application entirely for 
the Internet. Unsurprisingly, the 
firm’s service looks and feels much 
more like a big website, such as eBay, 
than traditional software. It runs on a 
single central computer system, so 
new customers can be easily added. 

Being specially designed for the 
Internet is more than just a technical 
plus. It means that Employease is ac- 
cessible not only to a company’s hu- 
man-resource experts (as most tradi- 
tional HR applications would be) but to its 
employees too, as well as to third parties such as in- 
surance companies or payroll services. “We are en- 
abling collaboration beyond the four walls of the ur 
department,” says Michael Seckler, Employease’s 
co-founder and marketing chief. 

When Mr Seckler and his colleagues launched 
their company in 1996, their offering seemed exotic, 
but now there are dozens of start-ups offering simi- 
lar Internet-only services. NetLedger, for instance, 
runs a web-based accounting service. Sales- 
force.com can help you manage relationships with 
customers automatically. And ourproject.com 
makes it easy to manage projects online. 


The awkward question 


Yet these asrs share a problem with all dotcoms: 
they have yet to prove that they can actually make 
money. Salesforce.com, for instance, claims to have 
2,000 customers, mostly small and medium-sized 
firms, which pay a monthly fee of $50 per salesper- 
son hooked up. This is not bad for a service that 
went live only a year ago, but the numbers will have 
to go up dramatically if Salesforce.com is to make a 
decent profit. 

PeopleSoft’s Mr Conway believes that most 
stand-alone asps lack a sustainable business model. 
“This is an overspawned market,” he says. “A lot of 
fish will soon be flowing down the river.” He sees 
applications services as another distribution chan- 
nel for his company that will not need to earn its 
keep initially, but will over time become a large and 
profitable part of its business. Mr Seckler of Em- 
ployease disagrees: “It's hard for incumbents to 
change from one model to another—you need to 
change the entire culture, educate the sales team and 
so on.” 

Whichever model proves the most successful, 
applications services are bound to have a huge im- 
pact on the software industry. But the technical 
challenges will pale in comparison with the new 
economic ones that software firms will have to 
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The world is 
taking to open 
source 





adapt to. The way the sector used 
to operate was fundamentally 
inefficient. Although a service at 
heart (however automated), it 
conducted itself like a manufac- 
turing business. It put its pro- 
grams on floppy disks or cp- 
ROMS, marketed them heavily 
and left the rest to the users. 

This created unhealthy in- 
centives for software firms. In- 
stead of developing software that 
works well and is easy to use, 
many of them concentrated on 
selling yet another upgrade with 
even more features. The capital 
markets reinforced this customer-unfriendly be- 
haviour. The companies found that being first with 
a new product was often an unbeatable advantage, 
and that their valuations in financial markets de- 
pended on steep revenue growth. 

When software becomes an online service, the 
interests of vendors and customers become better 
aligned because the providers have to behave more 
like a utility. “I only get paid if my service is running 
and my customers are happy,” says Marc Benioff, 
chairman of Salesforce.com and a 13-year veteran of 
Oracle. Describing his years in traditional enterprise 
software, he recalls: “We didn’t care if you were up 
and running, we only cared about the numbers.” 

Software firms must also get used to the fact that 


they will no longer receive the bulk of their licensing 
fees up front. Most ases charge a one-off installation 
fee, but much of their revenue comes from monthly 
subscriptions. Incumbents will find the transition 
hard to make, because it will bring down their 
growth rates for licensing revenue—and so far it has 
been these rates, according to a recent study by 
McKinsey, a consultancy, that have been the main 
determinant of software companies’ valuations. 

Among the big companies, Oracle is probably 
the furthest along the path from the offline to the 
online world. As early as 1998, the world’s second- 
largest software firm put most of its programs on- 
line—not least because it hoped to cut support costs. 
If Oracle runs its programs itself, they are a lot easier 
to maintain, argues Tim Chou, president of Business 
OnLine, soon to be rebranded Oracle.com. 

So far, the new unit makes up a small part of Or- 
acle’s business, contributing only a tiny share of its 
total revenue of $2.7 billion in the first quarter of this 
year. But if Larry Ellison, the firm’s chief executive, is 
right in predicting that in three years about two- 
thirds of all applications will be delivered by asps, 
this part should grow quickly. “Whether we can 
make this transition is the $50 billion question,” says 
Mr Chou. “In any case, if we don’t try, we won't exist 
in the future.” 

But becoming an Asp is not the only big chal- 
lenge the Internet has posed for incumbents such as 
Oracle. The other, just as formidable, one is the trend 
towards open-source software developed online. 

s 





Out in the open 


HE words must have shocked the global com- 

munity of volunteer software developers known 
as the open-source movement. Volker Wiegand, 
president of the American subsidiary of Suse, a 
leading Linux vendor, recently declared on the web- 
site Linuxgram that Linux as a business wasn't 
working out. His company had laid off two-thirds of 
its staff in early February. The 
free operating system was a 
“fallen angel” and a victim of ir- 
rational expectations, he said. 

The statement, in essence, re- 
peated what a Microsoft execu- 
tive had argued a few days ear- 
lier. “There isn’t much value in 
free,” according to Doug Miller, 
group product manager for com- 
petitive strategies. He predicted 
that many Linux businesses 
would falter before the end of 
2001, and that this, together with 
technical shortcomings, would “call into question 
whether Linux should be used at all” (instead of his 
own company’s ubiquitous Windows, that is). 

The Linux hype has undeniably crested. Suse is 
not the only company that has had trouble building 
a viable business based on the free operating sys- 
tem. va Linux, for example, a start-up which, in late 
1999, enjoyed the most successful flotation ever— 
with shares gaining almost 700% on their first day of 
trading—recently said it would cut a quarter of its 








staff and take nine months longer than planned to 
achieve profitability. Only the market leader, Red 
Hat, is doing better than expected. 

But this should not be read as a sign of the immi- 
nent demise of open-source software via Linux, its 
standard-bearer. Most people in the software in- 
dustry believe that open-source is here to stay. Steve 

Ballmer, Microsoft's chief execu- 
tive, recently called Linux “threat 
z number one”. Steven Milunov- 
- ich, a leading analyst with Merrill 
oj Lynch, an investment bank, ar- 
gues that open-source is a “dis- 
ruptive technology” that could 
topple such industry heavy- 

weights as Microsoft and Sun. 
; In fact, the open-source 

. movement is less about “world 

N domination”, which hackers of- 

h ten joke about, and more about 

an industry which, thanks to the 

Internet, is learning that there is value in deep co- 

operation as well as in hard competition. “Much 

more than a cause, the open-source movement is an 

effect of the Internet,” says Tim O'Reilly, head of an 

eponymous firm that publishes computer books, 
and a leading open-source thinker. 

Open-source is often described as the software 
industry come full circle. Indeed, in the early days of 
computing, programs came bundled with the hard- 
ware and complete with the source code (the set of 
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computer instructions which are then translated 
into binary code, the form of software that comput- 
ers can understand and act on). Pioneers needed to 
tweak their programs, and were happy to share the 
improvements they made. 

It was only in the 1970s, as computing spread, 
that firms such as Microsoft started to withhold the 
source code, thereby making software proprietary 
and turning it into a big business. Firms can sell a 
program without revealing the instructions that un- 
derlie it, just as Coca-Cola can market its soft drinks 
without giving away its secret recipe (though there 
have been plenty of attempts at reverse engineering, 
in software as well as soft drinks). 

Many early hackers were horrified by the deci- 
sion to withhold the source code. Proprietary soft- 
ware was “spiritually wasteful”, they said, because it 
discouraged co-operation. One of them, Richard 
Stallman, founded the Free Software Foundation in 
1983 and developed the concept of “copyleft” (as op- 
posed to copyright), which he codified in a licence 
that now comes with most open-source software. It 
states that developers can do whatever they want 
with the programs, even sell their own versions, as 
long as they make the source code available. 

Although this licence, called the General Public 
License (GPL), has never been enforced, it has done 
much to keep open-source software from splinter- 
ing into competing commercial versions, open- 
source advocates say. The Get, in effect, removes the 
incentive to turn a program into a proprietary pro- 
duct, they argue, because the licence is “viral”: all 
changes to the source code automatically become 
part of the software commons. That is why James 
Allchin, who is in charge of operating systems at Mi- 
crosoft, recently called the licence an “intellectual- 
property destroyer”. 

But open-source projects are best understood as 
anew generation of standards bodies, much like the 
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Internet Engineering Task Force (1eTF). The tradi- 
tional methods for setting technical standards have 
turned out to be rather inefficient. Governments 
and industry committees are slow and often get it 
wrong. Monopolies are faster and do a better job, 
but they tend to put the brake on innovation in or- 
der to keep their dominant position. 

The Internet has opened up a third way. It al- 
lows engineers in different comers of the world to 
collaborate at almost zero cost. Since communica- 
tion is so easy, there is no need for official leaders or 
a big bureaucracy to keep things running. And the 
decision-making process is more transparent: dis- 
cussions and documents, for instance, are easy to get 
at and to search. What counts is the quality of the ar- 
gument, not the power of special interests. 

The Internet pioneers were the first to create on- 
line communities for their work. They modelled 
their groups on organisations they had grown up in: 
universities and engineer corps. That is the main 
reason why the 1eTF turned out to be an interesting 
cross between a scientific community and a guild. It 
is run by elders, and its main mantra is: “We reject 
kings, presidents and voting. We believe in rough 
consensus and running code.” 


For love, not money 


Most open-source projects are organised in much 
the same way. Their members are motivated mainly 
by fame rather than fortune; it is considered a coup 
to write a “patch” that passes the peer review of fel- 
low developers and gets incorporated in the next re- 
lease. And most open-source projects are governed 
by a “benevolent dictator”, an individual with ex- 
ceptional programming, organisational and com- 
munications skills—such as Linus Torvalds, the 
creator of Linux. 

The power of these leaders, however, is not ab- 
solute. If developers are unhappy with them, they 
can always “fork” —take the source code and start a 
new development branch. To Brian Behlendorf, one 
of the leading developers of the Apache web server, 
another successful open-source project, and now 
chief technology officer at CollabNet, this keeps the 
benevolent dictators from becoming real ones. 

Yet cheap communications alone are not usu- 
ally enough to get open-source communities off the 
ground, nor to make them as successful as Apache 
or Linux. They need a starting point and a frame- 
work. For Apache, these were provided by a pro- 
gram developed by the National Centre for Su- 
percomputing Applications (Ncsa) and by the open 
standards of the Internet. Linux had the original, 
very simple version written by Mr Torvalds as a 
starting point and Unix, a programme created in the 
19708, as a blueprint. 

To be successful, open-source software must 
also be designed in a modular way so that groups of 
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programmers can work independently on different 
components. Most of the work on Linux, for exam- 
ple, is done not by a large horde of hackers all work- 
ing on the same code, but by small groups of a dozen 
or so developers each of which concentrates on one 
small part of the program. 

Lastly, an open-source alternative needs a mar- 
ket. Linux had a ready-made one: hardware makers 
wanted a free alternative to Windows so as to in- 
crease their margins and gain some independence 
from Microsoft. The recent antitrust case against the 
software giant gave them a chance to support an- 
other operating system without fear of immediate 
retaliation. From Compaq to Dell, from Hewlett- 
Packard to 1BM, they have all jumped on the Linux 
bandwagon, offering computers with the program 
pre-installed and investing in Linux companies. 

Ironically, it is rem, the hackers’ original arch- 
enemy, that has gambled the most on Linux so far. 
Big Blue recently announced that it will spend $1 bil- 
lion on Linux this year because it really wants the 
program to become a computing standard. It is do- 
ing this because it sees itself mainly as a provider of 
e-business solutions, and because a standard op- 
erating system would make it much easier to inte- 
grate them, explains Irving Wladawsky-Berger, 
1BM’s man in charge of its Linux operations. 

Hence 18m’s efforts to make all its important 
programs run on Linux and transfer the operating 
system itself to all kinds of computers, from tiny 
hand-held ones to mainframes. Using special “par- 
titioning” software, these workhorses of computing 
can be turned into a virtual collection of thousands 
of Linux servers. rem is also trying to help the Linux 
community beef up the program for heavy-duty 
corporate computing, where it is still a rarity. 


A lot of ifs 


Some people like to dismiss Linux as nothing more 
than a happy accident, but the program looks more 
like a textbook example of an emerging pattern. If a 
piece of software is well understood, to the point of 
becoming a commodity; if it can be built in a modu- 
lar way; if there is a critical mass of users who are 
also software developers; if there are talented project 
managers among them; and if there is a demand for 
a program that is not controlled by a single vendor— 
then the chances are it will be suitable for an open- 
source project. 

Admittedly, that is a lot of ifs. But Linux is by no 
means the only successful open-source project. Take 
Sendmail, which is used to route two-thirds of the 
world’s e-mail and has spawned a start-up of the 
same name. It makes a living by selling acommercial 
product, but it also helps others to develop a free 
version of the program. The community of de- 
velopers creates a basic product platform that Send- 
mail can polish and enhance to make money. 

And there are many smaller, less well-known 
open-source projects that could gain momentum. In 
October, Sun Microsystems launched OpenOffice, a 
free alternative to Microsoft's Office suite. Forrester 
Research, a high-tech consultancy, forecasts that by 
2004 companies will be spending 20% less on soft- 
ware licences than they do now because they will 
be using these kinds of open-source programs. 

However, there are two areas of the software in- 
dustry that open-source will have trouble penetrat- 





ing. One is enterprise software that relates to a com- 
pany’s core activities. Companies will hesitate to bet 
their business on free software, at least until it is 
backed by heavyweights such as 18M, as Linux is 
now. The operating system will be the test case of 
whether open-source software can move into 
heavy-duty corporate computing. Linux’s most re- 
cent release is a big improvement, but it still has 
some way to go. 

The other difficult territory is truly innovative 
programs. This kind of software seems to be better 
designed and built by a tightly knit group of de- 
velopers within a single company. Open-source is 
extremely good at optimising existing programs, 
says Ray Ozzie, chief executive of Groove Networks 
and creator of the popular Lotus Notes. But he can- 
not imagine his firm’s software, which allows small 
groups of people to collaborate online, being de- 
veloped in a decentralised way. He and four col- 
leagues operated “like one brain” for three years to 
solve all the engineering problems, he says. 

Still, nobody can predict what kind of “mob 
software” may turn up. Richard Gabriel, a distin- 
guished engineer at Sun, describes this as “a kind of 
semi-chaotic, self-organising behaviour in which 
numerous small acts of repair can lead to quickly 
built, complex and massive creations”. Open-source 
is certainly a mass phenomenon, with tens of thou- 
sands of volunteer programmers across the world 
already taking part, and more joining in all the time, 
particularly in countries such as China and India. 
SourceForge, a website for developers, now hosts 
more than 18,000 open-source projects that keep 
145,000 programmers busy. 

Meanwhile, the corporate world is warming up 
to open-source in unexpected ways. Firms are 
showing increasing interest in using this develop- 
ment methodology for software they create in- 
house or with a limited number of partners. For ex- 
ample, Dresdner Kleinwort Wasserstein, an invest- 
ment bank, in January released the source code of 
an application it developed to link different types of 
computer systems, and has hired CollabNet to build 
a developer community around it. 

Even Microsoft is learning to love open source. 
The firm recently announced that it will share the 
source code of the latest versions of Windows with 
1,000 of its best customers—but only on condition 
that they do not modify the program. 

The official software industry, for its part, is al- 
ready busy building the infrastructure for the next 
wave of computing: web services. 

s 
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Battle of the platforms 


OBODY would call app a cutting-edge soft- 

ware firm. The 50-year-old company, based in 
Roseland (New Jersey), is best known for sending 
pay cheques to over 29m employees worldwide. Its 
corporate customers transmit the relevant informa- 
tion to App electronically and the firm’s computers 
take care of the rest. For many companies, dealing 
with their payroll in-house and keeping track of 
ever-changing labour and tax regulations would be 
a waste of resources. 

Yet app is a pioneer of a phenomenon the entire 
industry has begun talking about: web services. 
These web services move one step on from web 
applications (which are about browsers accessing 
online software): they are about machines talking to 
each other over the Internet, or more precisely, 
about machines talking to machines talking to yet 
more machines, and so on—creating a grid or cloud 
of electronic offerings that feed into each other. 

In this new world, a payroll service, for instance, 
would be a combination of several other web ser- 
vices. A company would outsource its human- 
resources system to one provider, while another 
would keep track of the hours employees work. The 
payroll firm would also be hooked up to a service 
that delivers information about regulatory changes 
and, if the money has to be transferred abroad, with 


a bank offering foreign-exchange services. 

The network thus becomes one huge distributed 
computer, just as Sun Microsystems, the leading 
maker of network servers, has been predicting for 
decades. And just like a mainframe or a pc, this 
mother of all machines needs an operating system, a 
platform on which all these services can be de- 
veloped. It is hardly surprising, then, that the com- 
puter industry is already gearing up for another reli- 
gious war over which platform will come outon top. 

Ranged on one side is Microsoft with its .NET 
plan. Jostling on the other are the rest of the industry 
heavyweights, all touting open standards, but each 
promoting its own, slightly different version. Hew- 
lett-Packard and Sun recently announced initiatives 
called NetAction and Open Net Environment (ONE) 
respectively. Oracle's effort goes by the name of Dy- 
namic Services, while 18m is touring its WebSphere 
platform. 

And then there is a raft of fast-growing new- 
comers, as yet known only to insiders, that are also 
hoping to get a big piece of the pie. BEA Systems, a 
Silicon Valley firm founded in 1995, is the most am- 
bitious, with its plan to do for web services and e- 
commerce “what Microsoft has done for the pc”, as 
chief executive Bill Coleman grandly puts it. 

The age of web services actually began several 





The X-files 


HEN the Extensible Markup Lan- 

guage, or XML, first appeared on 
the scene in 1996 as a standard pushed 
by the World Wide Web Consortium 
(w3c), most experts thought of it simply 
as a more sophisticated form of the Hy- 
pertext Markup Language (HTML) in 
which most web pages are written to- 
day. Instead of just telling the computer 
how to display data, as HTML does, a 
document written in xMt also contains 
information about what the data repre- 





insurance. But there are less weighty 
ones too, such as Chessmi and 
Mindreadingm1, using tags such as 
<thoughtsuck> and <deepfears>. 
Last year, the growing commu- 
nity of xmu developers shifted its 
attention to another issue: how ex- 
actly to transfer xmu files between 
parties. As it turned out, it is not 
enough to know what the data rep- 
resent. A supplier also has to know, 
for instance, that a price change has 























sent—say, a date or a stock price. 

More important, xML can be—as its 
name implies—extended. Unlike HTML, 
which has a limited set of tags to mark 
up a document, xmt developers can in- 
vent their own tags, as long as they ex- 
plain, in a standard way, what they 
have done and attach this information 
to the document. 

So far, most of the work on xmz has 
concentrated on how to use the tech- 
nology to exchange data between 
firms—as Electronic Data Interchange 
(Epi) already does, albeit clumsily. There 
are now dozens of groups in various 
industries developing xmu dialects for 
particular sectors. The best-known are 
RosettaNet for electronics and Acord for 





been received by its retailers and 
whether they intend to place orders. 
There are now more than a dozen trans- 
port protocols vying to become the 
standard for this. soap (Simple Object 
Access Protocol) has so far attracted the 
most backers. But there are more ambi- 
tious efforts too, such as ebxmt (elec- 
tronic business xML), sponsored, among 
others, by the United Nations. 

More recently, the software industry 
has begun working on how to find web 
services in the cloud. Last September, 
Ariba, ım and Microsoft proposed a 
standard called Universal Description, 
Discovery, and Integration (uppi). The 
effort, since joined by Hewlett-Packard, 
Intel and Oracle, aims at building a 


giant worldwide directory for web ser- 
vices. upp1 goes hand in hand with the 
Web Services Description Language 
(wspL), used to describe the function of 
a web service and its provider. 

The alphabet soup can only get 
thicker. The industry is already working 
on something called Transaction Au- 
thority Markup Language (xAML), which 
will undo a transaction involving multi- 
ple web services if one of them fails. It 
comes as no surprise that leading soft- 
ware companies are already talking 
about creating a standards body for 
XML to avoid linguistic confusion— 
among computers, that is. Users may 
have to learn yet another x-word: xMLC 
for xmL Consortium. 
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years ago, but only experts noticed because it hap- 
pened deep down in companies’ ıt plumbing. Since 
the late 1980s, business computing has been domin- 
ated by a model called client/server, in which most 
processing is done on the desktop “client” (intelli- 
gent terminal) and some on the server. Peter Lewis, a 
noted American technology journalist, once com- 
pared this system to a restaurant where the waiter 
takes your order for a hamburger, goes to the 
kitchen and comes back with some raw meat and a 
bun. You get to cook the burger at your table and 
add your favourite condiments. 

This has advantages: the service is faster and the 
food is cooked exactly to your liking. But there are 
also serious drawbacks. The restaurant has to main- 
tain a stove at each table; every time a client applica- 
tion is updated, new copies have to be installed on 
every computer. And a lot of raw ingredients have to 
be carried from the kitchen to the table; large 
amounts of unprocessed data have to be moved 
from the server to the client. 

What is more, the model works well only in a 
small restaurant and with a simple menu. Once you 
have lots of customers, demanding anything from 
sushi to steak, you will need to train your waiters in 
logistics. To put it in computerese, if you have many 
different clients—pcs, hand-held computers, cell- 
phones—accessing many different applications 
running on different operating systems, you need a 
set of specialised programs to manage the traffic. 


Cook-your-own or ready-to-eat? 


Since its rise in the mid-1990s, the Internet has 
created such diversity and thus provided the breed- 
ing ground for a whole new class of software to tie 
everything together: middleware. Its central pro- 
gram—some already call it the operating system of 
the new world of software—is something called the 
web-application server. To stick with the metaphor, 
it now takes care of all the cooking. In essence, it is a 
big container of pre-cooked ingredients that de- 
velopers can easily assemble to create new meals (ie, 
web applications) which are then delivered to a ta- 
ble (a browser). 

Although web-application servers are relatively 
new, they are already quite a juicy market. Last year 
they generated revenues of $1.6 billion, according to 
Giga Information Group, a consultancy. The firm 
expects the figure to grow to $9 billion by 2003. The 
leading vendor so far has been sea, but the estab- 
lished companies, which had neglected the market, 
are catching up fast. 13m’s WebSphere, says Giga, is 
now in a dead heat with Bea’s WebLogic; both have 
a market share of 24%. 

What turns simple web applications into more 
malleable web services is something called Extensi- 
ble Markup Language (xML; see box, previous page). 
This new language provides the necessary standard 
interfaces for different web services to seek and find 
each other, communicate what they do, describe the 
data they want to exchange, and then act on it. xML 
has thus become the lingua franca of the web- 
services cloud. 

But the picture would not be complete without 
Java. Sun, the creator of this programming language, 
originally touted it as a technology that would break 
Microsoft's lock on the pc desktop. Small programs, 
called applets, written in Java were meant to be dis- 





tributed via the Internet and downloaded to run on 
any computer, regardless of its operating system. 

Yet the “write once, run anywhere” claim for 
Java was quickly amended by cynical developers to 
“write once, debug everywhere”. The technology 
was not mature, and Microsoft, to boot, had written 
a dialect of Java that worked well only on Windows. 
Yet, as with many new technologies, Java turned out 
to be more successful in unexpected places. Many 
developers started using the language to write appli- 
cations for the larger systems of corporations. 

More important, Java has also become what 
geeks call an “application-development environ- 
ment”. This means that Java (or, more correctly, its 
extension called Java 2 Platform, Enterprise Edition, 
Or J2EE) now provides programmers with the neces- 
sary infrastructure to create new applications—just 
as Windows is not only an operating system, but 
also a platform on which to build other programs. 
Most web applications today, particularly corporate 
ones, are written in Java and run on a J2EE- 
compliant server program such as WebLogic or 
WebSphere. What companies like about this is that 
it allows them to develop highly customised appli- 
cations quickly without having to start from scratch. 

It was mainly this trend towards computing 
centred on networks that prodded Microsoft into 
launching its ambitious .Net plan last June. This is 
an effort to establish an alternative web-services 
platform, albeit one with a uniquely Microsoft fla- 
vour, since the company cannot afford either to 
abandon its cash cow, Windows, or to let go of its 
proprietary past. Although the firm’s managers in- 
sist that .NeT is based on open xmz standards, it is 
nonetheless tied to Windows and leaves Microsoft 
essentially in control. 

So far, however, much of .NeT exists only on col- 
ourful slide presentations to impress Wall Street 
and, more importantly, to lure software developers 
back from the Java world and keep others from 
jumping in. Microsoft’s most precious off-balance- 
sheet asset has always been the huge number of 
programmers creating applications for Windows, 
thus making the platform more valuable. That is 
why in the past the company has always puta lot of 
effort into making life easy for them. 

It is also why most .NeT announcements so far 
have been aimed at making the platform attractive 
to developers. Microsoft has just unveiled a set of 
“building blocks” code-named HailStorm that in- 
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clude key services, such as keeping track of a user’s 
location or storing his personal information, that 
developers can use to build their own services. And 
this summer, Microsoft will release a set of top- 
notch developer tools called Visual Studio.Net. 

Microsoft's recent decision to settle its four- 
year-old lawsuit with Sun over Java must also be 
seen in this light. Sun had sued Microsoft, claiming 
that the software giant violated a licensing agree- 
ment by creating a version of Java that would work 
well only on Windows. The settlement now draws a 
clear line between the competing camps, forcing de- 
velopers to take sides. Microsoft will, in essence, 
abandon Java and is encouraging programmers to 
switch to its own Java-like language, C# (pro- 
nounced C-sharp). 

It is much too early to tell which camp will win 
the day. The game is certainly the Java crowd's to 
lose. Their platform is pretty much in place, and un- 
like Microsoft they do not have to drag large num- 
bers of established developers, consultants and us- 
ers from the old world of pc software into the new 
universe of web services. 

Yet Microsoft has successfully played catch-up 
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before, even if its methods have sometimes been 
questionable. And it has every incentive to make 
.NET a Success: if it fails, it risks losing its dominant 
position in the computer industry, just as 18m did in 
the 1980s. The firm has already cranked up its for- 
midable marketing machine. Hardly a week passes 
without another .Net event or deal. 

Microsoft might even get some help from its 
competitors. They too have yet to prove that they 
are serious about “co-operating on the standards 
and competing on the implementation”, as Sun puts 
it. The history of the operating system Unix, which 
fragmented into incompatible versions because Mi- 
crosoft’s rivals could not agree on standards, is a 
cautionary tale. If they start bickering again, cus- 
tomers might opt for .NeT after all. At least they can 
be sure that it will be fully integrated, because that is 
where Microsoft excels. 

It is unlikely, though, that any one company will 
dominate web services in the way that Microsoft 
has ruled the world of the pc—at least as long as 
firms stick more or less to open standards. And more 
than ever, there will be opportunities for integrators 
of all sorts, as the next article will show. 

m 





All together now 


N ARMS merchant who sells weapons to all 

combatants? When he was still chief technol- 

ogy officer of Netscape, the little David fighting Mi- 

crosoft’s Goliath, Marc Andreessen would have dis- 

missed the idea. But in his new job as chief executive 
of Loudcloud, he is quite comfortable with it. 

Mr Andreessen is in the business of integration, 
meaning that his firm assembles all the pieces 
needed to build a web application—the hosting fa- 
cility, the equipment, the software, the network con- 
nections—and makes sure that everything is secure 
and runs well. With his new hat on, he does not care 
which technology his customers use. He has even 
been into the lion’s den, virtually at least. At the 
launch of Microsoft’s .Net last June, Bill Gates, the 
company’s boss, showed a short video featuring Mr 
Andreessen saying nice things about Microsoft’s 
ambitious plan. 

The idea behind Loudcloud is that companies 
will want to outsource the building of the infrastruc- 
ture for a web application because the task is hell- 
ishly complex. In due course, Mr Andreessen’s firm 
intends to automate that difficult process com- 
pletely with a piece of software called “Opsware”. 
More than 40 customers have already signed up, in- 
cluding Eazel, News Corp and Nike. 


Build mea cloud 


Mr Andreessen is not the only one who believes that 
integration will be big business in the world of web 
services. Call them the builders of the cloud: there 
are dozens of firms vying to put back together all the 
pieces that the Internet has helped break apart—to 
create the web applications, web services, business 
processes and even entire companies. 

Open standards help to make that possible, but 
by themselves they are not enough. They do not kill 
the beast of complexity that lives in every software 
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system. And there will always be some differences 
in the way software firms implement standards. 

In the past, much of the integration of software 
systems was done in-house or by hired consultants, 
but increasingly software packages have taken over 
a big part of that function. Programs by sap of Ger- 
many, the leading vendor of enterprise resource 
planning (ERP) programs, have been so successful 
not just because they are good products, but be- 
cause they come as an integrated package. And 
much of Microsofts dominance is due to its skill at 
integrating different pieces of software. 

Making everything work well together is also the 
sales pitch of the established software firms for their 
web-service platform. “Seamless e-business de- 
mands seamless software,” trumpet the advertise- 
ments for Oracle. Sun is singing a similar tune. “Peo- 
ple are sick of buying this stuff from different 
vendors,” said Ed Zander, Sun’s president and chief 
operating officer, at the launch of the firm’s web- 
services initiative. 

That may be true for medium-sized firms, but 
large companies are more open to cutting-edge 
(“best of breed”) software to stay ahead of their ri- 
vals. More important, no one company can be the 
source of all innovation, explains George Gilbert, 
chief software strategist at Credit Suisse First Boston, 
an investment bank. 

So there will be plenty of work for Loudcloud 
and dozens of other “managed service providers” 
(msps). But msps are not the only fish in the integra- 
tion pond. Higher up in the stack of software, other 
new firms are also offering services to put every- 
thing together. Asera, a much-watched start-up, has 
probably the most innovative approach. Its software 
integrates the best e-business programs from differ- 
ent vendors and offers them as an application ser- 
vice. Customers rent only the bits they need. They 
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Making computers 
fit for people to use 





are thus becoming insulated from the technology. 
Software is turning into a utility. 

Jamcracker, another start-up, also offers to sim- 
plify its customers’ lives. It integrates the offerings 
from different application service providers (Asps) 
such as book-keeping or recruiting, so customers do 
not have to manage a relationship with each of 
these Asps separately. Customers sign on only once, 
and get around-the-clock technical support. 

Portera takes the integration theme even further 
by offering a bundle of services for consulting firms. 
The start-up aims to manage the entire business 
process of its clients, says Gary Steele, its chief exec- 
utive. Through the firm’s web portal, called Ser- 
vicePort, consultants can automate much of what 
they do—scheduling meetings, organising training 
sessions, creating project teams—and keep track of it 
while they are on the road. 

The holy grail of integration, however, will be to 
weave web services together. This will be hard to do 


but should make lots of money. “It’s the air-and- 
water franchise,” says Bob Crowley, chief executive 
of Bowstreet, one of the pioneers in the market. Just 
as with the platform for web services, incumbents 
and start-ups are already jockeying for position. 
Large software companies offer integration as part 
of their package of web services. Hewlett-Packard 
has even designed its integration framework as neu- 
tral territory to suit different kinds of software, 
bridging the competing worlds of .ner and Java. 

So far the more specialised integrators seem to 
have the edge. Vitria, for example, is one of the lead- 
ers in Enterprise Application Integration (EA1), link- 
ing disparate computer systems within a company. 
WebMethods has pioneered the use of xm for busi- 
ness-to-business integration (B2Bi), a way to inter- 
connect, for instance, the order and inventory man- 
agement systems of different firms. 

But both firms’ ambitions go far beyond acting 
as rr plumbers. WebMethods’ chief executive, Phil- 
lip Merrick, says he wants to develop his products 
into a “complete platform for business process 
automation”. Software allows companies not only 
to connect applications easily and link up with oth- 
ers, but also to program the way they run them- 
selves and deal with their partners. 

Bowstreet, for its part, wants to play the part of 
the big web-service unifier that sits on top of every- 
thing. It has developed software similar to Vitria’s, 
called “Business Web Factory”, that lets firms mix 
and match all kinds of web services. The 
Thread.com, for example, is using Bowstreet’s tech- 
nology to let clothing firms create their private sup- 
ply chains at the click of a mouse—buying fabric in 
Thailand, booking manufacturing capacity in Ban- 
gladesh and arranging for distribution in America. 

Not all the integrationists’ hopes will come true, | 
and it will take years to tame the beast of complex- 
ity. The main obstacle for web services, however, 
may well be the way the digital software interacts 
with real-life people (known as wetware). 

m 





Design Darwinism 


HO killed all those dotcoms? Most experts ac- 

cuse greedy venture capitalists, inexperienced 
managers or impatient shareholders. But Jakob 
Nielsen, one of the leading experts on user-friendly 
web design, has identified another culprit: off- 
putting websites. Many of them were just too diffi- 
cult to use. “Firms drew users to their sites with ex- 
pensive promotions,” he explains, “and then lost 
them with ineffective design and bad service.” If 
websites and computer programs were easier to use, 
he argues, it would not just narrow the digital divide, 
but also save knowledge workers about half of the 
hours they now spend in front of the screen. 

Mr Nielsen and his colleagues of the Nielsen 
Norman Group are on to something. If use of the 
web is to become ubiquitous, “user interfaces” 
(geek-speak for the point where computers and 
people meet) have to get a whole lot better. The slow 
adoption of the wireless Internet in Europe and 
America so far should be seen as a bright red warn- 
ing light. Users are sick of clicking through dozens of 


menus on their mobile-phone displays to find what 
they want (if they are lucky). 

Complaints about user interfaces are as old as 
the concept itself. The pc’s so-called wimp (win- 
dows, icons, menus, pointer) interface was invented 
in the early 1970s at Xerox Parc, a famous Silicon Val- 
ley research lab. But not much has changed since 
Apple came up with its Macintosh computers in 
1984 and Microsoft copied it with Windows a few 
years later—except for the addition of a lot more 
bells and whistles. 

It is not that nobody has tried to do anything 
new. Start-ups regularly come up with interesting 
new ways to organise computer files, for example. 
The Brain lets you link documents, web pages and 
other data and displays them as a network, similar 
to the way people associate things in their minds. 
Mirror World Technologies, a company inspired by 
David Gelernter, a computer-science professor at 
Yale University, offers a program that organises files 
chronologically, as a stack of index cards to search 
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and browse. It recently relaunched the product as a 
network-based application called Scopeware. 

But none of this has really caught on, in large 
part because users are rather conservative, as Steven 
Johnson, editor of Feed, an online magazine, points 
out in his book “Interface Culture” (Harpers San 
Francisco, 1997}: “If there is a gravitational force op- 
erating within this field, it is the force of habit.” 

The economics of pc software have not worked 
in users’ favour. For a start, more than 80% of pc us- 
ers are locked into Windows. Software vendors 
wanted their products to appeal to as many users as 
possible and sell them frequent upgrades, so they 
added ever more features, making programs more 
difficult to use. 

The Internet is improving this warped ecosys- 
tem. To begin with, the network cuts costs, which al- 
lows software firms to pay more attention to things 
like ease of use. Many programs these days are 
downloaded from the web, so companies spend less 
on marketing and distribution. Technical support 
has become cheaper, too, because much informa- 
tion can be put on the web. 

The Internet also increases competition, at least 
for pc software. Most downloaded programs are 
now available in a trial version that expires after 
30-60 days, giving customers a chance to see how 
they like them. And with pure web applications, us- 
ers will get even more of a choice. Since the Internet 
is built on open standards, they can use almost any 
web application, not just those written for their par- 
ticular operating system. 

Because the competitors are often only one click 
away, the interfaces of commercial websites have 
already improved much faster than those of stan- 
dard desktop software. Yet many e-tailers, even the 
more popular ones, still do not get the basics right. 
Creative Good, a design consultancy, carried out a 
test in which 50 consumers each visited the sites of 
eight leading e-tailers. Almost half of all attempts to 
make a purchase failed because the users could not 
work out how to complete the transaction. 


Net deficit 


The reasons for such failures are complex. Some de- 
signers bet too much on technology and forget sim- 
plicity. Asking consumers what they want is not 
necessarily the answer: many of them don’t know. 
Only expensive and time-consuming direct ob- 
servation, says Mr Nielsen, will tell you where they 
encounter problems with a site. 

That is where a number of firms see their oppor- 
tunity. Vividence, for example, has put together a 
panel of 150,000 surfers who are willing to review 
client websites. Launched in early 2000, the com- 
pany already has more than 160 clients. In the long 
run, it wants to improve the interfaces of all kinds of 
electronic devices. That seems a good business to be 
in. According to Bruce Tognazzini, another principal 
of the Nielsen Norman Group, the shift from a 17- 
inch monitor to a cellphone’s one-inch display 
threatens to wreak havoc with user-friendly soft- 
ware design. pc monitors are relatively forgiving, but 
with small displays designers have to anticipate 
what users may want to do. The Palm hand-held 
computer eventually succeeded because its creators 
talked to a lot of potential users and discovered that 
they wanted things like simple one-button access to 
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basic features such as address books. 

Such problems help to explain why the wireless 
Internet so far has not been a big hit in Europe or in 
America, except for sending short messages. The 
browsers in cellphones, based on the wireless appli- 
cation protocol (wap), are a poor imitation of web 
browsers. Using a wap service at present is like going 
through an entire deck of cards to find the right one. 
The next generation of war browsers, which will 
appear in cellphones later this year, will be a huge 
improvement. 

Voice input will also make it easier to bypass the 
display limitations of wireless devices. BeVocal, a 
start-up operating what is known as a voice portal, 
already offers a combined voice and text service. Us- 
ers can ask for directions and the system will talk 
them through to their destination or send them an 
e-mail. Future generations of wireless technology 
will allow switching between voice and text. 

Yet this is still the wrong approach, argues Rich 
Rifredi, marketing chief at Pixo, a Silicon Valley 
start-up selling software to customise the user inter- 
faces of handsets and other wireless devices. De- 
pending on the target group for a product, they can, 
and should, look very different, he says. A business 
traveller might want one-button access to share 
prices; a teenager to her list of friends. “If the pc was 
about adding features”, explains Mr Rifredi, “hand- 
helds and cellphones are about what to cut.” 

One of the products Pixo helped to build was 
Scout Electromedia’s Modo, which enjoyed only a 
brief flowering before investors pulled the plug on 
the company last autumn. It was a kind of wireless 
entertainment magazine, updated daily, where us- 
ers would find local information on, for example, 
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the nearest Japanese restaurant or cashpoint. The 
Modo provided a foretaste of the use of location as a 
way to select content. Hardware makers are already 
working on other ways to configure a device. Hew- 
lett-Packard, for example, is experimenting with dif- 
ferent kinds of sensors. If a device senses that it is be- 
ing driven around, it could automatically call up a 
traffic-information service. Smell could be used to 
authenticate a user. 

Integration of form and function will become 
more important, predicts Tim Brown, chief execu- 
tive of Ideo, a leading design firm that developed 


such classics as the first mouse for the Macintosh. 
Once electronic devices become more pervasive, he 
says, the idea of a generic interface becomes obso- 
lete. For example, elderly people are frequently 
overwhelmed by Windows. That is why the Health 
Buddy, a device developed by Ideo to monitor a 
person’s health on a continuous basis, has a very 
simple interface and large buttons. 

No doubt the industry will come up with many 
more smart, easy-to-use devices. But first it must 
solve another problem: how to ensure a better fit be- 
tween software and the organisations that use it. 

= s 





A touch of concrete 


HEN Charlie Feld gets called in, it is almost 

too late. His corporate client is nearly collaps- 
ing beneath layers upon layers of information tech- 
nology—different generations of hardware, un- 
counted pieces of software. And somehow none of 
it really connects. Most departments have incom- 
patible systems. They keep their own databases and 
guard them jealously. 

Bringing order to such chaos is the speciality of 
Mr Feld, chief executive of the Feld Group, and 
known as the Red Adair of rr. When he parachutes 
in, he becomes the acting chief information officer 
of a company for two or three years and, with a few 
colleagues, turns the disparate islands of computing 
into a coherent system. He has already sorted out the 
1T woes of large firms such as Delta Air Lines, Burl- 
ington Northern and Santa Fe Railway Company 
and Westinghouse. But fixing technology is the 
smaller part of what Mr Feld does. His main task is 
to create the right organisation for the new rr sys- 
tem. Unless you do that, he says, “the inertia of an 
organisation makes you end up with just another 
ugly rr animal.” 

This may seem pretty obvious, but when com- 
panies bring in new rr systems few of them pay 
much attention to the effect on their organisational 
structure and culture. “There is still the belief that big 
enough software will solve all the problems,” says 
Rebecca Henderson, management professor at the 
Massachusetts Institute of Technology (m1r). 

As long as software mainly replaced labour and 
did the boring stuff faster, such negligence might not 
have been too serious. But as rr penetrates every 
comer of an enterprise, with the Internet connecting 
everything, the oversight becomes potentially disas- 
trous. It is the main reason why something goes 
wrong with three-quarters of software projects, ac- 
cording to the Standish Group, a consultancy. 

That the human side of computing matters, par- 
ticularly when it comes to networks, is not a new 
discovery. A decade ago, Wanda Orlikowski, a pro- 
fessor of information technologies and organisation 
studies at mrt, published a study on the deployment 
of Lotus Notes, a program known as groupware, in 
an international consulting firm. Her main finding: 
“When an organisation deploys a new technology 
with an intent to make substantial changes in busi- 
ness processes, people’s technological frames and 
the organisation’s work practices will likely require 
substantial change.” Groupware allows employees 


to collaborate online, thus supposedly making an 
organisation more efficient. But Mrs Orlikowski 
found that the program was used mostly to send e- 
mail, transfer files or call up online news sources. 

Because the program’s introduction was rushed, 
the firm’s technology group did not have the time to 
train people properly. More important, the orga- 
nisation’s reward systems and culture were at odds 
with the collaboration that groupware is supposed 
to achieve. As with many other consulting firms, the 
culture was competitive and individualistic. And 
management expected most hours to be “billable” 
(ie, chargeable to clients), which time spent trying 
out and using Notes was not. 

Poor use of groupware is wasteful, but a botched 
implementation of enterprise resource planning 
(ERP) software—which handles a company’s finan- 
cial, manufacturing and human resources, among 
other things—can be downright dangerous for a 
company. Yet very few firms have seriously tried to 
figure out how these all-encompassing packages of 
corporate software fit into their organisation, says 
Thomas Davenport, director of the Institute for Stra- 
tegic Change at Accenture, a consultancy formerly 
known as Andersen Consulting. 


Do it our way 

That is one of the main reasons, Mr Davenport ex- 
plains, why of the 100 firms he studied for his book 
“Mission Critical” (Harvard Business School Press, 
2000), only ten got any real value from implement- 
ing an ERP system. Most companies simply did not 
see the connection between information technol- 
ogy and organisational structure. They did not real- 
ise, for example, that once such enterprise software 
was in widespread use, business would have to be 
conducted in much the same way worldwide. 

To “pour some Erp concrete into a business” (as 
rr managers jokingly put it) was a particular pro- 
blem for American firms, which tend to give their 
constituent business units considerable freedom in 
the way they conduct their activities and how they 
embody this in information technology. “To switch 
to a centrally defined and controlled enterprise soft- 
ware in which everything must be common is a 
bracing change,” Mr Davenport writes. 

Often, however, the problem is simply an aston- 
ishing lack of foresight, in spite of all the business re- 
engineering that ERP systems have brought about. 
Mr Davenport quotes the example of a company 
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that had introduced a sophisticated purchasing sys- 
tem—but forgotten to train the employees in the 
purchasing department. They had to learn how to 
use the system after the event, which seriously de- 
layed the project. 

And yet the benefits of “organisational invest- 
ments” are significant, according to Erik Brynjolfs- 
son, a management professor at the mir Sloan 
School of Management. Along with two other re- 
searchers, he analysed the ır investments of 400 
large firms and found that those companies that 
had adopted organisational changes along with the 
new technology tended to be more productive. 

If McKinsey has its numbers right, both software 
vendors and their customers could be saving them- 
selves a lot of money by paying more attention to 
the organisational aspects of introducing new soft- 
ware. In a recent study of a clothing retailer's invest- 
ment in supply-chain software, the consultancy’s 
software practice found that the program yielded 
savings of $15m a year, but that another $55m of po- 
tential savings remained unrealised because they 
would have required changes in organisational 
structure, business processes and incentives. “Many 
providers don’t even know how best to exploit what 
their software could do for companies,” says Greg 
Hughes of McKinsey’s software practice. 

It is not only excessive faith in technology that 
keeps many firms from making these low-tech in- 
vestments. For Mr Feld, another reason is that rr has 
traditionally been less well managed than other 
parts of a company because management consid- 
ered it an expense. Mr Davenport thinks that firms 
were simply not willing to shell out the extra money 
needed to make the organisational as well as the 
technological changes. They also lack people who 
have both technical and organisational knowledge. 

Now at last some vendors are starting to develop 
the necessary skills. 12, a leader in programs for sup- 
ply-chain management based in Dallas, Texas, does 
not think of itself as an enterprise software com- 
pany, but as a firm that “creates business value”, 
says the company’s chief executive, Sanjiv Sidhu. 12 
does not just sell software, but also helps customers 
to transform their organisations. The firm is so confi- 
dent of the benefits it offers its customers that some- 
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times it links part of its licensing fee to cost savings. 

Web services are bound to bring further orga- 
nisational challenges. For a start, they will make the 
technical side of mergers and acquisitions easier. At 
present, many such get-togethers are frustrated be- 
cause the 1r systems of the intended partners cannot 
connect. More important, the technology will allow 
firms to outsource even more functions than at 
present and specialise in what they do best—and 
then, in many cases, offer that speciality as a web 
service. An insurance company, for example, could 
hone its underwriting expertise and deliver this as a 
web service, while buying in credit-rating, human- 
resource or news services from other providers. 

How far will this digital division of labour go? 
Thomas Berquist, managing director of global in- 
vestment research at Goldman Sachs, an invest- 
ment bank, predicts the emergence of what he calls 
“industry operating systems” (1-ops)—huge rr hubs 
that will take over many of the functions common 
to the firms in a particular sector. In future, he ex- 
pects firms to outsource much of what constitutes a 
company today. 

Mr Berquist calls these entities “operating sys- 
tems” because they provide common functions for 
companies, much as their computer equivalents 
provide common functions for software applica- 
tions. And in analogy to the pc world, he expects 
that each industry embracing an 1-ops will ulti- 
mately settle on a single big winner. But there might 
also be other consequences of a web-service world 
that require vigilance, as the conclusion of this sur- 
vey will show. 





As goes software... 


ET software disappear, and life as we know it 
would break down, at least in developed coun- 
tries. It controls most of the objects which surround 
us: computers, of course, but also telephones, cars, 
toys, Tvs, much of our transport system, and so on. 
Yet if the vision of web services comes to pass, to- 
day's dependence on software will appear slight. 
Life in the cloud will mean that much of what we 
do, as homo oeconomicus at least, will be auto- 
mated, from restaurant reservations to car pur- 
chases, from share trades to entire business deals. 
All this is at least some years off, and may not 
happen at all. But the prospect raises some interest- 
ing questions. Who will write all the code needed for 
these services? What needs to be done to ensure that 
it is reliable and secure? And, last but not least, is 
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there a way to prevent a few dominant companies 
or governments from controlling the cloud? Conve- 
niently, the Internet and the institutions it has 
spawned may hold some answers. 

Laments about a “software crisis” are almost as 
old as the industry itself. There are never enough 
skilled programmers to satisfy the demand for high- 
quality code. But in the years ahead this chronic im- 
balance could turn into a veritable “software gap”, 
as an American presidential advisory group made 
up of leading computer scientists put it in a 1999 re- 
port. “This situation”, the researchers wrote, “threat- 
ens to inhibit the progress of the current boom in in- 
formation technology.” 

The group is even more concemed about the 
current fragility of software. Even much-tested 


...SO goes 
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perhaps, even 
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commercial varieties are often riddled with bugs, 
lack security, do not perform well and are difficult to 
upgrade. This was a bore when most software was 
confined to isolated devices and networks, but it be- 
comes a serious problem in the world of web ser- 
vices. Software delivered online has to be able to 
withstand the onslaught of millions of users, and is 
at risk of security attacks from myriad sources. 

Whereas these technical issues have been dis- 
cussed for some time, the social and political aspects 
have only recently come to the surface. As code 
increasingly penetrates daily life, it becomes de 
facto law that regulates behaviour, argues Lawrence 
Lessig, a Stanford law professor, in his book “Code 
and Other Laws of Cyberspace” (Basic Books, 1999). 
For example, code needs to be compatible with our 
ideals of privacy and free speech. Another pressing 
issue is open standards. The continuing antitrust 
trial against Microsoft has shown that the world 
needs common technical rules that are not con- 
trolled by a single company (or indeed a gov- 
ernment). Such rules can provide a level playing 
field for competition. But they must not be too strict, 
because that would stifle innovation and diversity. 

The other main regulatory issue is less obvious: 
it concerns directories, the digital equivalent of tele- 
phone books. Even more than open standards, they 
will hold the cloud together. Some directories will 
tell users where to find web services and what they 
offer; others will keep track of available hardware; 
and yet others will list not only the identity of users, 
but also where they are and whether they are online 
at that moment. 

The reason why these directories might need to 
be regulated is that they are subject to strong net- 
working effects: the more data they contain and the 
more users they have, the more valuable they be- 
come and the more data and users they will attract. 
Sometimes it will even make sense to have a single 
directory, as it does for the domain-name system 
(pns), the current address book of the Internet. 
Competing domain-name systems would probably 
balkanise cyberspace. 

Whoever controls such directories will wield 
potentially enormous power. If a company owned, 
for example, the directory for web services, it could 
try to make its own electronic offerings more acces- 
sible than those of its competitors. The continuing 
controversy about the Internet Corporation for As- 
signed Names and Numbers (Icann), the body that 
administers the pns, is the clearest example so far of 
how difficult it can be to regulate these directories. 

There are other simmering disputes, too, such as 


whether and when aot Time Warner should open 
its dominant instant-messaging (1m) system and ex- 
tend it to other providers. The point about ım, a 
cross between a telephone call and e-mail, is that it 
keeps track of whether users are currently online 
and, in the future, will also be able to monitor where 
they are. This is important information for provid- 
ers of smart web services. That is why the Federal 
Communications Commission (Fcc) made its ap- 
proval of the aoL/Time Warner merger contingent 
on the new company’s promise to open up its 1m 
system once it includes video services. 

Microsoft had heavily lobbied the rcc, telling 
the agency that for ım to live up to its promise it 
must share the features of “openness and interoper- 
ability that characterise both the public telephone 
network and the Internet”. It will be interesting to 
see whether Microsoft will apply the same philoso- 
phy to its own recently announced directory-like 
services, intended to become building blocks of the 
NET world. 

Luckily, the Internet is already helping to solve 
some of these dilemmas. Its very structure, for in- 
stance, has caused the software gap to narrow. Pro- 
grammers no longer have to live in America or other 
developed countries, but can work from anywhere 
on the globe. In the future, there will increasingly be 
a global market for software development, just as 
one already exists for the manufacturing of electron- 
ics. The fast-growing software industry in India is 
only the beginning. 

Moreover, the Internet allows for massive test- 
ing and peer review, boosting the quality of code, in 
particular through open-source projects. The more 
people look at a program, the more likely it is that 
mistakes will be spotted. “Given enough eyeballs, all 
bugs are shallow,” writes Eric Raymond, another 
leading thinker of the open-source movement, in 
his influential book “The Cathedral & the Bazaar” 
(O'Reilly, 1999). 

Finally, it is the Internet's institutions—such as 
the Internet Engineering Task Force (1eTF)—that of- 
fer a possible solution to the regulatory issues. These 
consensus-building bodies are not just a good 
mechanism to develop robust and flexible open 
standards; their decision-making processes could 
also be applied to other issues, such as the regula- 
tion of directories. These communities are guided by 
respected members, known as “elders” or “benevo- 
lent dictators” (for open-source projects), who have 
gained their status because of the quality of their 
contributions. 

Most of these elders are technical and social en- 
gineers who work for academic institutions or other 
not-for-profit organisations. Governments would 
do well to provide economic support for these el- 
ders instead of regulating directly, argues Paul 
Romer, an economics professor at Stanford Univer- 
sity: “This would be money far better spent than on 
antitrust actions or agencies like the Fcc.” 

This may be the Internet’s most crucial effect on 
the software industry: that it has made it possible for 
groups akin to scientific communities, rather than 
market forces alone, to lay the groundwork of the 
digital world. That seems to be a far sounder sol- 
ution than allowing a small handful of firms to be- 
come the not-so-benevolent dictators of the cloud. 
m 
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CAMBRIDGE 


Silicon Fen strains to grow 


The dotcom crash is not doing Cambridge’s high-tech cluster much damage. 


Local planning policies are 


S CALIFORNIA'S venture capitalists 
stare bleakly at their “living dead” dot- 
com investments, what of “Silicon Fen”—the 
cluster of 1,600 high-tech firms that has 
grown up around Cambridge University 
and is the closest Europe comes to Silicon- 
Valley style entrepreneurialism? Cambridge 
has certainly felt the reverberations of the 
dotcom crash. The share prices of arm and 
Autonomy, two of its highest-profile com- 
panies, have crashed. But Cambridge’s pro- 
blems are less to do with short-term market 
, fluctuations than with Britain’s ambivalent 

” attitude to wealth creation. 

Cambridge has been relatively insulated 
from the recent troubles of California’s high- 
tech industry: the whole dotcom phenome- 
non passed it by. American venture capital- 
ists poured billions of dollars into what 
Walter Herriot, the managing director of the 
St John’s Innovation Park and one of the 
founding fathers of Silicon Fen, contemptu- 
ously calls “dogfood online”. Some of these 
companies were based on interesting new 
business models. Some were not even that. 
Very few had technology to sell. 

7 Silicon Fen, by contrast, focuses on pat- 
entable inventions. The most successful 
Cambridge companies of the last few years, 
such as arm (advanced microprocessor de- 
sign), Virata (software and semiconductors 
for broadband networking equipment) and 
Zeus (web server infrastructure) are all hard- 
core technology firms. Gordon Edge, the 
boss of the Generics Group, a recently- 
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floated firm that incubates technology in its 
own labs before creating spin-out busi- 
nesses, says that the real strength of Cam- 
bridge is “sophisticated science”. One of its 
offspring is QuantumBEAM, a firm making 
lasers that transmit large quantities of data 
through office windows. 

Another impressive new Cambridge 
company is Cambridge Silicon Radio (csr),a 
spin-out from Cambridge Consulting (cc), 
whose shareholders include Sony, Intel, 
Philips, Virata and Arm. Hermann Hauser, 
the founder of Acorn, a pioneer of personal 
computing, and of Amadeus Capital, is also 
an investor in csr. He says that until the 
company demonstrated its single-chip Blue- 
tooth wireless system last year, “nobody 
even believed it could be done.” 

Silicon Fen also differs from Silicon Val- 
ley in the way its companies are formed. 
Walter Herriot reckons that only around 5% 
of its start-ups get venture-capital backing. 
Many of its companies are spin-outs from 
other businesses, particularly from the big 
consulting firms, such as pA and cc, and of- 
ten survive by taking consulting work of 
their own. When they need cash, they tend 
to sell a bit of equity to somebody else in the 
industry. They rarely go to the money men. 

This fear of finance constrains growth. 
John Snyder, the founder of Webtop—a so- 
phisticated search engine—and an adviser to 
the recently-established Cambridge Entre- 
preneur Centre, says:“*Too many people here 
don’t understand what a good vc [venture 
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capitalist] brings. There’s a nervousness 
about giving up equity. The trouble with 
consulting work is that it distracts you from 
what you're doing. Itcan be very dangerous.” 
Too many local start-ups, say the men who 
have made it, lack the ambition to become 
big. At around 15 employees, they stop grow- 
ing. Robin Saxby, the chief executive of ARM, 
says that Cambridge lacks Silicon Valley's 
aggressive money-making urges. “Lots of the 
people here are still more interested in life- 
style than making money.” 

Mr Hauser has probably done more than 
anyone in Cambridge to foster the entrepre- 
neurial spirit over the past quarter century. 
He says that the university’s attitude, and 
that of the students, has changed over the 
past few years. In 1999, he helped to inaugu- 
rate a business-plan competition for under- 
graduates based on a model developed at 
American universities. “Three hundred peo- 
ple crammed the hall. For the first time I 
thought here is a British student body that 
feels like mrt or Stanford.” 

But while Cambridge’s entrepreneurs 
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are becoming more comfortable with cap- 
italism, capital is in short supply in the area. 
Although the technology consultancies act 
as incubators, Amadeus and 3i are the only 
big local firms who specialise in technology 
investments. Aside from them, there are 
some smallish local operators—Nw Brown 
Capital Partners has just closed the first 
round of its putative £50m Gateway Fund 
and etcapital has backing for its still-open 
gtr fund from ssc and Crédit Lyonnais. 
There are also some incubators, such as Oxy- 
gen, and a growing business-angel network. 

Silicon Fen lacks the volume of Silicon 
Valley vcs who, for all their faults, bring 
more than money to the companies they in- 
vest in. Firms such as Kleiner Perkins, Accel 
and Benchmark provide advice and experi- 
ence as well as access to business networks. 
They are also prepared to challenge the van- 
ity of founders by recruiting the experienced 
managers that a start-up with a good idea 
often needs. 

ARm’s Robin Saxby doesn’t think the 
shortage of ves is a problem. He reckons that 
Cambridge is already “globally networked”; 
anyway, London-based vcs are only an 
hour or so away. Gordon Edge says he can 
raise capital from a range of big names—No- 
mura, J.P. Morgan and even George Soros. 
But it is not surprising if those whom the sys- 
tem has made think it works as it is. Those 
who it has failed are, by definition, not part 
of the pantheon. 

If Cambridge could do with a few more 
well-networked vc firms, what it needs 
even more is room to grow—literally. The big 
players are unanimous about what they 
want most of all. “We just need space,” says 
Mr Hauser. One issue has dramatised the 
problem; the rejection by the council and the 
Department of the Environment, Transport 
and the Regions of the Wellcome Trust’s 
plans to build an extension of its Hinxton 
Hall research centre south of Cambridge. Mr 
Hauser blames the “Luddite” South Cam- 
bridgeshire Council dominated by the 
“shooting fraternity”and describes their op- 
position as “appalling and immoral”. Mike 
Lynch of Autonomy just shakes his head, 
saying that most places would be falling 
over themselves to attract such a facility. 

Nick Raynsford, the government's plan- 
ning minister, says he is pleased that local 
councils and the regional development 
agency have now agreed to review the green 
belt around Cambridge, with a view to al- 
lowing growth west of the city and in a corri- 
dor on its north-east side. According to the 
biggest property consultants in the area, Bid- 
wells, some office space is now being built 
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speculatively, but the difficulty of extending 
the few business and science parks on the 
fringes of the city is placing a dampener on 
activity. David Lupson of Bidwells says: 
“Opinion around here is divided. A lot of 
people are just opposed to scale. It’s not a 
good message to send out that you may not 
be able to grow your business here.” 
Another complaint is the dreadful trans- 
port infrastructure. The roads are jammed 
and there is no railway from Cambridge to 
Heathrow airport. Lindy Beverage, whose 
book “Cambridge Entrepreneurs” is pub- 
lished this month, says that the planning 
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system is too slow to cope with the needs of 
high-tech firms. To make matters worse, 
tumbling tech shares give local politicians an 
excuse to brand the technology business as a 
flash in the pan. 
“Cambridge is wonderful,” says ARM’s 
Mr Saxby. “But you have to remember that it 
is still at heart a quiet little market town. You 
have to leave if you want to grow.” The Fen is 
good at creating small, clever companies, 
and at providing the intellectual firepower 
of much larger firms. But it’s not Silicon Val- 
ley and, more importantly, deep down it 
probably doesn’t want to be. 
p a 


Trotsky and the Third Way 


SHEFFIELD 


Socialism and profit tend not to mix. But every rule has exceptions 


EVOLUTIONARY socialism, as every 
reader of this newspaper knows, is no 

basis for a sound economy. Any business es- 
tablished on socialist principles, and owned 
and controlled by its workers, is bound, 
eventually, to fall prey to their interests 
rather than honouring those of its custom- 
ers. At best, it will stagger along inefficiently; 
at worst, it will go bust (unless propped up 
by subsidies). But every now and again a 
company pops up which doesn’t quite fit the 
theory. 

Amongst the clutter of retail warehouses 
and ramshackle small businesses that line 
Penistone Road in Sheffield, the premises of 
Swann-Morton stand out like a Rolls-Royce 
in ascrapyard. Its buildings are trim, modern 
and smart. Its reception area—Art Decostyle 
combined with steel and wood modern- 
ism—would do credit to an advertising 
agency. Inside, 280 employees beaver in 
equally spick and span machine-shops pro- 


ducing about 1.3m surgical and craft blades a 
day. Mick McGinley, the managing director, 
says proudly that the company supplies 95% 
of the scalpels used by Britain’s National 
Health Service. It does well enough to offer its 
employees a 35-hour week, ten weeks’ holi- 
day a year, and private health care. 

Actually, the company and the employ- 
ees are pretty much identical to one another. 
The employees collectively own half the 
shares; the other half is held by a charitable 
trust. Every year, about 28% of the profits are 
distributed to the employees. Last year, 
£750,000 ($1.1m)—about £2,680 per person— 
were handed out, implying that the com- 
pany’s profits were £2.6m. Not bad, on a 
turnover of £13.7m. 

This idyllic existence is the brainchild of 
Walter Swann, a Sheffield engineer who 
started work in 1917, the year of the Russian 
revolution. Amid the political convulsions 
that rippled westwards, he became a revolu- 
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HEN disaster strikes, it is always 
tempting to believe that sinister 
forces are behind it, rather than the chaotic 
vicissitudes of chance. Conspiracy theo- 
rists in Britain have pinned the blame for 
foot-and-mouth disease (mD) on, among 
others, Saddam Hussein and animal-liber- 
ation terrorists—more reassuringly tangi- 
ble adversaries than, say, an innocently 
imported sandwich, or insanitary farming. 
The path of least resistance for the panic- 
stricken has often been to blame some un- 
fortunate minority. In the case of rmp, the 
convenient ethnic scapegoat seems to have 
been Britain’s Chinese community. 
Rumours began to circulate last month 
that the source of the rmp outbreak was 
meat illegally imported from the Far East 
for use in Chinese restaurants. The theory 
is that the contraband found its way into 
swill consumed by pigs at Heddon-on- 
the-Wall, whence the disease is believed to 
have spread across the country. This hy- 
pothesis seems to derive from Ministry of 
Agriculture briefings, though the ministry 
denies responsibility, and says inquiries 
into the source of the outbreak are ongoing. 
Aggrieved Chinese community leaders ar- 
gue that the allegation plays on a racist ste- 
reotype of Chinese people as smuggling 
omnivores—a permutation of the sort of 
racist slurs they suffer when pets disap- 
pear in the vicinity of Chinese restaurants, 
or the pigeon population of Trafalgar 
Square seems depleted. 
As Hugh Pennington, professor of bac- 
teriology at the University of Aberdeen, 
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says, there is some circumstantial evidence 
to support the theory. The strain of FMD 
ravaging the countryside is most common 
in the Far East,and some food is illicitly im- 
ported into Britain from affected areas. 
Chinese restaurateurs say that such im- 
ports are small-scale, and that it is simply 
not economical to transport ingredients 
across the globe in bulk. But unproven 
though it is, the Chinese restaurant theory 
had enough dubious appeal for one tab- 
loid to expound it beneath the headline 
“Sheep and Sow Source”, 


The fall-out from the rmo allegation 
has transcended bad puns. Thomas Chan, 
of the Chinese Takeaway Association, says 
that takings in Chinese restaurants are 
down by 40% in the Newcastle area and 
30% in London—though the London out- 
lets will also have been hit by the tourist 
downturn. There are around 10,500 Chi- 
nese restaurants and take-aways in Britain, 
and more than 70% of the 300,000-strong 
Chinese community is estimated to work 
in them or catering-related businesses. Ja- 
bez Lam, a community leader in London, 
says that there has been an increased inci- 
dence of racial abuse towards restaurant- 
workers since the rumour emerged. 

The victims of FMp have been numer- 
ous and diverse. But in the case of the Chi- 
nese community, the long-term impact 
may be beneficial. The Chinese have hith- 
erto been among the least politically con- 
spicuous of Britain’s ethnic minorities. 
Many older Chinese don’t speak English. 
But the rmp-slur has galvanised the com- 
munity: campaigners delivered a letter of 
protest to Downing Street; and on April 
8th, London witnessed one of its more im- 
probable demonstrations, when around 
800 people marched from Chinatown to 
the agriculture ministry. Restaurants 
closed for two hours in solidarity. Nick 
Brown, the agriculture minister, was mov- 
ed to denounce the racism that informed 
the slurs. Mr Lam has formed a new civil 
rights group to rebut the rmp allegations, 
which he hopes will outlive the virus. 

Clearly, the consequences of disasters 
can be as unpredictable as their causes. Ag- 
ricultural disease induces activism in Chi- 
natown: we live in interesting times. 








tionary socialist. But in 1932, during the de- 
pression, he disdained anti-capitalist agita- 
tion and set up his own business, to be run 
along socialist principles. He was evidently 
persuasive enough to talk several fellow 
workers into joining him, including Alfred 
Morton, a metallurgist, and Doris Fair- 
weather, a supervisor who turned out tobe a 
capable manager. The new company 
needed her guile: socialism—in the shape of 
a purchase tax levied by the post-war La- 
bour government on the company’s razor 
blades— nearly put it out of business. 

To escape tax pressures, the firm shifted 
into making surgical blades, and hasn't 
looked back. Swann believed in rewarding 
his workers with the full fruits of their labour 


f (and he secured them a supply of actual fruit 


by acquiring a large orchard in Cambridge- 
shire). But he also believed in recycling un- 
distributed profits back into the company 
and in new technology: Swann-Morton 
claims to be the first surgical blade-maker to 
have installed, in 1964, radiation equipment 
to produce pre-packaged sterilised blades. 
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Its reserves also covered the £5.9m cost of re- 
building its offices and extending the factory. 

Although Swann died in 1980 (and Fair- 
weather in 1984), his influence persists. With 
misted eyes, Mike Johnson, the sales direc- 
tor, says that “the company was his life and 
we were his family.” (Swann did not have 
any other family, so there were no children 
to fight over their inheritance.) 

This cult of personality is not the com- 
pany’s only unusual feature. As far as possi- 
ble, it makes its own machines. Management 
fashions, such as out-sourcing and just-in- 
time manufacture, have passed it by. All the 
senior managers have risen through the 
ranks; the management style is largely dic- 
tated by the need to keep people in work. Mr 
McGinley has to rack his brains toremember 
when someone was last made redundant: in 
the 1940s—“but most eventually got their 
jobs back.” More economical machines are 
in production, but the company will in- 
crease its output and keep everyone on. 

British surgeons revere the Swann-Mor- 
ton brand. Amold Maran, a past president of 





the Scottish Royal College of Surgeons, says 
that he did not know there was any other 
type of blade. The company reckons it has 
75-80% of the eu market, despite German 
and Danish competition, and a similar hold 
in Australia and New Zealand. Its one disap- 
pointment is the United States, where it has 
less than 5% of a market dominated by Bard 
Parker, an American firm with a long pedi- 
gree. The company is a little worried about 
cheaper scalpels being made by Indian and 
Chinese firms, but is confident its reputation 
for quality should sustain it. 

An outsider brought in to run the firm 
could probably increase profits by contract- 
ing out the catering and selling off the or- 
chards. But that would risk undermining the 
ethos which has kept the firm growing while 
most of Sheffield’s industry collapsed. So, is 
this revolutionary socialism in glorious ac- 
tion? Not exactly. Mr Johnson says, “Mr 
Swann could be a socialist one day and a 
capitalist the next.” He evidently discovered 
the Third Way before Tony Blair was born. 














The royal appendix 


INCE now is the time for all good Britons to come to the aid of 

the tourist industry, Bagehot is delighted to use this space to as- 
sure would-be foreign visitors that even if this country’s rural foot- 
paths remain closed by foot-and-mouth disease, its royal family 
remains open—wide open--for business. Though it is no longer 
British practice to drown its princes in butts of malmsey, the royal 
pageant marches gaudily on. In the language of the Michelin 
Guide, the spectacle is well worth a detour. This is no mummified 
monarchy, to be ogled in wax museums. As in Morocco, or Zulu- 
land, royalty is a living institution, part of the form if not quite the 
substance of government, and still capable, on occasions, of filling 
headlines and agitating politicians. The “Sophie tapes” have pro- 
vided just such an occasion. 

Sophie Rhys-Jones became the 
Countess of Wessex by marrying 
the queen’s third son, Edward, the 
Earl of Wessex. They are a working 
couple: he a film producer and she 
chairman of a pr firm, R-jH Public 
Relations. The tapes in question are 
recordings of conversations be- 
tween the countess, her business 
partner, Murray Harkin, and an 
“Arab sheikh” whom they believed 
to be a potential client but who, like 
all too many Arab sheikhs appar- 
ently bearing gifts, was really just 
another wired-up undercover re- 
porter for a tabloid newspaper. A 
transcript in last Sunday’s News of 
the World has the countess saying 
things about British public figures 
which itis safe to assume she would 
not say to their faces. She says that 
Tony Blair, the prime minister, 
thinks he is president; that he is “ig- 
norant” of the countryside and that 
his wife “hates” it; that William 
Hague, the Conservative leader, 
may be intelligent but “sounds like a 
puppet”; that the recent budget was 
“a load of pap”. When the countess 
is not present, Mr Harkin gossips 
merrily on tape to the presumed sheikh about whether her hus- 
band is gay, confesses to liking the “odd line” of cocaine and ap- 
pears to suggest that he would be happy to procure some “nice 
boys” for an entertaining dinner party. 

Asif it were not bad enough for a pr professional to fall hook, 
line and sinker for a classic tabloid sting, the countess made her 
predicament worse by an artless attempt to wriggle out of it. In re- 
turn for what she took to be a promise not to publish the original 
transcript, she gave the paper that entrapped her an exclusive in- 
terview, in which she insisted to bemused readers who had never 
even wondered that her Edward was not gay. But even this self-in- 
flicted humiliation was to no avail. A week after plastering her in- 
terview across its front page, the News of the World decided to 
publish a transcript of the original tapes anyway. The countess 
should not have been surprised. This was, after all, the same high- 
minded tabloid whose courageous “naming and shaming” cam- 
paign against paedophiles last year led indirectly to at least one 
high-minded physical assault on a paediatrician. This time, its ex- 
cuse for breaking its word was that once rival newspapers had 





printed their own wild allegations about what the tapes con- 
tained, it had a duty to set the record straight. 

In fairness to all concerned, the record, now that it has been 
straightened, turns out to be somewhat dull. Mr Harkin comes 
over as a racier fellow than you would expect to find ina firm with 
pukka royal connections. But the countess’s own taped remarks 
are hardly inflammatory. They are not even original. Frankly, you 
do not have to be seventh in line to the throne to hear on the grape- 
vine that Mr Blair sees himself as a president, or notice that Mr 
Hague has a funny voice. Though it was not clever of the countess 
to pass such observations on to an Arab sheikh, still less a bogus 
Arab sheikh, on first acquaintance, this is not the stuff of which 
constitutional crises should be 
made. At most, the Sophie tapes 
bear on the moderately interesting 
but minor question of whether it is 
possible for a moderately interest- 
ing but minor royal to work ina sen- 
sitive career such as public relations 
without becoming entangled, by 
accident or design, in a conflict of 
interest. However that question is 
answered (asa first stage, she is step- 
ping downas her firm’s chairman) it 
ought not to affect the future of the 
monarchy as a whole. So why has 
this affair caused such acommotion 
inside the House of Windsor? And 
why the disproportionate volume 
of newsprint dedicated to it? 

An anatomical analogy may 
help. The function of the royal fam- 
ily in the British body politic is not 
dissimilar to the function of the ap- 
pendix: a vestigial organ, says the 
encyclopaedia, that serves no cur- 
rent purpose and is believed to be 
gradually disappearing over evolu- 
tionary time. Opinion polls bear 
this out. A recent Mort poll found 
that although a majority of Britons 
would vote to retain the monarchy 
if asked in a referendum, a majority 
also expects it to have disappeared by the next century. 

The average person does not volunteer to have his appendix 
removed unless it is in danger of rupturing, But whenever Britain’s 
royal appendix grumbles, for no matter how trivial a reason; 
plenty of people seize the opportunity to debate the monarchy’s 
future. As it happens, the republicans in this debate have a good 
case to make, But they are compelled to seize upon trivialopportu- 
nities to make it because governments see no gain to be had from 
giving them a non-trivial opportunity. Mr Blair is certainly not 
their man. He has already changed much of Britain’s constitution. 
He wants to make a mark on history and his party contains many 
vocal republicans. Some mrs are now demanding closer financial 
scrutiny of the royals. But this is the prime minister who leapt in- 
stinctively to the defence of the monarchy after the death of Prin- 
cess Diana, and seemed only to profit from it. For the present, there 
are fewer safe votes in republicanism, however strong the con- 
stitutional case for it. Let the royal appendix grumble. It will take a 
lot more than a garrulous countess and a bogus Arab sheikh to 
make removing it look attractive to any prime minister. 
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Ports in a storm 


HONG KONG AND SINGAPORE 


The world’s two biggest ports, Hong Kong and Singapore, are discovering that 
competition affects their industry as much as any other 


i, fee might expect the perennial rivalry 
between Hong Kong and Singapore to ex- 
tend to their ports, by far the two biggest in 
the world. Notso. It was by becoming “entre- 
pots’”—ie, ports that developed into com- 
mercial centres with related industries—that 
the two cities became rich and modern, and 
they managed to do this simultaneously by 
not competing with each other. In effect, 
each entrepôt carved its own stronghold 
from different niches of the world trading 
system. Imagine, therefore, the excitement 
among the world’s shipping lines now that 
both ports suddenly confront upstart rivals 
across their bays. 

Last autumn, psa, Singapore's state- 
owned port operator, lost its largest cus- 
tomer, Maersk, to a brand-new port in Ma- 
laysia that is only 40 minutes away by car. 
This defection was one reason why psa post- 
poned an initial public of- 
fering on the stockmarket. 
In March, a Chinese gov- 
ernment official in Shenz- 
hen, 40 minutes’ drive from 
Hong Kong, announced 
that China would bar for- 
eign investors from control- 
ling its ports. His comment 
was aimed at Li Ka-shing, a 
Hong Kong tycoon (and, for 
these purposes, a “for- 
eigner”), whose flagship 
company, Hutchison 
Whampoa is the biggest 
port operator in the world. 
Hutchison had taken a ma- 
jority stake in one of Shenz- 
hen’s two new ports. 

There are important 
differences between the 
ports of Hong Kong and Sin- 
gapore—and so in their 
predicaments. The best 
place to see this is at the ter- 
minal gates. In Hong Kong, 
these are often congested 
with trucks, and chaotic; in 
Singapore, they (as so much 
else in life) tend to be or- 
derly to the point of being 
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dull. The reason is that, in Singapore, 80% of 
containers leave the same way they ar- 
rived—by boat—whereas in Hong Kong, al- 
most all of the containers are driven through 
the gates, to and from the hinterland. In the 
industry jargon, Singapore is a “trans-ship- 
ment” hub, whereas Hong Kong is a “local 
cargo” port. 

For this difference, they have their loca- 
tions to thank. Virtually everything that tra- 
vels between Europe and East Asia passes 
through the Straits of Malacca. Singapore 
merely provides the reloading hub. By con- 
trast, Hong Kong sits at the mouth of the Pearl 
River in southern China, the world’s biggest 
manufacturing region. The way the two for- 
mer British colonies responded to these 
opportunities is characteristic of their re- 
spective approaches to industry. In Singa- 
pore, the government runs the terminals. In 


Hong Kong, the state leaves it to the private 
sector. For the operators and cities alike, both 
arrangements have worked well. 

Shipping lines, on the other hand, have 
been much less enthusiastic, because calling 
in at Singapore or Hong Kong is expensive. 
Nobody in the industry discloses port 
charges, but Charles de Trenck, an analyst at 
Schroder Salomon Smith Barney, reckons 
that it costs twice as much to handle a con- 
tainer in Hong Kongas ina port on America’s 
west coast. Hong Kong and Singapore justify 
this, to some extent, by being the most effi- 
cient ports in the world. Still, ports have pro- 
fit margins as high as 40%, whereas shipping 
lines barely have any—which is why they 
crave choice. 

That craving has been strongest in the 
stronghold of Singapore. Until last year, 
Maersk, a part of ap Moller, a Danish con- 
glomerate, provided some 11% of psa’s vol- 
ume alone. Since Maersk also happens to be 
the world’s third-largest port operator (after 
Hutchison Whampoa and psa), it has been 
begging psa for years for permission to run 
its own terminal in Singapore, to save some 
money. The Singaporeans, determined to 
keep control, rebuffed Maersk. This now 
looks like a miscalculation. 

Malaysia had long been smarting over 
losing the trans-shipment trade to Singa- 
pore, a political and econ- 





eS 
Ú Straits of 


Pm Malacca 








DA omic rival. So it built a port 
so close to Singapore’s that 


N ey, Da Strait of E| } 
\ A “ache, Si pter f ships would not have to 
Sa So a ES stray from international 


“Se <>] shipping routes to berth 
) c| there. The new port opened 
last spring, offering essen- 
tially the same service as 
PSA, but at a 30% discount. 
All it needed was a big cus- 
tomer for credibility. The 
match with Maersk was 
easy. PTP, as the Malaysian 
port is known, allowed the 
Danes to run their own ter- 
minal. In return, they took 
an equity stake in the port. 
Singapore handled this 
defection appallingly. Its 
reaction was to bully. On 
the very day, last October, 
when its long-term contract 
with Maersk expired, psa 
started underwater “re- 
pairs” in the terminal, in ef- 
fect blocking Maersk’s ac- 
cess to Singapore’s port. At 
one point, Maersk execu- 
tives could see four or five 
of their gigantic light-blue 
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ships queuing up in the waters near Sentosa, 
Singapore's palmy entertainment island. “It 
screwed up our entire global network,” says 
one, psa also leaned on smaller lines. This 
may yet backfire: several are said to be con- 
sidering leaving for Malaysia. 


Portentous 


The episode made waves as far away as 
Hong Kong. Here, the issue of competition, or 
the lack of it,is more complicated. Hutchison 
Whampoa dominates the business, al- 
though three other operators also run termi- 
nals, Little is known about their pricing, but 
allegations surface from time to time about 
oligopolistic practices. Hutchison declines to 
comment, but Modern Terminals, the big- 
gest of the smaller operators, rejects such 
talk. “This oligopoly stuff is baloney,” says 
Erik Christensen, its director. “My customers 
do have a choice, and Singapore proved that 
by forgetting it’ Modern Terminals did not 
make the same mistake: it has Maersk as a 
customer, and offers, by some measures, the 
best service in the world. 

The debate about competition among 
Hong Kong's port operators is fast becoming 
moot, however, because the territory’s facili- 
ties are runningat full capacity (in contrast to 
Singapore). They will be further stretched as 
trade booms up the Pearl River Delta, which 
reaches deep into China, as far as Guangz- 
hou. New terminals are under construction, 
but will not be ready for two years and may 
not be big enough anyway. Instead, most 
new capacity will come from the two new 
ports in Shenzhen, which are expanding 
quickly. They are as well located as Hong 
Kong, but cheaper. 

Unlike the Singaporeans, however, both 
Hutchison and Modern Terminals hope that 
they can benefit from the rise of new rivals. 
Each has taken a stake in one of the Shenz- 
hen ports. The local government welcomed 
this foreign expertise and capital at first. But 
as Hutchison, in particular, has extended its 
dominance from Hong Kong to Shenzhen, 
and then to Shanghai and other Chinese 
ports, the authorities have grown edgy. 


Territorial advantage 
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They are not alone. Hutchison has al- 
ready raised someeyebrows at the European 
Commission over its market power in Rot- 
terdam and other European ports, and has 
been forced to retrench in some places. Such 
attention is a new development in western 
economies. Except for Britain, which has pri- 
vatised its docks, governments in rich coun- 
tries tend to regard ports as “public goods” 
that belong naturally in the public sector. 
The examples of Singapore and Hong Kong 
are changing that. They are a reminder that 
ports are a business like any other: there is 
money to be made, and there should be 
competition to its making. 





Intellectual property in India 


Developing 


HY does India not have more innova- 

tive home-grown companies? After 
all, Indian engineers and scientists form the 
backbone of Silicon Valley’s workforce, and 
they continue to pour into companies across 
the world whenever visas can be wheedled 
out of governments. And Indian firms such 
as Wipro and Infosys have made billions of 
dollars in the past few years by getting their 
highly skilled programmers to do the rr 
drudgery of the world’s top companies. But 
will India’s own companies ever venture out 
of the back office and start developing intel- 
lectual property of their own? To do this, 
they need to reverse the brain drain into for- 
eign outfits or offshore-services firms. 

To some degree, that now seems possi- 
ble. When Kumar Sivarajan, an expert in op- 
tical networking, returned to India from 
1BM’Ss prestigious Thomas J. Watson research 
centre, he was courted by many interna- 
tional companies. But he opted instead to 
join a local software start-up called Tejas 
Networks. The firm has been able to poach 
engineers not only from the Indian labs of 
Cisco and Lucent, but from as far away as 
Bell Labs in New Jersey. Project managers at 
foreign firms’ research labs are now fre- 
quently lured by local ventures. Even Texas 
Instruments, which has had facilities in Ban- 
galore since 1985, has felt the pinch of this 
start-up bug: some half a dozen of its top In- 
dian engineers recently left to strike out on 
their own. 

In the life sciences, too, Indian investors 
hope to turn local rap into commercial suc- 
cess. Last December, Purnendu Chatterjee, 
head of an investment fund backed by 
George Soros, set up a company called 
Chembiotek to conduct life-sciences re- 
search near Calcutta. While paying its bills 
by doing contract research for Bayer and 
Procter & Gamble, Chembiotek is moving 
forward with its own rap activities. For in- 
stance, its 30 scientists are investigating gene 
therapy with a view to developing a cure for 


diabetes. The facility plans to hire 80 more 
senior chemists and biochemists within the 
next two years. 

In the long term, the hope is that Indian 
firms and individuals who have made their 
fortunes abroad, or by doing contract work 
for foreigners, will plough money back in the 
form of venture capital. This is already hap- 
pening. For example, ege, an American tech- 
nology company founded last autumn by 
Somshankar Das, a Silicon Valley-based 
venture capitalist, along with Wipro’s former 
head of Rap, plans to spend $300m incubat- 
ing Indian start-ups over the next three 
years. Rafiq Dossani, a Stanford economist, 
estimates that $5 billion in venture capital 
has been raised for investments in India over 
the past year. 

Once that money is put to work, Indian 
businesses may see another first: a shortage 
of manpower. According to a recent survey 
by India’s National Association of Software 
and Service Companies, demand for 1T pro- 
fessionals is expected to rise from 340,000 
last year to 800,000 by 2005. Big companies 
are throwing money at the problem: Cisco, 
for instance, has pledged the Indian govern- 
ment $10m to set up 30-odd “networking 
academies” across India. If the present ven- 
ture-capital boom continues, many of their 
graduates will have a shot at setting up their 
own home-grown firms. The rest will no 
doubt find something to do at Cisco. 

—_s 





Pondhopping 


FRANKFURT 


NLY ten months have passed since 

Veba and Viag, two German utilities, 
were knocked together to form a new com- 
pany, E.ON. The metamorphosis did not stop 
there. E.On has been continuously casting 
off “non-core” businesses, from telecoms to 
packaging, and trying, usually unsuccess- 
fully, to merge with other European utilities. 
On April 9th came the latest, biggest stage in 
its transformation. If it wins regulatory ap- 
proval in Europe and America, it will make a 
friendly offer for Powergen, a British energy 
company. The deal, which will cost E.ON £5.1 
billion ($7.3 billion) in cash, will turn it into 
the world’s second-biggest energy supplier 
behind Electricité de France. 

E.0N’s boss, Ulrich Hartmann, calls the 
takeover a “double hit”. First, E.On is leaping 
into another European country. As well as 
minority stakes in Russian and Swiss energy 
companies, it owns 40% of Sydkraft, a Swed- 
ish electricity company, and it has offered to 
buy the rest. Second, in LG&E, Powergen’s 
Kentucky subsidiary, it will also acquire a 
springboard into the huge American energy 
market. Mr Hartmann says that he wants to 
buy more companies in the United States, 
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especially in the mid-west. 

Like other utilities, including rwe, its 
German rival, E.oN’s ambitions are narrow- 
ing in scope at the same time as they are 
spreading geographically. The vogue these 
days is to become a “multi-utility”, supply- 
ing electricity, gas and water, but little else. As 
E.ON moves into America, itis also becoming 
amore dedicated follower of fashion. 

Just as well, because American law re- 
quires it. Buyers of American utilities must 





SAN FRANCISCO 


OR months it has teetered on the brink, 

while Califomia’s politicians have 
wrestled to keep it from falling. Then, on 
April 6th, Pacific Gas & Electric (pG&e) 
* | tumed its back on its would-be rescuers 
and pitched itself into bankruptcy. Itis the 
largest utility and the third-largest Ameri- 
can firm of any kind ever to file for Chap- 
ter u of America’s bankruptcy law. Doing 
so weakens politicians’ influence over its 
fate by placing it in the hands of a bank- 
ruptcy judge, whose 14-year term of office 
| insulates him from worry about elections. 
| The troubles started because regula- 
tions prohibited both pcar and Southern 
California Edison, the state’s other big 
| utility, from raising the rates at which they 
"| sold electricity to retail consumers. When 
wholesale power prices soared last year, 
the utilities plunged into debt. California's 
politicians have been falling over them- 
selves ever since to unscramble the mess. 

The immediate impact of pGar’s 
bankruptcy on consumers will be mini- 
| mal. The utility will continue to manage 

the distribution of power to its 13m cus- 
tomers in northern California; the risk of 
power cuts later in the year has not 
changed, since the same supply shortages 
apply as before. The Chapter 11 filing will 
allow pcae to devise a plan to meet as 
much of its debts as it can, but it will not 
solve the fundamental crisis. 

If it is to dig itself out of trouble, what 
PG&E really needs is a rate increase, cou- 
pled with clearance to use the extra reve- 
nue to pay down its debts. Normally, in- 
creases can be imposed only by the state 
mere 
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judge, however, has wide authority to en- 


overall, have risen among the largest firms 





themselves be mainly utilities. Presenting 
the planned takeover, Mr Hartmann prom- 
ised a long list of divestments that will help 
E.ON tocomply. Much of this, such as the sale 
of its interests in oil, logistics, aluminium 
and the manufacture of silicon wafers, was 
planned anyway. However, E.ON is now go- 
ing further than it had previously promised. 
Within three to five years it will sell its 65% 
stake in Degussa, a listed chemicals com- 
pany. Until now, E.on has maintained, al- 





regulatory commission. A bankruptcy 


sure that creditors get as much of what 
they are owed as possible, and lawyers for 
PG&E may argue that this would include 
ordering the state to raise electricity rates. 
This theory has never been tested. A 
bankrupt Texan utility made a similar ar- 
gumentin the early 1990s, but the case was 
settled before the judge could rule. 

Creditors (and bill-payers) may try to 
direct the court’s attention elsewhere in | 
the search for funds. In the years before 
wholesale prices soared, PG&E passed big 
profits up to its parent company, PG&E 
Corp. So far, the parent has kept its cash 
from trickling back down to its ailing off- 
spring, but the rumble of populist Califor- 
nian anger about profiteering has been 
growing louder. Gae Corp could find it- 
self exposed to protracted legal scrutiny of 
the efforts it has made to insulate itself 
from the risks of a market in which it has 
profited handsomely. 

Whatever the stratagems, the legal 
process is likely to be protracted. Chapter 
1u cases, although becoming less frequent 


H 


in the past 15 months, thanks to bad debts 
generated by a resurgence of junk-bond 
issues starting in 1998. The average case 
lasts a year, but some can run to seven | 
years, and this one is both big and com- | 
plex. Californians and their politicians 
will, however, face a reckoning sooner 
than that, with the summer promising | 
power cuts, recession—and the very rate 
increases that they have tried to avoid. 
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beit without much conviction, that chemi- 
cals was a core activity. 

As a side effect, the same law will help to 
dismantle a small part of Germany’s web of 
corporate cross-shareholdings. It says that 
utilities’ owners should themselves have no 
shareholder that owns more than 5%. Al- 
lianz, a big German insurer with many 
stakes in other companies, holds just over 
10% of E.on. lt and the state of Bavaria, which 
owns just over 5%, will have to sell some 
shares if the deal is to go through. Talks are 
expected to start after Easter. 

Allianz has already shown that it is pre- 
pared to reduce its stake in E.On if the price is 
right. Last December, it issued securities 
worth €2 billion ($1.8 billion), whose value is 
linked to the performance of the German 
stockmarket. When these mature in 2004, 
Allianz can choose to redeem them with 
shares in three companies: one is E.ON. 
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Corporate durability 


A talent for 
longevity 


FTER a decade or so when new compa- 
nies seemed to dominate the headlines, 
old companies may at last be back in fash- 
ion. There is something reassuring about a 
company such as Shell or General Electric, 
which were in the world’s top dozen by mar- 
ket capitalisation way back in 1912 and are 
still there today (see table). But why are some 
companies more durable than others? 

The key, says Jerry Porras of Stanford 
University, who gave a lecture on great and 
long-lived companies at the Royal Society of 
Arts in London on April nth, is “the way a 
company is put together". He is doing a study 
of European companies that are not just sur- 
vivors, but widely admired and respected: 
the list includes Shell, Siemens, bmw and— 
sadly—-Marks and Spencer. A similar study 
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in America, he says, showed thatadmiration 
and durability went together with “makinga 
contribution to the environment in which 
they operate” and being “deeply embedded 
in the fabric of society”. 

One reason why some successful firms 
do not endure, argues David Garvin of Har- 
vard Business School, is that “relatively few 
business sectors are forever.” That helps to 
explain why Pullman and Singer have van- 
ished from the top dozen: no longer do peo- 
ple travel much by train or run up most of 
the family’s clothes at home. In that sense, he 
says, the big oil companies are anachro- 
nisms; for, sooner or later, the world will run 
out of hydrocarbons. If they have not found 
anew niche, they will go the way of us Steel. 

Mr Garvin, who is doing a five-year 
study of the management of ten global gi- 
ants, sees two main routes to durability. One 
is “active reinvention”, such as Gr’s ability 
deliberately to adapt. The other is “organic 
adaptation’: 3m, founded in 1902, has sur- 
vived by edging sideways from abrasives 
and adhesives into new markets. Looking at 
the crop of companies that have soared to 
the top in the past decade or so, he singles out 
Dell Computer as possibly having suffi- 
ciently flexible and transferable supply- 
chain management to be tomorrow's 3M. 

Reinvention and adaptability are not the 
whole story, however. John Kay, a British 
economist, points to the importance of com- 
petitive advantage. Market power, of the sort 
conveyed by licences or regulation, tends to 
erode over time. Technological innovation 
brings transitory gains, unless a company 
understands how to reinvest to widen its 
base, as Glaxo has done. But brands and 
reputation, if managed properly, can also 
prove remarkably durable. Yet “it is possible 
to screw up,” admits Mr Kay. “My students 
cannot believe that Hilton was once a ge- 
neric term for a very good hotel.” GE is an ex- 
traordinary example of a company whose 
strength lies in its ability to pick and train the 
best managerial talent. For most of the 2oth 
century, Ge had a succession of chief execu- 
tives just as admired as Jack Welch. 

None of these explanations answers the 
question that John Sunderland, chief execu- 
tive of Cadbury Schweppes, whochaired Mr 
Porras’s lecture, poses. His company is a 
combination of 200-year-old Schweppes 
and 150-year-old Cadbury, imbued with the 
strong social conscience of the Quaker Cad- 
burys and owner of some of Britain’s (and 
the world’s) best-known food-and-drink 
brands. That might explain why the com- 
pany is both durable and admired. Yet,as Mr 
Sunderland points out, Rowntree was also a 
150-year-old Quaker company with a stable 
of brilliant brands, but “was sold out [to Nes- 
tlé] by the investment managers in ten min- 
utes.” What makes the difference? Some- 
times, it seems, old companies just roll over 






























Online services 


The human touch 





Two articles consider how companies are changing the way they use the 
Internet. The first looks at a new wave of “cyborg” firms that combine 
computer power with human expertise; the second examines why previously 


free services are now being charged for 


ESPITE the best efforts of programmers, 

there are still many things thatcomput- 
ers just cannot do. Examples include distin- 
guishing between suspicious and legitimate 
behaviour on a corporate network, or sorting 
junk e-mail from genuinely important mes- 
sages, or providing detailed answers to par- 
ticular questions. For these tasks, which re- 
quire judgment, expertise and experience 
that cannot be easily captured in software, 
some firms have adopted the unusual tactic 
of using people as part of their network in- 
frastructure. Such “cyborg” companies use 
computers as levers for the mind, to make 
the most of precious human expertise. 

Counterpane Internet Security, based in 
San Jose, California, uses this technique to 
provide a security-guard service for cor- 
porate networks. Its founder, Bruce Schneier, 
realised after many years of working as a se- 
curity consultant that no network could ever 
be made truly secure, no matter how much 
fancy hardware and software was available. 
There would always be weak spots, often 
caused by human failings. The best ap- 
proach to security, Mr Schneier decided, was 
to assume that break-ins will occur—and to 
use people to spot them. 

Special software exists to identify net- 
work intrusions, but once an attacker has 
worked out how the software works, it can 
be circumvented. Human experts, on the 
other hand, are harder to fool, although soft- 
ware is still needed to enable a single oper- 


ator to keep watch on dozens of networks 
simultaneously. Counterpane’s approach is 
to install “sentry” machines on its clients’ 
networks. These relay a stream of status mes- 
sages to a central secure operations centre. 
Human operators sitting at consoles monitor 
the status of around 50 sentries at once, 
watching for anomalous behaviour. If any- 
thing fishy is detected, the alarm is raised 
and the client's technical staff can take ap- 
propriate action. 

Using highly trained people to look out 
for trouble has a number of benefits. For a 
start, there are economies of scale: since in- 
trusions are rare, each operator can watch 
many networks at once. This also enables 
operators to spot trends that would other- 
wise go unnoticed—such as a hacker using a 
particular style of attack on several different 
networks, or aiming at firms in a particular 
business (such as banking or e-commerce). 
And operators can make allowances for hu- 
man foibles, such as recognising the night- 
shift operator with chubby fingers who 
tends to mistype his password. 

Brightmail, based in San Francisco, also 
uses people to filter information flowing 
across the Internet. Its customers are Internet 
service providers, that want to stop junk e- 
mail, or “spam”, and messages infected with 
computer viruses, before they reach theirin- 
tended recipients. This process can be auto- 
mated, up to.a point, but spammers and vi- 
rus-writers quickly find ways to defeat most 
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software filters. 

~ Brightmail’s operators monitor decoy e- 
mail accounts, looking for new examples of 
spam or viruses that can defeat filters. When 
an example is found, the operators update 
the filter, and the new filter is then automati- 
cally relayed to Brightmail’s customers. Since 
sending out a million junk e-mails takes 
quite a while, this rapid response makes it 
possible to detect and destroy subsequent 
messages before they do any damage. 

The cyborg firm that comes closest to the 
sci-fi vision of people plugging cables into 
their heads is Keen, another San Francisco 
firm. Keen in effect allows experts to rent out 
their brains over the Internet, charging by the 
minute. Anybody can register on Keen's 
website as a “speaker” on a particular sub- 
ject, such as computer troubleshooting, tax 
regulations or tarot-card reading. Speakers 
specify when they are available and set a 
billing rate, which averages $2 per minute. 

Users of Keen who are looking for an- 
swers to a particular question choose a 
speaker and click a “call now” button. Keen 
then calls both the user and the speaker over 
the ordinary telephone network. Once the 
call is over, the user is billed and is also in- 
vited to give the speaker a numerical rating, 
which appears on the website and helps dis- 
tinguish real experts from charlatans. Speak- 
ers pocket 70% of the call revenue; some are 
earning over $2,000 a week. 

According to Karl Jacob, the firm’s boss, 
Keen has been successful—it is one of the 20 
most popular Internet merchants, and has 
more than 2.5m paying customers—because 
people want answers from people, not com- 
puters. Talking to a person is better than 
reading even the most detailed list of “fre- 
quently asked questions”, he suggests, be- 
cause it is easier to assess the trustworthiness 
of the information provided and to focus on 
a particular topic of interest. Keen has just 
launched its service in Britain, where a MORI 
poll found that nine out of ten people would 
rather talk to another person when search- 
ing for expert advice than scour the Internet. 
Even in the disembodied world of the web, 
there is a lot to be said for the human touch. 


The Internet 


Easy.com, 
easy.go 


SAN FRANCISCO 


ALL it the end of the free lunch. In recent 

years, consumers have become used to 
feasting on online freebies of all sorts: news, 
share quotes, music, e-mail and even speedy 
Internet access, These days, however, dot- 
coms are not making news with yet more 
free offerings, but with layoffs—and with 
announcements that they are to start charg- 


ing for their services. 

Content sites pioneered the trend. To 
gain access to Variety.com, the online ver- 
sion of the film and music-industry news 
magazine, as well as to some sections of 
TheStreet.com, a business-news website, us- 
ers now have to pay an annual subscription 
of $59 and $199.95 respectively. Salon.com, a 
political and literary online magazine, offers 
its readers a choice: either put up with bigger 
advertisements or pay a subscription of $30a 
year. Now other types of electronic offering, 
such as PayMyBills.com, are also morphing 
from free to fee. 

The company that everybody is watch- 
ing is Yahoo!, an online media giant. If the Sil- 
icon Valley company, which attracts nearly 
190m users a month, cannot get people to 
pay up, few other consumer websites will be 
able to manage it. Faced by a shortfall in ad- 
vertising revenue, Yahoo! is now trying to 
make money elsewhere. Earlier this month, 
itintroduced a real-time share-quote service 
for a monthly fee of $9.95 and announced 
that it is to market an online music subscrip- 
tion service called Duet, which will be 
launched by Sony and Vivendi Universal 
this summer. 

It comes as no surprise that Internet 
firms should be looking for new revenue 
streams. Although dotcoms have mostly 
been depicted as the epitome of entrepre- 
neurship, many are in fact the product of vir- 
tually free access to capital. Venture capital- 
ists, equity markets and banks pumped 
billions into online start-ups—to reach as 
many “eyeballs” as possible and then sup- 
posedly “monetise” them by selling ad- 
vertising. But those days are over. Now, these 
firms have to come up with more plausible 
business models. 

This will not be easy, especially for con- 
tent providers. The recent trend notwith- 
standing, there will always be a lot of free 
material online, with which paid sites must 
compete. Volunteers are producing more 
and more Internet content, for example in 
the form of “web logs”, online diaries about 
anything imaginable, which are sometimes 
better than professional journalism. And 
many commercial sites will resist the urge to 
charge. Print publications, for example, are 
unlikely to scrap their free online editions 
soon, because these generate a lot of new 
print subscriptions and have (so far) only 
slightly dented the publications’ offline 
businesses, if at all. 


Can pay, but won’t 


The real problem, however, appears to be 
that Internet users have come to expect on- 
line services to be free, at least in America. 
Only pornography websites, and the online 
edition of the Wall Street Journal, have so far 
attracted a large number of paid subscribers. 
Consumers’ unwillingness to pay (see chart) 
appears to be particularly pronounced 
when it comes to services that were formerly 
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free. When Yahoo! started charging fees for 
its auction services in January, for instance, 
listings dropped by more than 80%. 

Even those users who are willing to open 
their wallets are loth to make small pay- 
ments here and there, preferring instead to 
pay a flat fee, says Andrew Odlyzko, a re- 
searcher at AT&T Labs. This aversion to being 
“nickelled and dimed” does not bode well 
for sites such as Yahoo! that want to charge 
extra for this or that premium service. In- 
stead, it favours the business models of com- 
panies such as AOL, whose subscribers pay a 
flat monthly fee that gives them access to 
most of aor’s content and services. 

So whatis a struggling dotcom todo? The 
best hope is just what most, including Ya- 
hoof, are doing: to cut costs, broaden existing 
revenue streams and tap into new ones as 
much as possible. Some Internet companies, 
such as cnet Networks, have already made 
more space for advertisements. Others have 
syndicated their content and services to 
other websites or are trying to make money 
from e-commerce. Interestingly, the start- 
ups that seem to be best prepared for these 
changes are those that, for one reason or an- 
other, were not showered with cheap capital 
and always had to struggle to make ends 
meet. An example is PlanetOut.com, a web- 
site aimed at gays and lesbians. 

Many Internet start-ups will end up 
closing their virtual doors—or being bought 
by large traditional companies, once valua- 
tions have dropped low enough. It would be 
ironic indeed if many erstwhile leading 
lights of the “new economy” ended up as 
loss leaders of some boring old-economy 
corporation. 
ete Aa a nasi nl 
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Czech television 


Fuzzy picture 


PRAGUE 


HE battle for control of Russia's NTv sta- 

tion has grabbed most of the headlines in 
recent weeks, but equally gruesome televi- 
sion-industry dramas are being played out 
in other parts of the post-communist world. 
One intriguing example is the long-running 
scrap over the Czech Republic’s rv Nova, the 
most successful commercial-television 
start-up in Central Europe. 

Tv Nova was founded by Ronald Lau- 
der, heir to the Estée Lauder cosmetics for- 
tune, along with Vladimir Zelezny, a Czech. 
Mr Lauder says he invested $140m in the 
channel before Mr Zelezny stole it from him. 
After winning $23m against Mr Zelezny in 
arbitration, Mr Lauder is now seeking fur- 
ther satisfaction by suing the Czech Repub- 
lic for $500m in international courts, for not 
protecting his investment. He has already 
embarrassed the Czech government by tak- 
ing out full-page advertisements in Ameri- 
can papers giving warnings of the dangers of 
investing in the Czech Republic. 

The relationship began well enough. In 
1992 it was agreed that Mr Zelezny, who held 
the necessary operating licence with Czech 
partners, would manage tv Nova; Mr Lau- 
der’s company, cme, and its subsidiaries 
would provide content and services. Mr Ze- 
lezny, a fast-talking former dissident, under- 
stood what working-class Czechs craved: 
smut, soap operas and sensationalism. “He 
would broadcast porn at three in the after- 
noon if he could,” says one Prague insider. rv 
Nova quickly established itself as the most 
profitable station in Central Europe and be- 
came the main provider for cme, turning a 
profit of $500,000 a week. That partly offset 
cMe’s disastrous performance in other for- 
merly communist markets, not least in Po- 
land, where the company had lost $86m. 

Things turned unpleasant in 1999. When 
Mr Lauder fired Mr Zelezny in a dispute over 
tv Nova’s licence—which Mr Lauder 
needed in order to sell cme to a prospective 
buyer—Mr Zelezny simply took the licence 
and set up his own operation, cutting CME 
out of the loop. Mr Zelezny brushes off the 
range of charges against him. “It is a local war 
with aglobal player,” he says. 

Fred Klinkhammer, a Canadian who 
took over from Mr Lauder as head of cme, is 
contemptuous of Mr Zelezny, accusing him 
of benefiting from pervasive corruption in 
the Czech Republic’s regulatory bodies. He 
claims to have forensic proof that Mr Ze- 
lezny forged important contracts. Mr Ze- 
lezny, naturally, has forensic findings of his 
own that contradict this. 

Through it all, rv Nova has continued to 
prosper. When he walked out on Mr Lauder, 
Mr Zelezny points out, all he had was the li- 
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cence. “In three weeks we 
achieved the same ratings. 
We had nothing. No build- 
ing. No cameras. No ar- 
chive.” That is not quite 
true: Mr Zelezny had 
friends in high places and 
generous lines of credit 
from local banks. tv Nova 
now has a 52% share of the 
market. Mr Zelezny puts the 
success down to lean man- 
agement and “mercilessly 
commercial” program- 
ming—referring perhaps to 
the channel’s naked weather-girls. 

Even if Mr Zelezny is cornered into pay- 
ing the $23m he owes Mr Lauder (he claims 
that a contract with an obscure Liechten- 
stein company exempts him), local analysts 
reckon that rv Nova will continue to make 
money, helped by a protracted strike at the 





Merciless Zelezny 


rival state television group. 
Mr Zelezny is despised by 
the print media; Czech 
politicians, with an election 
due next year, cannot af- 
ford to be so unfriendly. tv 
Nova news, after all, is 
watched by 73% of Czechs. 
Mr Zelezny has big 
plans. He would like to buy 
his own studios, to expand 
into Slovakia (where he 
wants to knock a CME- 
owned station out of busi- 
ness) and to set up two or 
three subscription channels, priced within 
reach of middle-class Czechs. His big dream, 
however, is to break into radio. “It is all about 
adding value with the minimum of invest- 
ment,” he says. That is something cme has 
learned the hard way. 
a 














Rebirth of a salesman 


OR all the new technology applied to 

the manufacture of drugs, the market- 
ing of pills remains a curiously old-fash- 
ioned practice. In America, an army of 
63,000 drug-firm sales reps pound the 
pavement in an attempt to persuade doc- 
tors to prescribe their company’s pro- 
ducts. Last year, such doctor “detailing” 
accounted for almost half of the $15.5 bil- 
lion that drug companies spent on pro- 
duct marketing. 

Unfortunately, more money and 
manpower do not necessarily buy the ear 
of doctors, who have little time to listen to 
drug salesmen who turn up on their door- 
step. According to Health Strategies 
Group, a consultancy, only 60% of such 
visits result in a meeting with a doctor, 
which is anyway usually only a brief en- 
counter: almost 90% of such meetings last 
less than two minutes. This is frustrating 
for the pharmaceutical firms, which are 
keen to push their products quickly and 
so get ahead of rivals. 

A solution may lie in electronic mar- 
keting or “e-detailing”. A dozen firms 
have sprung up to pitch drugs to doctors 
over the web and via other remote chan- 
nels, giving them easy access to such in- 
formation at times that are convenient. 
Some ventures, such as ePocrates, send 
brief product information on to the hand- 
held devices that are now used by 130,000 
American doctors, who can get more in- 
formation about a drug made by, say, Eli 
Lilly, by sending a message requesting it. 

Another firm, RxCentric.com, based 
in New York, acts as an Internet service 
provider (isp) for doctors, offering them 
access to product information on the web. 


The firm alerts doctors tonew products by 
e-mail; they can then get more details by 
visiting drug companies’ sites within the 
RxCentric tsp. 

Many doctors would welcome meet- 
ings with sales reps if only they could take 
place at a better moment. This is what 
iPhysicianNet, based in Arizona, hopes to 
facilitate. The firm has installed comput- 
ers, with high-speed phone lines and 
video-conferencing equipment, in the of- 
fices of almost 7,000 of America’s highest- 
prescribing doctors. In exchange for this 
free set-up, doctors agree to participate in 
one video-detailing session per month 
with each of the nine drug makers— 
among them Merck and GlaxoSmith- 
Kline—that pay for the service. 

Sales reps can use this system to re- 
quest a session with a doctor, who can 
then respond at a more suitable time. Be- 
cause the session takes place at the doc- 
tor’s convenience, it lasts on average four 
times longer than typical sales visits. 
Moreover, the video format allows sales 
reps to show data and other visual aids 
that make the session more informative— 
something that a rushed meeting in the 
doctor's surgery rarely permits. 

iPhysicianNet claims that each video 
session costs $110, compared with almost 
$200 for a real-life encounter. It also says 
that pilot trials have shown that its service 
boosts new prescriptions by 14% com- 
pared with the knock-on-the-door ap- 
proach. W.R. Hambrecht, an investment 
bank, predicts that drug companies will 
spend $600m on e-marketing by 2004. In 
pharmaceuticals at least, shoe-leather 
salesmanship is slowly losing its shine. 
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A revolution of one 


Michael Dell invented a business model that all the world wanted to copy. Yet after all these 
years, almost nobody has. Why? 


OR all his success, Michael Dell has a lot to 

answer for. Bookshelves groan under the 
weight of books that discuss how best to learn 
from Dell Computer's nifty model of selling di- 
rectly to consumers and making rcs to order. 
No e-business conference is complete without 
a few slides on Dell’s virtual supply chains and 
enviably slender inventory. Executives from 
traditional manufacturing giants, such as May- 
tag and General Motors, make pilgrimages to 
Austin, Texas, to learn the Dell Way. After Gen- 
eral Electric’s Jack Welch, there is hardly amore 
admired boss than Mr Dell, the man who 
turned the commodity business of pc making 
intoa goldmine by doing things differently. 

Nowcome the hard times, exactly what Mr 
Dell’s famous near-zero inventory model was 
designed to weather best. And so far his com- 
pany has indeed held up well: on April sth, 
Dell announced that, unlike most ofits peers, it 
would not be cutting its (admittedly modest) 
profit forecast for the latest quarter. But what of those companies 
that copied the Dell model? Have they done as well? Hard to say: 
for the most part, they seem not to exist. 

Nearly 20 years after Mr Dell started his pc company, it re- 
mains ina class of one. Others may have adopted a bit of his model 
here and a bit there, but none has taken it far. Gateway, which be- 
gan life as a Dell clone, has since diverged with own-brand stores 
complete with—gasp!—depreciating inventory. Dell’s biggest 
competitor, Compaq, still sells most of its wares through indirect 
distribution channels. And Cisco proved just how unlike Dell it is 
in the most recent quarter, when its inventory spiked to nearly 
40% of sales. Dell’s is less than 6%, and falling (see chart). 

Outside the technology industry, the Dell-alikes get even thin- 
ner. Mercer Management's Adrian Slywotzky, author of one of the 
books that lionises Dell,can think of only twoexamples, to his sur- 
prise: Marshfield DoorSystems, formerly Weyerhaeuser Door 
(which makes customised doors) and Herman Miller, a maker of 
office furniture. 

Mr Dell himself is less surprised. Few industries, he says, have 
all the ingredients needed to copy the Dell business model prop- 
erly. And even in those that do, established companies are usually 
far too wary of undermining their existing 
businesses and sales channels topushdi- | Dellwether 
rect buying particularly hard. 


Dormitory days 

When he started his business in 1984, Mr 
Dell had no great plans to reinvent pc 
making. He simply wanted to assemble 
and sell computers out of his university 
dormitory. This was possible because a 
pc-clone industry had just emerged in the 
wake of 1Bm’s first machine, complete 
with an explosion of suppliers. Computer 
companies no longer needed their own 
research and manufacturing operations; 
instead, they could focus on assembly 
and marketing. Although Mr Dell did not 
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know it at the time, the new rc industry had 
several other traits that made it ideal—perhaps 
uniquely ideal—for the streamlined direct- 
sales operation that Dell now epitomises. 

As Mr Dell lists those qualities, it becomes 
alittle clearer why so few other firms have fol- 
lowed in his footsteps. For a start, pcs are made 
almost entirely from standard parts, available 
from many sources; there is no need to order 
special components long in advance. Con- 
sumers want to customise pcs, but within lim- 
its: faster or slower processors, more or less 
memory, but not their own colour or trim. 
Such limited customisation encourages a 
build-to-order model, without the need for a 
supply chain drowned by a huge number of 
parts. Moreover, the most expensive pc com- 
ponents quickly become obsolete and thus 
lose value by the day, so a pc maker's profit- 
ability is determined largely by the size of its 
inventory. This creates what Mr Dell calls 
“profit pools”: fat margins for the taking, if a company can slim 
down its stock of components by being more efficient than its 
competitors. 

Are there many other industries that share these traits? Mr Dell 
shrugs off the question. But all those visits from car companies 
have given him some insight into one other candidate, at least. 
American car makers put up with $80 billion worth of inventory a 
year, of which $50 billion is built in anticipation of orders. That sat- 
isfies the criterion of a high cost structure. Yet taking the car indus- 
try very far into Dell territory would quickly run into problems. 
Car companies have huge sales and distribution channels that 
fight fiercely any attempt tocircumvent them; in almost all Ameri- 
can states, itis illegal to sell cars any way but through a local dealer. 

Might a big technology company such as Cisco stand a better 
chance of becoming Dell-like? Cisco’s most expensive parts are 
custom processors and other semiconductors that it designs and 
commissions from chip makers. This violates Mr Dell’s rule of in- 
dustry-standard parts. Because Cisco asks its suppliers to make 
unique components, it must order to forecast. When it gets the 
forecast too high, it must take the components and watch them 
lose their value in a warehouse; if the forecast is too low, it cannot 
quickly find another supplier to make the 
parts. By contrast, when Dell is gaining 
market share it can simply take parts that 
were destined for its rivals; were it to lose 
share, it could easily sell unwanted stock. 

Might more businesses eventually 
take on the characteristics of pc making? 
The lesson of the past decade is that it will 
take longer than most guessed, if it hap- 
pens at all. That could be good news for 
Mr Dell, who gains market share when his 
competitors prove unable to follow him, 
but it is bad news for the consulting in- 
dustry that fed off his success. Mr Dell 
may be an inspiration, but he is too un- 
ique to be the paint-by-numbers role 
model the world had hoped to make him. 
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Through the wringer 


NEW YORK 


Banks are doing more than ever before to clamp down on money laundering. 


But is it enough? 


N MARCH, politicians in both Britain and 

America expressed dissatisfaction over 
their countries’ efforts to tackle money laun- 
dering. An influential committee of British 
members of parliament said that “the gov- 
ernment should take co-ordinated, coherent 
and properly resourced action to fight 
money laundering if the United Kingdom, 
through the City of London, is to maintain its 
reputation as one of the most important in- 
ternational financial centres.” 

In America, meanwhile, a report on 
money laundering by Senate Democrats 
criticised some of America’s biggest banks, 
including Citigroup, J.P. Morgan Chase, 
Bank of America and Bank of New York. In 
particular, the report criticised Citigroup, the 
financial-services giant that has done most 
toattract wealthy customers in far-flung cor- 
ners of the earth, for failing to crack down 
adequately on money laundering by some 
of its Argentine clients. The bank subse- 
quently admitted to “embarrassment” over 
its failure. “Too many banks in the United 
States, including some of the biggest, have 
been asleep at the switch,” claimed Carl 
Levin, the senator behind the report. 

Revelations of what the British commit- 
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tee dubbed “the worst excesses of klepto- 
cratic states” continue to undermine confi- 
dence in the determination of banks, and the 
ability of governments, to tackle the pro- 
blem. In February, for example, Citigroup 
was caught up in the corruption investiga- 
tion surrounding one of its wealthy custom- 
ers, Joseph Estrada, the ousted president of 
the Philippines. 

On the other side of the Atlantic, in 
March, 15 as-yet-unnamed banks operating 
in Britain were found to have significant 
weaknesses in their money-laundering con- 
trols. A report released by Britain’s Financial 
Services Authority (rsa), the main industry 
regulator, claimed that these banks had 
allowed some $13 billion to pass 
through accounts linked to the family 
of General Sani Abacha, a former mil- 
itary ruler of Nigeria. Even that was 
rather less than the £2 billion 
($2.9 billion) that Slobodan Mil- 
osevic and his entourage are al- 
leged to have slipped through 
banks in Greece, Cyprus and 
Switzerland during his time as 
leader of Yugoslavia. 

Such high-profile cases have 















laid to rest any lingering doubts that money 
laundering—best defined as the processing 
through the banking system of the proceeds 
of crime, in order to disguise their illegal ori- 
gin—is something that involves only drug 
dealers and unknown banks in banana re- 
publics, though such banks are certainly part 
of the story. Whether wittingly or not, many 
of the world’s best-known banks have be- 
come a central element in the process by 
which crooks clean up their ill-gotten gains. 

Despite the recent blaze of adverse pub- 
licity, there is evidence that big banks are 
taking money laundering more seriously 
than ever before. Most of them can show 
that they are doing a great deal more than 
they did (evenas recently as two years ago) to 
prevent the fruits of crime passing through 
their systems. The resources devoted to the 
task have grown rapidly, particularly the 
spending on technology to sift through 
money-transfer data for unusual activity. 
Citigroup, for instance, now has a 50-strong 
operation in Miami that isconstantly watch- 
ing out for suspicious activity. 

Any further tightening up on money 
laundering faces big obstacles. Banks under- 
standably want to protect the privacy of 
their customers, and they face fierce com- 
petitive pressure not to ask too many ques- 
tions. Moreover, new technology (such as 
anonymous electronic cash) may be making 
money laundering easier. Even worse, at- 
tempts to crack down may fall foul of genu- 
ine differences of opinion between regula- 
tors around the world about what, for 
money-laundering purposes, actually con- 
stitutes a crime. 


Global business 


Putting a value on money laundering is, by 
its very nature, a matter of ill-informed 
guesswork. The International Monetary 
Fund reckons that the amount of dirty 
money being cleaned through the world’s fi- 
nancial system is huge—between $500 bil- 
lion and $1.55 trillion a year, equivalent to 
some 1.5-5% of gross world product. 
Laundering has grown hand-in-hand 
with globalisation, and particularly with the 
lifting of capital controls and the de- 
velopment of international payment sys- 
tems. These allow money to be shifted in 
seconds between banks in different , 
parts of the world that may not 
even be aware of each other's exis- 
tence. The sums of money being 
transferred are huge. Bank of 
America, for example, sees nearly $1 
trillion pass through its internal 
wires every day. As Alan Green- 
span, the chairman of Amer- 
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ica’s Federal Reserve Board, has putit, the in- 
ternational payment system is “crucial to the 
integrity and stability” of the world’s finan- 
cial markets. But it also provides big oppor- 
tunities for crooks to hide their money by 
shuffling it around the globe. 

Private banking is the laundering chan- 
nel that has received most attention. Private 
banking’s clients tend to be wealthy people 
who want their affairs handled with discre- 
tion—not least because they need help in ex- 
ploiting opportunities to minimise their tax 
bills. Traditionally, a bank that asked too 
many questions would find its customers 
taking their money elsewhere. So a “don’t 
ask; don’t tell” culture developed, in which 
money laundering was able to thrive. 

The revelation in 1999 that the Bank of 
New York had become a conduit for billions 
of dollars of suspect Russian money drew at- 
tention toan arguably more serious issue, the 
use in money laundering of “correspondent 
banks’’—banks that have their own account 
at another bank. Dirty Russian money was 
washed through the Bank of New York’s sys- 
tems via its correspondent banks, including 
one called Inkombank. 

Correspondent banking is crucial to the 
international payment system. But if money 
is paid into a foreign bank’s correspondent 
account at, say, Citigroup, it can be harder to 
find out about the source of the money (and 
its legitimacy) than if it comes through the 
private-banking route. This is especially true 
when there is “nesting”—ie, when a foreign 
bank opens an account at another foreign 
bank which has a correspondent relation- 
ship with, say, an American bank. A nested 
bank may gain the advantages of correspon- 
dent status without the American bank even 
being aware of it. 

Three-quarters of the big banks sur- 
veyed in the American Senate report had 
over 1,000 correspondent relationships 
apiece. The two biggest (which were not 
American) had 12,000 and 7,500 respectively. 

- As of mid-1999, the five American banks 










with the most correspondent accounts held 
$17 billion of assets in those accounts; the top 
75 banks had assets of $35 billion. 

To understand the complexity that this 
can give rise to, consider the difficulties of 
America’s Department of Justice during the 
recent “Operation Casablanca”, as de- 
scribed in the Senate report. Investigators 
found that funds allegedly laundered by il- 
legal drugs traders had been wired toa bank 
account outside America. They asked the 
government of the bank’s country for assis- 
tance, only to discover that the bank and ac- 
count to which the money was transferred 
were actually located in another country. 
Officials in that country then tried to seize 
the assets, but found that the bank had no 
buildings or branches there. The assets se- 
curing the bank's obligations were once 
again outside the country. In the end, it 
turned out that the money was sitting in the 
bank’s correspondent account at a big 
American bank in New York. 

For all the recent focus on big banks 
in established financial centres, banks 
in so-called offshore centres are still 
the main targets of anti-money- 
laundering efforts. As of 1998 there 
were around 4,000 offshore banks 
licensed by nearly 60 offshore ju- 
risdictions. Some 44% are in the 
Caribbean and Latin America, 
28% in Europe, 18% in Asia, and 
10% in the Middle East and Africa. 
They control an estimated $5 tril- 
lion in assets. 

Offshore banks are more likely than on- 
shore ones to be used by crooks. Many gov- 
ernments of small countries license banks 
largely because they are tidy revenue earn- 
ers. They donot want to regulate these banks 
ina way that scares off customers. The recent 
Senate report in America raised particular 
concerns about those offshore banks that are 
not subsidiaries of banks that have well-reg- 
ulated onshore operations. 

The worst offenders are “shell” or “brass- 
plate” banks, which have no physical 
presence in any location. Some 75 of 

the Cayman Islands’ 570 licensed 

banks are either shell banks or un- 
affiliated to any onshore regulated 
bank; so are 65 of the Bahamas’ 400 
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banks. Both of these jurisdictions now say 
that they no longer issue shell bank licences. 
Most new ones are now created by more 
fringe jurisdictions, such as the Pacific island 
of Nauru, which has issued 400 licences, and 
the Yugoslav Republic of Montenegro, 
which is selling private bank licences over 
the Internet for just $9,999. 


The new whitener 


America passed the world’s first law explic- 
itly directed at money laundering in 1986. 
The Money Laundering Control Act made it 
acrime fora person knowingly to engage ina 
financial transaction involving the proceeds 
ofa “specified unlawful activity”. Ever since, 
America has been leading the global fight 
against it. 

The recent report to Congress has stimu- 
lated fresh discussion of new legislation in 
America, but the chances of any new laws 
making it on to the statute book are slim. 
Phil Gramm, chairman of the Senate 
Banking Committee, recently boasted 

that “I killed the (Clinton) administra- 
tion’s anti-money-laundering leg- 
islation last year”—which would 
have banned dealings with banks 
in certain outlawed jurisdictions. 
He added that reform was “not on 
my agenda”, because America has 
strong laws already. 

Britain, too, has been 
increasingly active, though 
its regulators have hitherto 
lacked the power to discipline offending 
banks. The rsa will get new powers later this 
year that will turn it into a criminal pros- 
ecuting agency, broaden the definition of 
money laundering to include the proceeds 
of all crimes (not just illegal drugs and terro- 
rism), and allow it to write the rules defining 
what counts as money laundering. 

The action is most intense, however, at 
the multilateral level—which is hardly sur- 
prising, for there is a limit to what can be 
done by a single country acting alone. 
Money laundering is intrinsically global. 
Cracking down on domestic banks, ifit is not 
copied by jurisdictions elsewhere, may do 
little more than make those banks uncom- 
petitive in the global marketplace. 

Some of the multilateral moves have 
come from within the banking industry it- 
self. Last October, 11 of the world’s biggest 
banks, including several embarrassed by 
past money-laundering revelations, signed 
up to the so-called “Wolfsberg amı Princi- 
ples”, named after a Swiss town in which 
they were drawn up. These are a set of basic 
guidelines to avoid money laundering in 
private banking. The Basle committee of na- 
tional bank regulators, which sets common 
international standards for bank supervi- 
sion, recently said that it would also draw up 
agreed procedures for banks to use when de- 
ciding whether to accept a customer, and to 
help them in monitoring the activity taking 
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place in their accounts. 

The greatest progress, however, has been 
made by the ogcp’s Financial Action Task 
Force (FATF), which was established in 1989. 
Last July, it published a blacklist of 15 juris- 
dictions, ranging from Russia and Israel to 
the Marshall Islands, that are “non-co-oper- 
ative” with its anti-money-laundering ef- 
forts. These efforts are based on 40 recom- 
mendations, which are in the process of 
being updated to take into account the grow- 
ing involvement in money laundering of 
lawyers, securities firms, accountants and 
real-estate agents. 

The British parliamentary report in 
March echoed the ratr when it expressed 
concern at “the under-reporting of suspi- 
cious transactions by certain professional 
groups, in particular lawyers and accoun- 
tants”, who are “often prime targets for 
money launderers”. Of 14,129 suspicious 
transactions reported in 1998, a mere 0.7% 
came from accountants. Of the country’s 
12,500 solicitors, only 57 submitted a report. 

The FATF is now mulling over how to 
punish the countries on its list, whether to 
add new countries to it, and, more happily, 
whether to remove from it those that have 
done what the Farr asked of them. Its deci- 
sions will be made in June. The group’s ac- 
tions have, however, already had a striking 
impact. Since the blacklist appeared last July, 
the number of filings (by banks operating in 
America) of suspicious activity reports 
(sars)—ie, a significant money transfer 
whose legality the bank is unsure about—re- 
lating to the 15 jurisdictions have doubled. At 
the same time, many of the blacklisted juris- 
dictions have fallen over themselves to do 
whatever might get them delisted. Only four 
countries have made no serious attempt at 
co-operation: Lebanon, the Philippines, Na- 
uru and, by far the most significant, Russia. 
Although an anti-money-laundering bill 
has been tabled in the Russian parliament, it 
is notclear that it amounts to much. 

The Cayman Islands, which proclaims 
itself a serious financial centre increasingly 
used for institutional rather than private 
banking, is lobbying furiously to be removed 
from the list. It has introduced strong anti- 
money-laundering laws, and is now trying 
toconvince a somewhat sceptical aTr thatit 
is serious about implementing them. David 
Ballantyne, the Caymans’ tough-talking 
Scottish attomey-general, recently sub- 
mitted a detailed plan to the ratr of 
how this would be done. His emphasis 
is on prosecuting offenders: it is now 
possible to go to jail for up to 14 
years for money-laundering of- 
fences on the Cayman Islands. 


Know your customer 

There remain many obstacles to 
cracking down still further on 
money laundering. The first may 
be President George Bush. His ad- 
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ministration seems more 
sceptical than its predeces- 
sor about the value of par- 
ticipating in multilateral ini- 
tiatives. It remains to be seen 
whether this change of tone 
will lead to a real difference 
in approach, however. Sec- 
ond, there is the sheer diffi- 
culty of detecting money 
laundering. An official report 
in 1995 observed that looking 
for evidence of money laun- 
dering is not merely like 
looking for a needle in a hay- 
stack, but rather for “a nee- 
dle in aneedlestack”. 

Increasingly, regulators 
think that merely reacting to 
their requests is not enough. 
They want banks to play a 
proactive role in rooting out 
money laundering—which, 
say some critics, could “turn 
banks into cops”. At the 
heart of this is an innocuous- 
sounding regulatory re- 
quirement to “know your 
customer”. This means find- 
ing out who it is that wants 
an account before they open 
it, where the money has come from, and 
what happens to it afterwards. 

One obvious problem is that customers 
may not wish to be known in such a close 
fashion by their bank. In America, there is 
typically a political outcry whenever know- 
your-customer legislation is proposed, on 
the ground that it is a breach of privacy. Pub- 
lic opposition led to the withdrawal of such 
legislation in 1999. However, much of the 
thrust of the proposed laws was achieved 
anyway—through guidelines issued by the 
regulators last year. 

Outside America, for instance in Swit- 
zerland, the need for privacy in banking is 
often seen as even more essential—though it 
is a sign of changing attitudes that last year 
Austria decided to scrap its anonymous 
bank passbooks so as to avoid suspension 
from the ratr. Where the line between fight- 
ing crime and protecting customers’ privacy 
should be drawn is likely to be much de- 
bated over the next few years. 

The cost of searching for money laun- 
derers also imposes a limit on what can 
be done. Some staff are putting in so 
many extra hours at banks affected by 

recent scandals, trying to get to 

know their customers better, that 
they are getting to know their 
families less. Even trickier, the 
concerns raised about correspon- 
dent banking have created a new, 
and more elusive goal: to know 
your customers’ customers. 
At the same time, techno- 
logical developments may 
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be making it harder for banks to 
know their customers, even if 
they try. Regulators are increas- 
ingly worried about the poten- 
tial of anonymous electronic 
cash. So far, there is not much 
evidence that crooks are ex- 
ploiting it. But, according to one 
New York bank regulator, there 
is growing concern about a 
Mondex smartcard in usein Eu- 
rope which allows money to be 
transferred without leaving an 
electronic trail. 

Looming largest of all is the 
lackofaconsensus,even among 
the world’s richest, most pow- 
erful countries about what, for 
the purposes of fighting money 
laundering, should count as a 
crime. It may now be relatively 
easy to get such countries as 
Switzerland or even the Cay- 
man Islands to co-operate in 
tracking down revenues from 
the illegal drugs trade or terro- 
rism. But they may prove less 
helpful if the target is revenue 
from, say, Internet gambling—a 
big bugbear of the Senate report. 
And with some justification. 
Who are, say, the Americans to decide that 
an online bet took place in America, where it 
is illegal, just because the gambler used a 
computer in, say, Salt Lake City, when the 
company and the server taking the bet may 
be in a country where the gamble is legal? 
Should those countries be obliged togo along 
with America’s claim that any revenue gen- 
erated by Internet gambling is a fruit of 
crime? 

This question is even more acute when it 
comes to tax evasion or avoiding govern- 
ment-imposed controls on capital move- 
ments, the two main reasons people have 
traditionally used offshore centres. Should 
taxes evaded be treated by banks as the 
equivalent of profits from crime? Some crit- 
ics reckon that the hidden agenda behind 
the attack on money laundering is for big 
countries to make it much harder for their 
citizens to evade taxes by cutting off those 
offshore centres that offer low taxes from the 
international payment system. 

As the banks increasingly become an 
arm of law enforcement, nobody should for- 
get that much of the money flowing out of 
badly run countries may be genuine flight 
capital, not stolen cash. History counsels 
against too rigid a commitment to enforcing 
other countries’ definitions of crime. Those ' 
Jews able to get their money out of Germany 
during the 1930s broke the capital controls 
that were then in place. It would be sad if fu- 
ture victims of oppression were prevented 
from getting at their money by a wall of 
bankers-turned-sleuths. 
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Yet another emergency package disappoints in Japan 


“OR months the rift between the reformist 

. minority and conservative. mainstream 
in Japan’s ruling Liberal Democratic. Party 
(cpp) had been widening. When it came to 
drawing up a set of emergency measures to 
revive the sickly economy, the two sides al- 
mostcame to blows, On April 4th Hakuo Ya- 
nagisawa, the reform-minded minister of fi- 
nancial affairs, faced off with Shizuka 
Kamei, the party’s policy chief, who is a die- 
hard. interventionist. Disagreements over 
the detail and timing of some proposals de- 
layed the package’s announcement for two 
days. What was unveiled was still under- 
whelming. The stockmarket slid again. 

The package had once promised more. It 
was not, people said, going to rely on big- 
spending programmes, beloved by Mr Ka- 
meiand his cronies, to jump-start the econ- 
omy. Under Mr Yanagisawa’s influence, it set 
out to promote structural reform. In the end, 
the two main proposals were watered down, 
with other crucial details lacking. 

The first proposal aims to strengthen Ja- 
pan’s fragile banks, which have ¥70 trillion 
($560 billion) or so of problem loans on their 
books. To speed the process up, new mea- 
sures have set deadlines for banks to write 

_off non-performing loans. Banks are to be 
“urged to write off some ¥13 trillion of existing 
loans to borrowers classified as “in danger of 
bankruptcy” within two years. 

The plan fails to respond to the true scale 
of the banks’ problems, warns Moody's, a 
tating agency. It ignores masses of other 
troubled loans that are better rated by the 
banks, but are, in reality, just as wobbly. Had 
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this new scheme been implemented in 
March 2000, then banks would not have had 
to write off loans to Sogo, a giant retailer that 
went bust shortly afterwards. Moody's pre- 
dicts that banks’ potential losses from such 
problem loans could exceed ¥20 trillion. 

The package is also vague about how the 
government will cope with unemployment 
and the need for retraining that would come 
with widespread bankruptcies in businesses 
the banks are now propping up, notably in 
retailing and construction. It thus raises 
doubts about whether the government is se- 
rious about structural reform at all. 

The government's second proposal is to 
set upa share-buying fund to help shrink the 
banks’ loss-ridden equity portfolios. The 
new vehicle is designed to buy shares from 
the banks at their market value and eventu- 
ally to sell them publicly in the form of mu- 
tual funds. Who will run the entity, or pay for 
its purchases, has yet to be decided. 

The move is meant, in part, to help banks 
unwind the large cross-shareholdings that 
they hold in their corporate chums. That 
could help to shake up a lot of industries that 
have until now been shielded from hostile 
bids. Reducing the banks’ equity holdings 
would also make them less vulnerable to 
stockmarket gyrations. Banks own some ¥ 43 
trillion of shares, equivalent to nearly one- 
and-a-half times their capital. The govern- 
ment plans to limit this in future. 

But why ‘does the government need to 
set up a fund to help the banks do this? One 
argument is that large share sales by the 
banks would make the stockmarket stagger. 


The prospect of sales was blamed last month 
for sending the benchmark Nikkei 225 index 
to its lowest in 16 years. 

Kathy Matsui of Goldman Sachs takes a 
different view. It is the low returns on equity, 
she argues, that are to blame for the stock- 
market’s weakness. Even if the new fund 
boosted share prices, gains would be short- 
lived without the better profitability that 
would follow restructuring and deregula- 
tion. In the meantime, there is a danger that 
government intervention could dent faith in 
the stockmarket’s role of pricing capital. The 
government could drive investors away, es- 
pecially foreigners. 

Mr Kamei seems intent on providing a 
short-term fix for the banks, all the same— 
especially since his party faces upper-house 
elections in July. What is more, starting in 
September most banks will have to subtract 
equity losses from their capital bases. Even if 
the stockmarket stays where it is, this will 
dent banks’ capital—and the market could 
fall further. Mr Kamei wants to help by hav- 
ing the fund approved and set up by then. 

Mr Yanagisawa, who has repeatedly ar- 
gued against old-style quick fixes, refuses to 
promise this. That is understandable. Help- 
ing them to close their books in September 
would not deal with the banks’ basic chal- 
lenges: how to write off bad loans and where 
to get the money to do it. If the banks need 
public funds to help them clean house (and 
Mr Yanagisawa’s claims that they do not are 
disingenuous), the government should pro- 
vide them directly—with harsh conditions 
attached—rather than give them an indirect, 
pain-free, bailout. 

Mr Yanagisawa has won a small victory, 
if you count beating back some of the more 
blatant bailout schemes. But can he hold on 
to his job? The pp and the government now 
face a vacuum after Yoshiro Mori, the prime 
minister, announced his resignation on 
April 6th. A new leader will not be chosen 
until April 24th. The uncertainty continues. 


- European interest rates | 
Standing firm 
66 AIT and see” continues to be the 

message from the European Cen- 
tral Bank. Contrary toexpectations, the bank 
held interest rates unchanged at 4.75% on 
April uth. It is the only big central bank that 
has not. cut interest rates this year. It is 
thereby ignoring the advice of the mmr, the 
oECD and most private-sector economists 
who fret that the bank is being too eager to 
fight inflation when much of the world ap- 
pears close to recession. 

The reason why the ecs decided not to 
cut rates is that the headline rate of con- 
sumer-price inflation in the euro area, at 
2.6% in February, is still well above the 2% 
ceiling of the bank’s inflation target. Core in- 
flation (excluding energy and food) is only 
1.7%, but it has been rising. Now the latest ev- 
idence suggests that inflationary pressures 
are easing. Most economists expect the 
headline inflation rate to drop below 2% by 
the summer, which should open the door to 
lower interest rates to support growth. 

The ecB’s refusal to cut interest rates was 
odd, since the economies of the euro area are 
not immune to the sharp slowdown in 
America. Yet the bank’s critics have tended to 
exaggerate the urgency of the case for rate 
cuts. Recent data from Germany, whose 
economy is most exposed to an American 
slowdown, have been dour enough. Ger- 
man manufacturing orders have fallen 
sharply this year, and unemployment has 
increased for three successive months. This 
week Germany’s six leading economics in- 
stitutes cut their growth forecast for this 
year, to 2.1%. 

But they still expect the euro area as a 









































whole—which is what the Ecs is supposed 
to care about—to expand by a respectable 
2.6% this year, down from. 3.4% last year. 
Economists at investment banks expect 
slightly slower growth. After falling for three 
years, unemployment in the euro area has 
stabilised since October (at 8.7%), suggesting 
growth has already slowed to its presumed 
long-term potential of just under 2.5%. 

Morgan Stanley, an investment bank, 
says that manufacturing is on the verge of re- 
cession, but this accounts for only one-fifth 
of total euro-area output. Business confi- 
dence has fallen sharply, but consumer con- 
fidence is holding up better than in America. 
Not only are Europeans less sensitive to fall- 
ing share prices; spending will also be bu- 
oyed by tax cuts that were planned last year. 

Despite this year’s forthright easing by 
the Federal Reserve, interest rates in the euro 
area are still a quarter-point lower than in 
America. Several economists still expect the 
ECB to cut interest rates to 4% by the end of 
this year. There are many who want this to 
happen sooner rather than later. They might 
try to stop bashing the bank. 





Credit-rating agencies 


New interests, new conflicts 


In their drive for new revenues, credit-rating agencies are opening themselves 


up to conflicts of interest 


T THE top of Moody’s first-ever pub- 
lished annual report, Clifford Alex- 
ander, its chairman, promises that the newly 
listed credit-rating agency will be one that 
“aggressively seeks new business opportuni- 
ties consistent with ethical standards and 
with our overall business objectives”. Mr 
Alexander and the rest of the management 
at Moody’s, which was part of Dun & Brad- 
street until its listing late last year, now have 
a share price to worry about. Standard & 
Poor’s (sap), the other rating titan, is not 
listed, but it is determined not to be left be- 
hind. Rating agencies are, as never before, 
bent on finding new sources of revenue. 
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Rating agencies are, of course, businesses 
first and foremost. They also have a power- 
ful, quasi-regulatory role in the world’s debt 
markets. Some pension and mutual funds 
are restricted from investing in certain 
bonds that the agencies decide are “sub-in- 
vestment grade”. In America alone, more 
than a dozen financial regulations depend, 
for their effectiveness, upon the notion of 
credit ratings. And in future, the rating agen- 
cies’ regulatory importance is likely only to 
increase. A new proposal from the Basle 
committee on banking supervision says that 
their ratings can be used as one way to de- 
cide the amount of regulatory capital a bank 









must hold against its loans. 

Asa result, itis hard for new competitor: 
to make much headway in the ratings busi- 
ness. Supervisors and investors demand a 
track record of reasonably accurate judg- 
ments about credit quality. Although Fitch, a 
French-owned firm recently pulled together 
from a number of small rating agencies, has 
won some market share, Moody’s and sap 
dominate the market as much as ever, Of the 
world’s companies with ratings, Moody’s 
rates 80% of banks and 78% of corporates, ac- 
cording to a Bis report. Standard & Poor's 
covers 37% of banks and 66% of companies. 
Fitch, their closest competitor, rates 27% of 
banks and 8% of companies. 

The way to keep growing, sap and 
Moody’s believe, is to extend their well- 
known brands into areas outside the mun- 
dane business of rating bond issues. Most 
companies in America and Britain that want 
credit ratings have them by now, so the po- 
tential for the agencies to expand in their 
main markets is limited. Already, they have 
branched out into rating asset-backed se- 
curities, commercial paper, bank loans and 
other financial products. 

Perhaps their most daring move has 
been into the field of risk consulting. In Feb- 
ruary sap launched its “Risk Solutions”, a 
new unit that offers, among other things, 
consulting and off-the-shelf quantitative 
models that banks use to predict the likeli- 
hood of default for the companies to which 
they lend. Moody’s has also been gathering 
risk-modelling expertise, most recently by 
linking up with Oliver Wyman, an Ameri- 
can financial-services consultancy. Both 
agencies believe that another of the Basle 
committee’s new proposals, to allow banks 
to use their internal credit-risk models when 
allocating regulatory capital, will mean swift 
growth in this area. 

Some people are unhappy about this 
new push into risk consulting. Inside the 
agencies, traditional analysts fear that they 
will be used to sell extra products on the back’ 
of the credit-rating brand, but ultimately to 
its detriment. Both Moody’s and sap insist 
on the value of subjective, qualitative judg- 
ments when they rate a company. By that 
logic, these people say, the agencies should 
not sell purely number-crunching models. 

Rival risk consultants argue that, be- 
cause Moody’s and sap wield power over 
banks in their regulatory capacity as rating 
agencies, these banks will feel obliged to buy. 
their risk models, regardless of how good 
they are. Selling risk consulting, says Arturo 
Estrella, an official at the Federal Reserve. 
who chaired a Basle Committee study group” 
on credit ratings, “could create a conflict of 
interest, but it is very much in the interest of 
the rating agencies not to allow even the per- 
ception that there is a conflict.” Leo O'Neill, 
sap’s president, acknowledges that the situ- 
ation will at least need monitoring. “If there 
is perception of a conflict of interest,” he 
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Introducing... 
The Premier Water Solutions Provider 


no million people supplied with water and wastewater services 
60,000 industrial customers 
10,000 water plants built 


ONDEO. One Name. One Vision. 


WHO ARE WE? We are 60,000 men and women from 130 countries 
united with one mission; to be the premier provider of sustainable 
water-related solutions and services worldwide. Our name may be 
new but we have a proven track record of over 120 years in water 
management, treatment, process and engineering. 


WHAT DO WE BRING? Whatever or wherever the need, we supply 
consumers and provide cities and industries comprehensive 
water-related solutions. We enhance services and optimize productivity 
and costs, while working in harmony with the environment. 


WHERE DO WE COME FROM? ONDEO is part of Suez, the world’s 

leading provider in energy, water, waste services and communications. 
ONDEO fuses the expertise and experience of our four water-related 
companies: ONDEO Services, formerly Lyonnaise des Eaux, ONDEO Nalco, 
formerly Nalco, ONDEO Degrémont, formerly Degrémont, and 
newly-created ONDEO Industrial Solutions. 


www.ondeo.com SNA Le Z 





WE FINANCE 
POWER FROM CHINA 
TO NEW ZEALAND. 


Like to pay your electricity bills online? 


www.dbs.com D) B: 


Surprising DBS. It might astound you just how big an impact DBS Bank has in Asia-Pacific. From billic 





dollar loans bringing power to remote corners of China to the convenience of paying bills and doing busine 


online. Our Asian perspective and commitment to world-class standards across our network of offices i 
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says, “we will evaluate our organisational 
structure.” 

Another new product from Moody’s, 
called “Rating Assessment Service” (RAs), 
also raises eyebrows. RAS, launched in the 
autumn of last year, charges a company 
€75,000 ($67,400) to tell it, in confidence, 
what its credit rating would be if it under- 
took a particular course of action, for in- 
stance a share buyback or an acquisition. If 
the company does not like the rating it might 
get for one proposal, it can, for €25,000 a 
pop, come back and ask about another. 
Standard & Poor's offers a similar service, 
which it calls “Ratings Evaluation Service” 
(res). Fitch has decided not to follow suit, 
says its chief executive, Robin Monro-Da- 
vies, smugly. “We looked at doing it and we 
saw the potential conflicts,” he says. “If you 
guarantee a ‘triple-A’ [rating] toa company, it 
becomes more difficult to change your mind 
afterwards.” 

Both the big agencies say that when a 
company does whatever it was planning, 
they reserve the right to change their minds 
about its rating—straightaway, if need be. 
Still, downgrading a company’s rating al- 
ways provokes anger, and the reaction is 
likely to be shriller if the company has just 
paid €75,000 or more to insure against sur- 





Ooh, you wouldn’t want that 


prises. Disputes might arise about what the 
company said it was actually going to do, 
and both sides might reach for their lawyers. 

Moody’s and sap are sensitive about the 
issue of whether they are offering rating ad- 
vice to companies. Offering advice would 
compromise s&p’s independence, says Tony 
Assender, head of res. What makes the dif- 
ference, he says, is that it is the company that 
thinks up the plans of action, not the agency. 
Yet in substance, there is little difference. 
Once a judgment has been delivered, sap 
analysts meet the company for a discussion 
about how the rating was arrived at. The 
company gets an insight into the agency's 
thinking, even if itis not packaged as advice. 
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These new services draw credit-rating 
agencies closer to the companies they judge. 
Moody’s says that 36% of its revenue is now 
“relationship-based”. On one level, that is 
no bad thing. Who better than Moody's and 
sap, with their long experience of credit rat- 
ing and their mass of data on corporate de- 
faults, to advise on managing credit risk? The 
guidance ras and res sell is of huge value to 
companies, and to the investment banks 
that advise them. Instead of having to guess 
at a rating and a company’s future cost of 
borrowing, they can now pay for certainty. 

When might the agencies overstep the 
line? The potential for conflicts of interest ex- 
ists in their core business now: it is compa- 
nies that pay for their own credit ratings, but 
investors that use them. To date, the rating 
agencies have mostly managed that conflict 
well. In 1996, though, Moody’s was the sub- 
ject of an antitrust investigation by Amer- 
ica’s Justice Department, which suspected 
that the agency’s practice of issuing “unsolic- 
ited” ratings on companies might be a way to 
force them to pay up for the full service. In 
the end the department did not bring 
charges. These days the two big rating agen- 
cies are cosying up to companies, not bully- 
ing them. That is not much of a reassurance. 
al ss 








ESPITE three half-point cuts in inter- 
est rates by the Federal Reserve in as 
many months, there has been no stam- 
pede into equities. Too little, too late is the 
general verdict by the investment manag- 
ers surveyed in our quarterly portfolio poll. 
Only Lehman Brothers and Daiwa greatly 
raised their equity allocations in the past 
quarter, while Credit Suisse and Com- 
merzbank slightly reduced them. Still, all 
our moneymen remain overweight in 
shares, with Robeco overweighting shares 
and bonds through a negative cash posi- 
tion—essentially by going overdrawn. 
Apart from the rate cuts, there are few 


Our quarterly portfolio poll 


obvious signals to inspire confidence in 
buying shares. Unemployment is rising in 
America, rekindling suspicions of a reces- 
sion. Big American companies are issuing 
profit warnings, and world stockmarkets 
have mostly followed American ones 
down. Given the gloom, our fund manag- 
ers’ take on American equities is fairly up- 
beat. With the exception of Robeco, they all 
increased their American holdings, or left 
them unchanged. Britain remains the most 
popular country in Europe for equity in- 
vestment, while the rest of Europe has 
fallen a little out of favour. 

In times of stockmarket turmoil, bonds 


1 


can seem like a safe haven—at least if there 
is little sign of inflation. Dollar-bond hold- 
ings have increased in almost all model 
portfolios. Lehman took the boldest step, 
shedding euro-denominated bonds for the 
sake of dollar bonds. The Swiss pair, Julius 
Baer and Credit Suisse, have stuck largely to 
dollar bonds, skipping sterling and yen 
bonds altogether. 

The American economy may be slow- 
ing, but the dollar rides high. And although 
European economies are in relatively good 
shape, holdings of euro-denominated 
bonds continue to wane. Robecois alone in 
going for a slight increase in euro bonds. 
Yet, with the troubles in the American 
economy intensifying, could the conti- 
nent’s bonds now make a comeback? 
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FINANCE AND ECONOMICS 


Foreign exchange 


The long, dark shadow of Herstatt 


A new financial institution, meant to be up and running in October, is 
designed to reduce the risk of a crisis in foreign-exchange payments 


ATER this year, the way that the world’s 
main currencies are traded will change. 
Optimists claim that the result will be to re- 
duce risk and make the world a safer place. 
Pessimists say it will merely push risk else- 
where. Either way, the change is radical: a 
multilateral payment and settlement agency 
for currency deals among the 60-odd com- 
mercial and investment banks that are the 
most active traders in the $1.5 trillion-a-day 
foreign-exchange market. 

The creators of the new agency (to be 
known as cts Bank) have been haunted by a 
27-year-old ghost. In 1974 a small bank in 
Germany, Bankhaus Herstatt, was closed in 
the middle of the day by regulators. The 
bank was insolvent and it left the dollars that 
it owed on its foreign-exchange deals un- 
paid. There was a panic as banks rushed to 
freeze their outgoing payments, and the 
market ground to a halt. Even today, banks 
continue to bear the risk—known as “Her- 
statt risk”—that, because of different time- 
zones, they will not receive dollars in New 
York for the yen that they paid out in the 
morning, or the euros that they paid out in 
the afternoon. 


As the volume of foreign exchange 
traded each day soared into the trillions in 
the 1990s, central banks grew ever more wor- 
ried that Herstatt risk was still around, and 
on an even bigger scale. The foreign-ex- 
change marketis largely un- 
regulated. There are, for ex- 
ample, no regulatory capital 
constraints on the volume 
of foreign exchange that a 
bank may trade. In 1996, 
regulators warned banks 
that if they did not find 
their own way of reducing 
Herstatt risk, a capital 
charge would follow. 

Soa group of banks call- 
ing themselves the G20 
dreamed up a “continuous 
linked settlement” (cts) in- 
stitution, an intermediary 
that would track forex pay- 
ments due to member 
banks each day, receive 
funds on their behalf, and 
make the exchange of cur- 
rencies instantaneous, 


eliminating Herstatt risk. It sounded simple 
enough; but as the G20 got deeper into the 
project, they saw that it would mean a sea- 
change in the way that banks make pay- 
ments and manage liquidity, and even in the 
way thatcentral banks manage their domes- 
tic currencies. 

Since then, the problems and expense of 
reinventing foreign-exchange settlement 
have often seemed greater than the putative 
benefits. The cost of setting up cis Bank, 
once put at $60m, has climbed to over $300m 
at the last count. And that excludes the up- 








A Tiger economy 


OW much is Tiger Woods worth—not 
just to himself, but to the world econ- 
omy? The golfer, who this week became 
the first man ever to hold the four biggest 
tournament titles at the same time, has yet 
to top the lists of America’s wealthiest indi- 
viduals. In terms of economic might, as on 
the golf course, Mr Woods is hard to beat 
just now. 
A few years ago, economists and other 
pundits asked how much economic activ- 


press, Buick—and now Walt Disney. That is 
more than twice the total prize money that 
he has won as golf’s highest-ever earner. 
Measuring how much Gpr his en- 
dorsements have created is harder—and 
more intriguing. Nike brought in roughly 
$40m-worth of revenues from golf pro- 
ducts in 1995, the year before Mr Woods 
agreed to endorse its line, for $40m over 
five years. By 1998, when the business be- 
came a separate division, revenues had 





ity Michael Jordan, now retired, was 
responsible for generating. Jerry 
Hausman of mit and Gregory Leon- 
ard of Cambridge Economics, acon- 
sultancy, calculated that the super- 
star brought the National Basketball 
Association at least $50m in reve- 
nues each season. Fortune magazine 
added sales of products that bore 
Mr Jordan’s name or endorsement 
and produced a minimum of $10 
billion for his career. 

Will Mr Woods match Mr Jor- 
dan’s influence? At present, he earns 
more than $50m a year by endorsing 
products for Nike, American Ex- 
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Master of all he surveys 





reached $200m. Last year Mr Woods 
signed a new, five-year deal worth $100m; 
in the same year Nike Golf pocketed 
$300m in revenues. 

Mr Woods's biggest impact is on televi- 
sion. Last week, according to Nielsen Me- 
dia Research, 18.7m Americans watched 
the final round of the Masters—a one-third 
increase over last year, and a level only 
bested by Mr Woods’s 1997 win. Ratings 
translate into dollars from advertisers, says 
Mr Hausman, because the marginal view- 
ers are often young, college-educated, af- 
fluent men who watch little television be- 
sides sport. 

The Professional Golfers’ Asso- 
ciation is now negotiating a new 
television contract that may be 
worth $800m, $75m a year more 
than its last contract. It is hard to say 
whether Mr Woods's growing fame 
is responsible for all of that change, 
but Mr Leonard contends that no 
other golfer has transcended the 
sport to the extent he has—so that 
he is now a powerful draw on his 
own. Still, his chances of eclipsing 
Mr Jordan were set back this week: 
rumours are swirling that His Air- 
ness is ready take to the skies again. 
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-heaval to the banks’ own payment systems. 

Progress has been far from smooth. Last year 
the management of the cis project was re- 
placed. 

Still, the bones of the bank are now in 
place. It is to be based in New York, with its 
chief servicing offshoot in London, the big- 
gest foreign-exchange trading centre. The 
bank is to start and end each day without 
holding a penny of other banks’ money. 
Around 30 institutions are expected to be 
ready to deal in seven currencies if cis Bank 
goes live in October, as planned. 

Itis supposed to work as follows. Atmid- 
night Central European time (cet) each day, 
cis Bank will issue a payment schedule tell- 
ing each “settlement member” bank how 
much, and in what currencies, it needs for 
payments during the day. Settlements will 
begin in strict rotation at 7am cet and con- 
tinue until 9am cer. No payment will be 
made unless the payment from the counter- 
party to the trade is also ready. The payments 
are delayed until both sides are in place. 

This ought to mean that each party’s 
principal (often hundreds of millions of dol- 
lars) can never be lost—and Herstatt risk is 
no more. If the desired currency is unavail- 
able for payment, crs Bank will lend it 
against collateral in another currency. Once 
the settlement process is over, banks can 
(over the next three hours) take their funds 

_ out of cis Bank and put them to other uses. 

' Unless there are glitches, the daily process 
should be over by noon cet. 

That is the theory. Yet banks have not 
historically stuck to daily payment sched- 
ules: they like to hang on to their cash and 
deliver it as late as possible at the end of the 
working day. If crs Bank takes off, perhaps 
half of banks’ daily payments will have to be 
made by noon cet. They may need intra- 
day liquidity, probably from central banks. 
That is fine if it is in a bank’s home currency, 
but not so fine if, for instance, a Japanese 
bank needs dollars in New York. 

-=  Todeal with this problem, cis Bank will 
provide a service under which banks can 
make payments on each other’s behalf. But if 
they do that, they run the risk that their swap 
partner will not deliver—which reintro- 
duces a fresh element of (you guessed it) 
Herstatt risk. Central banks will also need to 
co-operate more closely to provide timely li- 
quidity to banks settling with cis Bank; they 
will also have to manage the effect of large 
intra-day demands on their home market. 

cis Bank has its detractors, notably 
those who believe that the foreign-exchange 

market should remain a jungle in which only 

» the fittest survive. It should not be genetically 
modified, these critics say. After all, prices 
are more transparent and dealing spreads 
lower than, say, for bonds or equities. 

There are also those in the wings with 
another product to flog: a foreign-exchange 
derivative which, because it is a bet settled 
for cash, also reduces Herstatt risk. This 


“contract for difference” is a popular way to 


gamble in the British retail market, because 
the proceeds are not taxed. For years, some 
bankers have wanted to see a similar pro- 
duct traded wholesale by banks. They think 
such contracts could be a cheap insurance 
policy should the cis Bank project fail. 

But will it? Central banks want tobe sure 
that any such bank can guard against any 
possibility of a systemic failure before they 
give it the nod. Otherwise, they will just sub- 
stitute one nightmare for another. 





Foreign—exchange trading 


Enter the little 
guy 


OULD online foreign-exchange trading 

have saved Turkey’s citizens from the 
brunt of the country’s financial collapse late 
last year? Richard Olsen thinks so. His com- 
pany, the Olsen Group, last month launched 
a trading platform aimed at small investors 
in need of currency hedges. Daily volume 
has already reached millions of dollars, he 
says, with trades being placed from Alaska 
to Yemen. The new exchange’s honeymoon 
might not last long, however. 

The Olsen Group’s platform, called 
FxTrade, is not the first attempt to bypass the 
banks that dominate the currency markets. 
Nevertheless, it offers investors some novel 
features. They can buy and sell all the most 
popular currencies in amounts as low as $1, 
with no minimum deposit and with lever- 
age of up to 20-to-1 there for the asking. Trad- 
ers can (for a fee) also use their accounts to 
pay for goods and services anywhere in the 
world, doing away with the need for ac- 
counts with the big banks. What is more, Mr 
Olsen provides tighter spreads than the 
broader markets—as low as 0.02% of a cur- 
rency’s value. He still makes money, he says, 
because his computers are so efficient. 

That said, rxTrade probably would not 
have saved Turkey. You can only open an 
rxTrade account with dollars. Once you get 
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rid of your lira, though, the battle is already — 
won—with or without Mr Olsen’s help. 
Starting a new exchange does not give a 
country’s population any prescience about 
market movements. Anyway, Mr Olsen 
does not trade in lira yet. 

FxTrade’s real usefulness lies elsewhere. 
Legions of investors badly need to hedge 
currency risks but cannot put up the capital 
needed to play in the big markets. These in- 
clude small import/export businesses, peo- 
ple who work outside their home countries 
and companies that rely on foreign suppli- 
ers. With only an Internet connection, any of 
them can now start trading. 

Given its narrow spreads, you might 
think that FxTrade would spark interest 
even among the heavyweight traders. That is 
unlikely. They care more about what Jim 
Turley, head of European foreign exchange 
at Deutsche Bank, calls the “hassle factor”. 
He doubts that the big banks will pay atten- 
tion unless FxTrade’s software, which is 
meant to work with online businesses, can 
fit neatly into the banks’ own confirmation 
and settlement apparatus. Moreover, 
FxTrade’s computers, which can easily cope 
with 100 trades a second, might not be so ef- 
fective at handling a much bigger chunk of 
the $1.5 trillion-a-~day market. 

For the moment, FxTrade’s small size 
means that it cannot be entirely autono- 
mous. The amounts of a given currency that 
are bought and sold on its exchange each day 
do not always balance, so the Olsen Group 
must clear some of the transactions on the 
broader market. Without the right counter- 
measures, FxTrade’s small size would also 
leave it open to manipulation: unscrupulous 
investors could fix rates and then force the 
Olsen Group to clear transactions at a disad- 
vantage. To prevent manipulation, rxTrade’s 
rates are pegged in part to the broader mar- 
kets. A cursory glance this week revealed dis- 
crepancies ranging from 0.01% to 0.06% be- 
tween rxTrade’s rates and global spot rates. 
That is not enough for speculators to stiff Mr 
Olsen, but an exceptionally volatile day on 
the market could leave his correcting mecha- 
nisms struggling to catch up. 

The one bugaboo that rxTrade has yet to 
conquer is tax liability. ıc Index, a British 
bookmaker that offers bets on financial 
markets as well as on sporting events, claims 
to have solved that problem. The company 
makes its money from a different kind of 
spread—in this case, the amount that a given 
index or currency must rise or fall before a 
bet on its value is “in the money”. Punters 
can place bets as small as £1 ($1.43) for every 
hundredth of a yen gain by the dollar. 1c In- 
dex claims to pay all betting duties, but the 
burden of tax is the same—customers just 
pay their share through wider spreads. Still, 
1G Index’s system has one true, if unadver- 
tised, benefit: it’s a lot easier to explain to 
your mates down the pub. 
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Markets for ideas 





The “new economy” is looking battered, but the questions it has raised over 
intellectual property have moved to centre stage—and will stay there 


OPULAR discussion about intellec- 

tual-property rights is bedevilled by a 
recurring confusion. Few people any lon- 
ger insist that “property is theft”, as Proud- 
hon claimed. The centrality of property 
rights in a well-ordered market economy is 
so much taken for granted that the idea has 
seeped below the level of mainstream con- 
sciousness. So when owners of intellectual 
property say they are being robbed—as the 
record companies said they were, by Nap- 
ster, or as big pharmaceutical companies 
say they are, by producers of cheap drugs 
in poor countries—one’s instinct is to see 
things their way. Property comes in many 
forms, one supposes, but whatever form it 
takes, stealing it must be wrong. 

Not so fast. The urge to possess may be 
abasic human instinct, but the legal idea of 
property—-and what, precisely, this com- 
plicated notion entails—is a human inven- 
tion, developed down the years (and still 
being revised) to serve economic and social 
goals. The law on intellectual property, in 
particular, is everywhere both compara- 
tively new and in flux. This is not a ques- 
tion of black and white, of right or wrong, 
as rich-country owners of intellectual 
property insist. It is a matter of striking a 
balance—and it is possible that owners are 
getting too much of a good deal. 

The economics turns on the biggest 
single difference between intellectual 
property and tangible property. Tangible 
property is “rivalrous in consumption” —if 
Tom eats this sandwich, Dick cannot. 
However you assign the property right, 
only one sandwich, at most, is going to be 
eaten. Intellectual property, in contrast, is 
non-rivalrous. If Tom listens to this song, 
there is no reason why Dick, Harry and a 
million others should not listen to it as 
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well—in effect at zero additional cost, given 
modern technologies of duplication and 
distribution. In this case, if assigning prop- 
erty rights excludes some would-be con- 
sumers, the result is waste. Wants go unsat- 
isfied that could have been satisfied at no 
cost. Economics abhors waste. 

In a static economy, with fixed out- 
puts, there would still be good reasons for 
defining and enforcing strong rights in tan- 
gible property. One is that the alternative 
would be a war of all againstall. Another, if 
you need another, is that property rights 
make it possible for the economy to allo- 
cate scarce resources (scarce because they 
are rivalrous in consumption) to their 
highest-value uses. But if the economy 
were static, there would be no such justifi- 
cation for rights in intellectual property. 
There would be no need to ration ideas by 
price, since they already exist and cost 
nothing to replicate. There would be no 
need to worry about allocating them to 
their best uses, because the economy can 
reproduce them at no cost, without limit, 
for any use, however small its value. 


In praise of Napster 


Unlike the case for rights in tangible prop- 
erty, the case for rights in intellectual prop- 
erty therefore rests on the fact that the 
economy is not static. In the real, dynamic, 
world, producers of ideas respond to in- 
centives: if they are granted no rights in 
their creations, they will create less, or not 
at all. On the other hand, the stronger their 
rights, and the greater their incentive to 
create, the bigger will be the static waste 
due to denying would-be consumers 
copies that can be produced at no cost. Far 
more than for tangible property, deciding 
how strong to make rights in intellectual 
property involves balancing conflict- 
ing aims. The answer will differ 
from instance to instance. 





The higher the costs of creating new | 
intellectual property, the more important” 


the incentive effects of strong property 
rights: without them, the initial outlay 
could not be recovered. If the world wants 
new drugs, or new big-budget movies, it 
will need to protect the creators’ rights. 
When it comes to pop music, Napster’s do- 
main, the issue is less clear. The costs of cre- 
ating music are low (if you exclude market- 
ing and fees to performers. and composers, 
by-products of the existing property-rights 


regime). Stars could still expect to get rich. 


even if their music were free on the In- 
ternet: there are other ways of cashing in, 
including live performance (which is rival- 
rous in consumption). The Napster model 
was breaking the law, it seems;on a balance 
of economic arguments, it was probably 
serving the public interest. 

An unwarranted presumption that 
intellectual-property rights should, as a 
matter of natural justice, be as strong as 
possible also leads people astray in think- 
ing about trade and development. Through 
the wTo, stronger norms of international 
protection of intellectual property are 
emerging. In the first instance, the effect 
will be a large transfer of resources from 
net users of ideas (often in poor countries) 
tonet developers of ideas (eg, America). 

Stronger protection of intellectual 
property in poor countries will, admit- 
tedly, create better incentives for local de- 
velopment of new ideas. The more thor- 
oughly the poor countries reform their 
economies to make them receptive to this 
opportunity, the bigger the long-term 
gains. The evidence also suggests that in- 
flows of foreign direct investment may rise 
when _intellectual-property rights are 
strengthened. In the meantime, however, 
governments of poor countries are being 
asked to co-operate in a redistribution of 
global income that will cost them hun- 
dreds of millions of dollars. 

The economic case for their complying 
with this is mixed, at best; the moralistic ar- 
gument that says “property is property, 
and that’s that” is simply false—witness 
the great variations even among rich coun- 
tries in the form and extent of intellectual- 
property protection. Poor countries have 
every reason to question the terms of this 
particular trade-policy bargain. 


An excellent new guide to these issues, which takes a 
more sanguine view of the developing countries’ posi- 
tion, was published recently by the institute for Inter- 
national Economics: “intellectual Property Rights and 
the Global Economy”, by Keith Maskus. 
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SCIENCE AND TECHNOLOGY 


* 


Runners—up in the space race 


The global space club grows by the day. How do the aims and achievements of 
the world’s lesser space-faring nations compare? 


ORTY years ago this week, the first man to 

enter space and orbit the planet landed 
back on earth in a soft ploughed field outside 
a Russian village. For the Soviet Union, Yuri 
Gagarin’s tripon April 12th 1961 was a victory 
over the Americans. It was also the high 
point of their space programme, which be- 
gan spectacularly in the late 1950s with the 
launch of the first Sputnik satellites, and 
continued after Gagarin’s flight with the first 
spacewalk, the first missions to the moon, 
the first space station, the first Venus landing 

~ and numerous space endurance records. 

Despite all these achievements, the 
Apollo missions meant that America quickly 
captured the lead in spaceflight. In recent 
years, Russia’s cash-starved space pro- 
gramme has been in sharp decline. Vladimir 
Putin, Russia’s president, recently declared 
that the country now had nothing to be 
proud of in space. The ailing Mir space sta- 
tion was finally ditched into the Pacific last 
month. Russia is very much a junior partner 
in the International Space Station. 

The exploration and exploitation of 
space is, however, more than just a two- 
horse race between Russia and America. Eu- 
rope, Japan, India and China all have space 
programmes, and several other countries are 
bringing up the rear. Their accomplishments 
and motives vary widely. The Indian and 
Chinese space programmes, like those of 
Russia and America four decades ago, are 
by-products of missile development that are 


THE BPOONOMICT APRII IATH IANI 


meant to show off their technological pro- 
wess. Europe’s space programme is driven 
by commercial rather than military ambi- 
tions. Japan’s is somewhere in between. 

Consider India, which launched its first 
test rocket as long ago as 1963. It took its first 
step as a commercial satellite launcher in 
1999, putting South Korean and German sat- 
ellites into orbit from Sriharikota in the Bay 
of Bengal. The Indian Polar Satellite Launch 
Vehicle, a home-grown rocket, can send a 1.2 
tonne payload into a low-earth polar orbit. 
But India’s commercial hopes now rest on 
the more ambitious Geosynchronous Satel- 
lite Launch Vehicle (cstv), designed to put 
communications and broadcasting satellites 
into a 24-hour orbit, so that they appear 
fixed in the sky. Gstv’s first launch was dra- 
matically aborted last month. One second 
before the countdown ended, computers 
detected that the vehicle had not developed 
enough thrust, and its foam insulation pads 
then caught fire. The Indian Space Research 
Organisation (Isro) has rescheduled the 
launch for later this month. Its success 
would enable India to join the few countries 
that can launch lucrative, heavyweight, sat- 
ellites deep into space. Developing the tech- 
nology to do it all has taken a decade and 
cost 14 billion rupees ($300m). 

Developing its own rockets has boosted 
India’s technological reputation, and there is 
even talk of its sending an unmanned mis- 
sion to the moon. This would be a public-re- 





lations coup, but the scheme has drawn 
heavy criticism for its lack of relevance to a 
programme focused largely on communica- 
tions, weather and mapping satellites. 

China’s ambitions are no less lofty. It is 
arguably the country with the longest his- 
tory of space research, having begun work 
on rockets at least 800 years ago. Its space 
programme kicked off in 1970 with the 
launch of a satellite on a home-made rocket. 
The Long March family of Chinese rockets is 
now capable of launching anything from 
small experimental satellites to large tele- 
communications satellites and manned 
spacecraft—although China has yet to send 
its first astronauts (or taikonauts, as they are 
known) into space. Earlier this year, the state 
media announced that “various life forms” 
had made a journey into space. It has since 
emerged that the Shenzou 2capsule carried a 
monkey, a dog, a rabbit and some snails into 
space. China has said it will carry out its first 
manned mission before the decade is out, 
but it is widely expected to be much sooner. 
After that, the Chinese programme will tum 
its attention towards the moon and Mars. 


Whata waste of space 


While India and China have been moving 
forward, the Japanese have lost ground. Last 
year, Japan began a complete reorganisation 
of its space programme, after six failed 
launches in as many years. Among other 
things, the failures caused the loss of a multi- 
billion yen astronomical satellite and, more 
ominously, of launch contracts from Hughes 
Space and Communications, an American 
satellite maker. Many people are now asking 
whether Japan should continue with its 
costly and commercially uncompetitive 
rocket programme. 

Japan’s first rocket, launched in 1955, led 
to the creation of the Institute of Space and 
Astronautical Science (1sas) to pursue scien- 
tific research in space. But in 1969, after the 
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American Apollo manned missions, Japan 
complicated matters by setting up the Na- 
tional Space Development Agency (NASDA) 
to pursue more prestigious, high-profile pro- 
jects. These two rival agencies have been 
squabbling with each other over talent and 
resources ever since. 

Despite much hand-wringing, NASDA 
has successfully, though expensively, 
launched 30 rockets. But since 1994 it has 
produced a string of failures, which were 
later blamed on design and planning mis- 
takes. Japan has had more success on the sci- 
entific front. 1sas has an international repu- 
tation in x-ray astronomy and solar science, 
and in 1998 it launched a Mars probe called 
Nozomi that will search for evidence of wa- 
ter under the planet’s surface when it gets 
there, albeit four years behind schedule, in 
2003. There are also plans to send a probe to 
Mercury, in a venture with the European 
Space Agency (EsA). 

While the space research in many coun- 
tries has turned swords into ploughshares, 
Japan has almost done the reverse. If it can 
ever be made to work, NaspA’s spectacularly 
unsuccessful H-2 rocket could potentially 
have military uses. Cynics note that with its 
defence spending constitutionally capped at 
1% of Gpp, Japan might wish to fund military 
research through indirect means. 

As for Europe, it made a stumbling start 
into space, setting up two faltering space 
agencies in the 1960s. It was only relatively 
late in the game, in 1975, that 11 countries 
came together to form Esa. Under French 
leadership, esa went on to develop the Ar- 
iane series of rockets. Arianespace—the first 
commercial space-transport company— 
was created four years later, after the first Ar- 
iane had been launched. 

Despite its humble beginnings, esa is 
now one of the world’s leading space agen- 
cies, even though it has only a small fraction 
of the funding of America’s space agency, 
NASA. Those working for esa, which concen- 
trates on communications technology, earth 
observation and space science, complain 
that nobody has ever heard of it, and that 
many of its achievements have been un- 
fairly eclipsed by NASA missions. 

In 1985, for example, esa’s Giotto probe 
to Halley’s comet took the first detailed im- 
ages of a cometary nucleus. esa also 
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launched the first infra-red space observa- 
tory, and itis leading the way in research into 
solar seismology. A Mars lander, which will 
look for evidence of life, is planned for 2003. 
There are also plans for a gravitational-wave 
observatory, and a joint mission with NASA 
to Titan, one of the moons of Saturn. 
Launching rockets is an expensive busi- 
ness. Most countries have justified their 
space programmes on the grounds that de- 
veloping the necessary technology stimu- 
lates innovation that then ripples into re- 
lated industries, such as computing and 
telecommunications. China’s and India’s 
space programmes have undoubtedly been 
successful both technologically and in pro- 
moting the two countries’ growing technical 
expertise. But other countries with space- 
faring ambitions, such as Brazil and Malay- 
sia, should note the experiences of Japan and 
Russia. Spaceflight can provide an all-too- 
accurate barometer of a nation’s fortunes, 
and its unforgiving nature can serve to illus- 
trate acountry’s failings just as graphically as 
its accomplishments. 
——- — E 





Metabolomics 


Array of hope 


IRST, the genome. Then the proteome. 

Now, it seems, the “metabolome”. The 
range of biochemicals that can be analysed 
systematically will expand yet again if Ron- 
ald Breaker, a biologist at Yale, is right. In this 
month’s Nature Biotechnology Dr Breaker 
and his colleagues describe a chip-based 
technique that is able to distinguish and 
identify the molecular maids-of-all-work 
that supportgenes and proteins in the task of 
keeping a cell’s metabolism up and running. 

The problem with the metabolome is 
that itis notchemically homogeneous, in the 
way that genes (which are composed of 
DNA) and proteins (which are made up of 
amino acids) are. It spans the molecular 
range from metal ions to vitamins, via a host 
of disparate compounds such as adenosine 
tri-phosphate (are), a molecule that stores 
energy for a cell’s immediate use. So a gen- 
eral-purpose chemical technique has to be 








It’s a hoot 


HEN spring is in the air, 

birdsong is at its peak. But 
avian musical cadenzas are not 
designed to bring joy to human 
hearts. Their function, rather, is to 
advertise the singer to the opposite 
sex, and also to keep the compe- 
tition at bay. To do this, though, re- 
quires that listeners can assess in- 
dividuals accurately from their 
songs. And this, in turn, means 
that evolution will tend to favour 
the development of “unfakeable” 
signals. The song of a good (ie, 
healthy) individual should there- 
fore be distinguishable from that 
ofasick one. But this is an assump- 
tion that has rarely been tested. 

To rectify this, Stephen Red- 
path of Britain’s Centre for Ecol- 
ogy and Hydrology and his col- 
leagues studied 22 tawny owls in the 
Kielder Forest in northern England. Their 
results were published recently in the 
Journal of Avian Biology. 

Dr Redpath and his colleagues played 
hoots recorded from an unfamiliar male 
and measured the time that their subjects 
took to respond to the challenge. They 
found that owls with higher parasite loads 
in their bloodstreams took longer to hoot 
back. In owls with no parasites, the re- 
sponse time was about 400 seconds. The 
most highly parasitised birds took more 
than twice as long before they bothered to 
hoot back. 








Owls do it to woo 


4 


On top of that, when they did hoot, 
heavily parasitised tawnys gave the game 
away, because they sounded different. In 
owls with no parasites, the highest fre- 
quency that Dr Redpath recorded was 
0.98 kilohertz. In the most highly parasi- 
tised birds this dropped to 0.82 kilohertz. 
That difference is distinct even to human 
ears. Dr Redpath describes unparasitised 
owls as sounding “more squeaky” than 
their sicker competitors. To the owls 
themselves this is, no doubt, a dead give- 
away. There is, it seems, more to an Owl’s 
hoot than the merry note Shakespeare 
identified in “Love’s Labour's Lost”. 
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used to identify its components. 

At the moment, antibodies are em- 
ployed todo that. These proteins (which find 
and destroy alien invaders in the body) can 
be tweaked to recognise just about any mol- 
ecule, but they are tedious to use because the 
samples to be tested require extensive 
preparation. Instead, Dr Breaker proposes 
using RNA, DNA’s less glamorous cousin. 

The core of Dr Breaker’s detector is amo- 
lecular “switch” composed of three pieces. 
The first is a bit of RNA that is specially tai- 
lored to fit hand-in-glove with a particular 
component of the metabolome, and to bind 
tightly to it. Unlike pna, with its double-he- 
lical structure in which two strands wind 
endlessly around one another, RNA has buta 
single strand. That strand can fold up into 
myriad shapes, depending on its exact com- 
position. At least one of those shapes is al- 
most bound to fit every component of the 
metabolome—and that shape can be found 
by throwing a lot of different RNA at a sur- 
face covered with the target molecules, and 
seeing which ones stick. 

The second piece of the switch is an en- 
zyme called a ribozyme, which is also made 
of RNA and thus links easily to the first piece. 
The third piece is a radioactive phosphate 
group. When the tailored RNA captures its 
target, the ribozyme cuts the chemical bond 
holding the phosphate group in place. So, by 
fixing the switch toa surface, flooding it with 
` a solution that may or may not contain the 
chemical of interest, and then checking to 
see if the surface is still radioactive when the 
solution has been washed away, it is possi- 
ble to find out whether the solution actually 
contained the target molecule. (If the radio- 
activity has disappeared, it did.) 

Dr Breaker showed that his idea worked 
with an atp-detecting switch. He and his 
colleagues then went on to design switches 
sensitive to six more bits of the metabolome, 
from cobalt (a critical component of vitamin 
B12) to the ubiquitous camp, a molecule that 
™ does most of the fetching and carrying dur- 
ing protein synthesis. They have also taken 
the first step towards turning their invention 
intoa “biochip”. 

Existing biochips are designed to investi- 
gate the genome. They consist of clusters of 
DNA molecules arrayed on a piece of glass, 
and are used to probe for particular genes. Dr 
Breaker’s prototype metabolome chip is an 
array of his seven sorts of RNA switch depos- 
ited on toa gold-coated silicon plate. 

By bathing the chip in solutions contain- 
ing several target molecules, the researchers 
,have been able to confirm that each RNA 
switch responds reliably to the presence of 
its own—and, more importantly, only its 
own—target. Moreover, the array can be 
used to analyse not only experimental solu- 
tions, but also broth that has been used to 
culture bacteria. The switches are robust 
enough to find their targets even in the midst 
of such acomplex chemical soup. 


That gives RNA switches one big advan- 
tage over antibodies. Another is that they are 
easy to arrange on a surface, whereas anti- 
bodies are notoriously difficult. On the other 
hand, antibody assays are currently about 
1,000 to 10,000 times more sensitive than the 
newly created RNA arrays. 

Dr Breaker hopes that this gap will nar- 
row as he refines the design of his switches. 
He also hopes to scale up his modest seven- 
switch prototype to a 100- or even 1,000- 
switch device. If he succeeds, he will open up 
the cheap and systematic study of the meta- 
bolome. If not, then perhaps the whole thing 
will turn out to have been metabaloney. 

= E 





Pollution detection 


Muddy waters 


ORENSIC science has uses beyond the 

courtroom, as environmental detectives 
have discovered. You can even use it on the 
beach. More than 4,600 American beaches 
were closed in 1999 because water-quality 
tests showed the water to be too polluted by 
fæcal matter to make it safe for swimmers. 
One problem in such cases is working out 
where the pollution is coming from. Is it a 
leaking sewer, or does it come from waste 
from a pig farm that has been washed 
downstream? Might the culprits be seagulls 
on the beach itself? Until recently, determin- 
ing the source of the pollution relied on little 
more than guesswork. 

In the 1990s came the first tests that used 
DNA-fingerprinting techniques to distin- 
guish human waste from the non-human 
variety. Water-quality tests check for the 
presence of fæcal coliform bacteria, tiny or- 
ganisms that live in the guts of humans and 
other warm-blooded animals and help 
them to digest their food. These bacteria 
rarely cause disease, but their presence indi- 
cates that the water has been contaminated 
by human or animal fæces. Among the most 
prolific is Escherichia coli, different strains 
of which are found in different species’ guts, 
and in different parts of the world. 

Identifying a particular strain of E. coli 
works like this. First, the bacteria is removed 
from the water sample and cultured. Its DNA 
is then extracted and cut up with a restric- 
tion enzyme, a set of molecular scissors that 
chops the pna into small fragments when it 
encounters a particular genetic sequence. 
Since different strains of E.coli have different 
genetic sequences, the resulting mass of 
chopped-up pna fragments can be turned 
into a DNA fingerprint—similar to those seen 
in countless crime dramas—that uniquely 
identifies each strain. If a polluted water 
sample contains a strain of E. coli that is not 
found in humans, youcan be pretty sure that 
sewage is not the source of the pollution. 

Pretty sure: but not certain. The problem 


SCIENCE AND TECHNOLOGY 


with these original tests was that they could 
correctly identify human waste only around 
two-thirds of the time, because notall strains 
of E. coli associated with humans were 
known. But in this month’s issue of Applied 
and Environmental Microbiology, Andrew 
Carson of the University of Missouri and his 
colleagues describe a fingerprinting tech- 
nique that is far more sensitive. It has al- 
lowed them not only to differentiate human 
from non-human, but also to link E. coli to 
eight animal species, with 85-99% accuracy 
depending on the species in question. 

Dr Carson did this by creating a pna li- 
brary of the strains of E. coli that live in the 
guts of people, cattle, pigs, horses, dogs, 
chickens, turkeys and geese. While it is only a 
start, this database can establish whether 
bacterial pollution is the result of leaky or 
overflowing sewers, agricultural run-off, or 
even domestic pets—another common 
source of water pollution. 

A similar approach is being taken by 
Mark Tamplin at the University of Florida, 
and by Monsour Samadpour of the Univer- 
sity of Washington, who has created a DNA 
library capable of identifying over 140 spe- 
cies with an accuracy of between 45% and 
70%. Michael Sadowsky of the University of 
Minnesota in St Paul has a ten-species li- 
brary, consisting of 2,400 E. coli strains, 
which identifies wildlife, including beavers 
and deer, with 78-100% accuracy. 

Even if the source of pollution cannot be 
traced, identifying its type can show how 
dangerous it is to venture into the water. 
Whereas water polluted by animal feces 
can give people ailments such as “Delhi 
belly”, human waste poses a greater risk 
since it may transfer nastier human diseases. 








Not guilty, perhaps 












GOVERNMENT OF KENYA TENDER NOTICE 


MINISTRY OF FINANCE & PLANNING -TENDER NO. MOF&P 2/2000-2001 
SUPPLY OF AN INTEGRATED FINANCIAL MANAGEMENT INFORMATION SYSTEM (IFMIS) 


SOFTWARE PACKAGE 
gn aaa 


The Government of Kenya, in partnership with the Swedish International Development Co-operation Agency (Sida), The World 
Bank and the British Department for International Development (DFID), is in the process of strengthening Public Financial 
Management. To support this the Government, through the Accountant General's Department wishes to procure and implement 
an Internationally recognised and accredited Accounting/ERP (Enterprise Resource Planning) package upon which to base its 
integrated Financial management Information Systems. 


The Government therefore invites bids from suitable firms, who are either: 


(i) Owners of the software; or 
(i) Approved Dealers/VARs (Value Added Reseller) of the software with formal authorisation from the owners to sell the 
licence to the software and provide implementation, training and ongoing maintenance support for the software. 


Written authority from the owners will be required with the submission of bids. Intermediaries, without formal authorisation from 
the software owners are not invited to bid. 


Bids are invited for supply and services as follows: 


The Supply of an Accounting/ERP Software Package. 

Support and assistance with systems configuration and implementation. 
Provision of systems/user training. 

Provision of ongoing maintenance and support, including software upgrades. 


The Invitation To Bid Document (ITB) and the accompanying Operational Requirement (OR) Document can be obtained on 
payment of non-refundable fees of US$65 or Ksh. 5,000.00 per two (2) sets of the documents, from: 


Chief Supplies Officer, Ministry of Finance and Planning, Treasury Building, Room 103, Harambe Avenue, NAIROBI, KENYA. 
Tel: #254 (2) 338111 Ext 33042. Fax: #254 (2) 250040 


The closing date for submission/return of Technical Proposals and completed Bid Documents will be 10.00 am, Wednesday, 30 May 2001. 








People’s Republic of Bangladesh 
Financial Institutions Development Project 


CONSULTING SERVICES 


Crenrr No. FIDP (CR.3288-BD) 
Expression of Interest 


This request for expression of interest follows the general procurement notice for this project that appeared in Development Business No, 496 of 16 Octaber 1998, 


The People’s Republic of Bangladesh has received a credit from the International Development Association (IDA) and intends to apply part of the proceeds of this credit to payments under the 
contract for hiring an international consultant firm to develop rules governing issuance and trading of fixed income securities. 


The services include: (1) development of rules governing the issuance of fixed income securities; (ii) development of rules governing trading of corporate and government fixed income securi- 
ties in the secondary market; (iii) preparation of guidelines for private placement and qualifications/disqualifications of private placement holders including rights and obligations; (iv) framing 
oF specific disclosure requirements of market intermediaries viz. isuers, issue managers, underwriters, credit tating agency, auditor, etc.; {v} recommendation for rectification of the deficien- 
cies/inconsistencies of existing securities laws related to issuance of bonds (debentures), and trading of the same in the secondary market; (vi) inclusion of due diligence proceduires.in the pro- 
posed bond regulations concerning issuers, issue managers, underwriters, auditors, credit rating agency and other related intermediaries; (vii) inclusion of rights and obligations of issuers, issue 
managers, underwriters, auditors, credit rating agency and investors conceming debt securities as provided in securities and other laws; (viii) findings relating to failure of non perforniances of 
debentures listed as a part of securities in Bangladesh Capital Market and recommendations for addressing those problems/shortcomings; (ix) preparation of manual on issuance and trading of 
debt securities; (x) conducting training of the aforesaid intermediaries including stock exchanges and SEC staff. 


Consultant services are expected to be provided from July 2001 to February 2002. 


The Securities and Exchange Commission now invites eligible consultants to indicate their interest in providing the services, Interested consultants must provide information indicating that they 
are qualified to perform the services (brochure, description of similar assignments, experience in similar conditions, availability of appropriate skills among staff, etc.). Consultants may associ- 
ate-to-enhance their qualifications. 


A consultant will be selected in accordance with the procedures set out in the World Bank's Guidelines: Selection and Employment of Consultants by World Bank Borrowers, January, 1997 
(revised September 1997), 


Interested Consultants may obtain further information at the address below from Sunday to Friday between 9:00 AM to 5:00 PM (Bangladesh Standard Time). 
Eixpression_of Interest must be delivered to the address below by 30 April 2001. 


Securities and Exchange Commission 
Mohammad Abdul Hannan Zoarder, Executive Director 
Jihan Bima Tower (15 & 16 Floors) 

10, Dilkusha C/A 
Dhaka-1000, Bangladesh 
Tel; 88-02 9560818 
Fax: 88-02 9563721 
E-mail: seeahz@bol-online.com 
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BOOKS AND ARTS 


Pass the baton 


-America’s oldest and grandest orchestras may be choosing ageing new 
conductors, but there is a wealth of young talent coming up behind 


ASTING about for a new music director 
in 1957, the New York Philharmonic Or- 
chestra threw caution and tradition to the 
winds. Instead of a venerable maestro with a 
European pedigree, they opted for youth 
and energy, choosing the 39-year-old Leon- 
ard Bernstein, who became the first Ameri- 
can-bom music director the orchestra had 
ever had. Bernstein’s tenure, till 1969, may 
not have been trouble-free, but it was cer- 
tainly dynamic, as the Philharmonic took on 
amore adventurous repertoire and attracted 
“a younger and more vibrant audience. 
Latterly, however, caution and tradition 
seem to have returned. The Philharmonic’s 
protracted quest for a new music director 
has ended at last with the appointment of 
Lorin Maazel, a very eminent musician of 71, 
whose international career stretches back to 
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his debut as a child prodigy in 1939. While his 
abilities are not in doubt, critics have been 
quick to see Mr Maazel’s selection as the 
most striking sign of a current tendency 
among the leading American orchestras to 
go for safety, rather than the potential 
challenge and excitement of new blood. 
Among the group usually known as 
America’s Big Five, the Philadelphia Orches- 
tra has also recently appointed a new direc- 
tor, Christoph Eschenbach, who at 61 has a 
proven track record in America and Europe. 
The Boston Symphony Orchestra has been 
searching for a replacement for Seiji Ozawa 
for the last two years and would love to land 
the 57-year-old James Levine, world re- 
nowned for his quarter of a century at the 
helm of New York’s Metropolitan Opera. 
Daniel Barenboim, 58, ploughs a steady 











course with the Chicago Symphony Orches- 
tra. Only the Cleveland Orchestra has taken 
a chance on youth with 40-year-old Franz 
Welser-Möst. While he may be relatively 
young, the Austrian maestro is not exactly a 
firebrand, described by one critic as “good, 
solid, intelligent but not notably inspiring”. 

These are troubled times in classical mu- 
sic. With popular culture luring away audi- 
ences and record companies cutting back 
budgets and cancelling contracts, orchestras 
are uncertain where to pitch their appeal. 
Should they stick with the traditional reper- 
toire beloved of regular subscribers or risk 
alienating them with more forward-looking 
but less accessible works? 

This market uncertainty seems to be 
responsible for the Big Five's bearish stance. 
But a longer view may ultimately be more 
fruitful, encouraging the vitality that fresher 
faces can bring. And indeed some famous 
ensembles have chosen that path, most no- 
tably the Berlin Philharmonic Orchestra, 
whose members voted to be led not by the 
reliable Daniel Barenboim but by Sir Simon 
Rattle, a perennially youthful 46. In his 18 
years with the City of Birmingham Sym- 
phony Orchestra, Sir Simon completely reju- 
venated the musicians with electric perfor- 
mances of unusual repertoire, giving the 
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audience. Despite their status asa great insti- 
tution, the Berliners decided the same boy- 
ish new broom would suit them as well. “In 
voting for Simon”, one said, “we were voting 
for the future.” 

The same impulse has appeared in some 
grand British institutions: next year, 42-year- 
old Antonio. Pappano will become artistic 
and music director of the Royal Opera 
House. Born of Italian parents in London but 
raised in America, Mr Pappano is not the 
product of conservatoires, but of long practi- 
cal experience as an accompanist and con- 
ductor. He is known for his feeling for singers 
and keen dramatic sense. The blazing perfor- 
mances of Verdi’s. “Requiem” earlier this 
year foreshadowed lively times at Covent 
Garden. 

With its elitist image, opera, in particular, 
needs the kind of innovative engagement 
young talent can provide. A classic example 
occurred last year, in Glyndebourne Touring 
Opera’s new production of that hoary tear- 
jerker, “La Bohème”. The cto revitalised the 
piece, thanks in large part to the razor-edged 
conducting of Louis Langrée, a 40-year-old 
Frenchman. Glyndebourne, one of the most 
celebrated of British musical institutions, is 
obviously committed to the potential of 
youth: its new Russian music director, 
Vladimir Jurowski, is just 29. 

At first glance, London’s highly regarded 
and highly competitive orchestras might 
seem to manifest the same conservative ten- 
dencies that characterise America’s Big Five, 
with podiums manned by such august fig- 
ures as Sir Colin Davis, Kurt Masur and 
Christoph von Dohnanyi. But the Royal 
Philharmonic Orchestra, for years the poor 
relation on the orchestral scene, has experi- 
enced a remarkable turnaround in quality 
and reputation due to a dynamic Italian, 
Daniele Gatti. When Mr Gatti, now 38, be- 
came music director in 1996, he realised that 
the Rpo’s players “knew they were not the 
best. But they knew they could be. They were 
simply looking for someone who could give 
them courage.” The results of what Mr Gatti 
gave and demanded were palpable in the or- 
chestra’s extraordinary Mahler cycle two 
years ago in which bold interpretative 
extremes produced thrilling performances. 

Thatsort of daring, and the confidence to 
communicate it to both ensemble and audi- 
ence, can be the special gift of a young con- 
ductor, and the current musical scene could 
use such bracing rejuvenation. And despite 
jeremiads from some quarters about a 
dearth of young talent, there are plenty of 
conductors poised to make an impact—not 
Just in their 30s, but in their 20s too. At 25, a 
highly touted protégé of Sir Simon Rattle’s, 
Daniel Harding, has already conducted the 
Berlin Philharmonic, among many other 
European orchestras, and is known for a 
highly driven sense of concentration. He is 
also music director of the Deutsche Kam- 
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orchestra a high profile and a broad, varied 






merphilharmonie in Bremen, with which he 
has recorded an acclaimed set of Beethoven 
overtures. 

But the most precocious figure on the 
conducting scene is just 21: Mikko Franck, a 
product of the famous conducting course at 
Finland’s Sibelius Academy taught by a leg- 
endary professor, Jorma Panula. All by him- 
self, Mr Panula has peopled the musical 
world with accomplished young maestros, 
including Esa-Pekka Salonen in Los Angeles, 
Jukka-Pekka Saraste in Toronto, Osmo 
Vanska in Glasgow and Sir Simon Rattle’s 
successor in Birmingham, Sakari Oramo. 

Perhaps mostencouraging is that among 
Mr Panula’s protégés is a very talented 
woman, 31-year-old Susanna Malkki, who 
has concentrated on Thomas Adès and other 
contemporary composers. She too is making 
her mark in Birmingham, with the Birming- 
ham Contemporary Music Group, and her 
views on her career and vocation epitomise 
the ardour of youth: “It’s fantastic being 
young and doing everything for the first 
time, even though it’s very tough and very 
hard work. It’s like diving into new waters all 
the time.” It is that spirit of plunging into 
fresh discoveries with enthusiasm which 
classical music badly needs. 





Literary biography 


All too human 


LAURENCE STERNE: A Lire. By lan Camp- 
bell Ross. OUP; 512 pages; $35 and £25 


A IAN CAMPBELL ROSS remarks in his 
preface, the author of “Tristram 
Shandy” and “A Sentimental Journey” has 
been well served by modern biographers. In 
particular, Arthur H. Cash’s two volumes, 
“Laurence Sterne: The Early and Middle 
Years” (1975) and “Laurence Sterne: The Later 





Pray to God, vicar 











Years” (1986) must have seemed adauntingl: 
hard act to follow. Nevertheless, Mr Ross, i 
lecturer in English literature at Trinity Col 
lege, Dublin, has done so successfully in thi 
excellent new biography, which is fully th 
equal of its predecessors in meticulou: 
scholarship. 

Sterne studies have, of course; moved or 
in the last three decades and Mr Ross en 
larges our sense of the novelist in several ar- 
eas. His account of the early reception o 
“Tristram Shandy” shows how the novel wa: 
acclaimed immediately as a brilliant new 
addition to the Rabelaisian tradition ot 
learned ribaldry, while also appealing to the 
18th-century taste for the sentimental anc 
the pathetic. Controversy accompanied ce- 
lebrity, once it became known that the au- 
thor was a clergyman. Sterne traded upor 
both by encouraging identification of him- 
self with his characters, either Tristram ot 
Parson Yorick as his whim and company 
required; “Shandying it”, in his own phrase. 

Recent studies have emphasised how 
the book trade and authorship itself shared 
in the increasing commercialisation of 18th- 
century culture, and Mr Ross shows that 
Sterne was not behindhand in selling his 
wares. Not only was he extremely canny in 
negotiations with publishers and in his 
choice of dedicates, he capitalised in every 
sense upon his success as a novelist by bring- 
ingouta selection of his sermons, which here 
receive more attention than is customary. 
Feted by London's fashionable society and 
by the philosophes of Paris, he never ne- 
glected an opportunity to enhance the 
subscription lists for his publications. 

Sterne did not achieve fame until his 
mid-4os, and his early life as a well-bom but 
impecunious rural clergyman, with scant 
prospect of rising beyond his canonry at 
York Minster, might seem a challenge to a bi- 
ographer. Yet this part of Mr Ross’s account 
has its own fascination, in that the reader 
can learn about so much besides Sterne’s 
clerical career. Mr Ross is informative on the 
18th-century Anglican church, its politics 
and doctrine, and the varied lifestyles of its 
clergy, from fashionable preachers down to 
half-educated perpetual curates. In addi- 
tion, oneis offered vivid pictures of the social 
world of the city of York, of electioneering 
and the accompanying pamphlet wars and 
of how England reacted to the Jacobite 
rebellion of 1745. 

Mr Ross is rather more severe on Sterne’s 
private character than was Mr Cash, who of- 
fered him as a sincere Christian unable to 
overcome sexual temptation. Mr Ross is in- 
clined to question Sterne’s temperamental. 
suitability for his vocation, and he is able to 
show occasions when Sterne’s behaviour 
was disingenuous or self-deceiving, even 
morally dishonest. Not that the final judg- 
mentis unfair or unkind. Sterne is allowed to 
have been a conscientious priest, and full 
justice is done to his personal benevolence 
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and good nature. If an unfaithful husband, 
Sterne was always concerned for his wife's 
physical and material well-being, and his af- 
fection for their daughter is beyond dispute. 
Mr Ross suggests interestingly that the 
failure of his marriage was as much a disap- 
pointment to Sterne as to his wife, and that 
his philandering and intense sentimental 
friendships with other women were the 
signs of emotional starvation in a man 
whose life was continually threatened by tu- 
berculosis. If his optimistic theology encour- 
aged hopes for human happiness in this 
world, Sterne was conscious, like his own 
Tristram, of running a race against time and 
death which he was bound to lose. Nietz- 
sche’s “Human, All Too Human”, Mr Ross 
observes, is a tempting title for a life of Sterne, 
who, one feels, might not have disagreed. 
a 





Classical studies 


Approachable 
wisdom 


Cicero: A TURBULENT Lire. By Anthony 
Everitt. John Murray; 366 pages; £22.50. To be 
published in America by Random House in 
June 2002; $26 


ICERO. Ah, yes. Some of us harbour 
bad memories of the name. We started 

at the top of the page, promisingly enough. 
Find a verb. Good—spotted one. Now look 
for a subject and an object. Ah, yes, that 
looks like one; there’s the other—perhaps— 
depending whether it takes dative or accu- 
sative? Well, worth a try. “Proceed literally” 
is the extent of magisterial encouragement. 
Literally? Here goes. “Now since and au- 
thority in me so much should be, how 
much you with honours conferring to be 
you wished, and to the doing of faculties so 
~much, how much to vigilant men out of the 
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8st u (v.g.), alcohol units 8 (hmm), ciga- 
rettes 28 (pre-premiere nerves), calories 
750 (ditto), UK book sales for diary 1.75m, 
Us book sales 1.1m (goody goody), minutes 
spent worrying about Renée Zellweger 
having to put on weight to play me 279, 
minutes spent thinking of Colin Firth 354 


TERRIBLE start to the day: turned up in a 
short skirt at Lewisham fire station for live 
action special. First try-out in front of 
camera for new job with 
television company. Was 
supposed to slide down 
fireman’s pole wearing 
fireman’s helmet and in- 
terview fireman. Ended 
up sliding too early, hav- 
ing to climb back up said 
pole then slide down 
again fast, which lifted 
skirt round waist. Was 
complete disaster, with 
boss signalling frantically 
for us to wind it up. Could 
only say, “And now back 
to the studio...” Durr. Dis- 
graced in front of millions 
of viewers who have seen 
my knickers on tv. Why 
did Iringeveryone and tell 
them to watch? Why? 

Not total disaster, 








A Helen Fielding day 


though. “Bridget Jones’s Diary” opened 
here and in the States mid-April. Directed 
by Shazzer (really Sharon Maguire), co- 
written by Andrew Davies, who wrote 
screenplay for Bsc adaptation of “Pride 
and Prejudice”, Richard “Four Weddings 
and a Funeral” Curtis and Helen Fielding. 
Colin Firth plays Mark Darcy (fawaw!) 
and Hugh Grant is Daniel Cleaver 
(hmmm. Must not think about Daniel). 

Never thought newspaper column 
about modern singleton 
who faces up to twin chal- 
lenges of male emotional 
fuckwittage and smarmy 
smug marrieds would 
make author suddenly 
famous. Or rich. 

Have made fab new 
deal with Finnish com- 
pany, Riot Entertainment, 
to do text-messaging 
thingy. Will get to discuss 
matters of immense im- 
portance such as bikini di- 
ets and inner poise in sms 
(short message service) 
with like-minded single- 
tons. Might have to do 
some research as series 
starts this month. Which 
reminds me: must ring 
Jude and Shazzer... 





courts quite daily use of speaking is able to 
bring”—alas, this is not the end, nor yet the 
beginning of the end. 

And would anyone believe that this is a 
rendering of part of an exemplary passage 
by the finest shaper of Latin prose, Marcus 
Tullius Cicero? (For those who care to locate 
the original, it comes early on in Cicero's 
speech, “Pro Lege Manilia”, delivered in 66 
sc.) Masterful correlatives, exquisite ana- 
phora: the poor, uninflected English lan- 
guage cannot hope to do more than strain 
for an echo of Cicero’s sonorous cadences. 
A few exponents of fine English prose have 
tried their best to put the particular Cicero- 
nian mix of stateliness and clarity into the 
vernacular—Edward Gibbon and Thomas 
Jefferson come to mind—but generally it 
lies beyond us. And that stretched-out mire 
of conditionals and subjunctives and abla- 
tive absolutes we were made to crawl 
through—how can we ever forgive its 
maker? 

Anthony Everitt calls his biography of 
Cicero “an exercise in rehabilitation”, and 
presumably the reputation for long- 
winded oratory is one aspect of the Roman 
barrister that needs some corrective treat- 
ment. That is, in fact, easily done. For al- 


though Cicero was many men in one—not 
only lawyer but politician, philosopher, 
rhetorician and connoisseur of art—he was 
above all a writer: one who relied upon the 
art and act of writing as both self- 
advertisement and self-consolation. No 
matter if we miss the tricks of “tricolon cre- 
scendo” and “Asiatic ditrochee”. Even in 
translation, Cicero’s letters to his friend At- 
ticus serve as bright windows on to a bright 
mind. And what Cicero wrote upon such 
communal matters as growing old, believ- 
ing in miracles or dealing with grief still 
reads like approachable wisdom: it has the 
tang of honesty and experience. 

Mr Everitt does not quote much of this 
output. But implicitly we can tell how Cic- 
ero’s own trail of essays and correspon- 
dence has nourished this convincing por- 
trait of a life lived 2,000 years ago. Cicero's 
words enable Mr Everitt to picture the man 
blasted with sadness after the death of his 
daughter Tullia. There are some minor inac- 
curacies of historical detail: the author is a 
former secretary-general of the Arts Coun- 
cil of Great Britain, not an academic spe- 
cialist. Having been a political animal, 
however, he may understand better than 
professional scholars how Cicero sustained 
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a career in public affairs to his end. 

A turbulent life? Quite so: the baying of 
mob violence is heard throughout, and Cic- 
ero’s last sentences were curt instructions to 
his assassin not to make a mess of decapi- 
tating him. As he once declared, the busi- 
ness of politics was conducted in the cess- 
pits of Rome, not Plato’s perfect state. 
Cicero’s own political ideals remain proble- 
matic; we may come away from this book 
still unclear as to exactly what he wanted of 
the Roman Republic. But Mr Everitt intro- 
duces the man graciously to a new genera- 
tion, and will endear him anew to all those 
who never grasped the sense, let alone the 
beauty, of that multi-clausal prose. 
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Africa’s judicial system 


Not fair, not fair 


BUILDING THE RULE OF LAW: FRANCIS 
NYALALI AND THE ROAD TO JUDICIAL IN- 
DEPENDENCE IN AFRICA. By Jennifer A. 
Widner. Norton; 454 pages; $29.95 and £24 


HE British withdrawal from East and 
Central Africa was characterised by 

more than one crass mistake and more than 
one missed opportunity. With hindsight one 
of the worst errors was for the British to as- 
sume, as they did, that independent African 
civil servants would be as able, honest and 
dedicated as the former colonial counter- 
parts. The reverse, sadly and for the most 
part, turned out to be true. Botswana and 
Zimbabwe are just two countries that have 
recently been exposed as massively unjust. 

How refreshing then to read of one man 
who breaks that mould. “Building the Rule of 
Law” tracks the career of Francis Nyalali, 
chief justice of Tanzania from his call to the 
bar at Lincoln’s Inn in 1965 and appointment 
as a lowly magistrate in Musoma to his 24 
years as chief justice which ended last year. 

His career is only the thread from which 
Jennifer Widner hangs a carefully re- 
searched and well-documented account of 
the steady decline of the rule of law in Tan- 
zania and efforts made to reverse it. The im- 
plementation of Julius Nyerere’s vision of 
African socialism culminated in what was 
colloquially referred to as “The Theft of 
Buildings Act” in the early 1970s and Tanza- 
nia’s withdrawal from the mainstream of 
African commerce. The legal profession was 
just one of many casualties. With nothing to 
look forward to, most of those with experi- 
ence left. Hardly surprising that by 1993 there 
were only 179 practising lawyers in Tanzania 
and Zanzibar. 

With great care, though little grasp of the 
law’s humanity and humour, Ms Widner 
then documents the long, slow journey back 
tosome semblance of the rule of law and the 
independence of the judiciary in Tanzania. 
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Courtesy of Mr Nyalali and 
his judges and magistrates, 
Tanzania’s court systems are 
functioning again, although 
often with difficulty. Thanks 
again to their work, the mwa- 
nanchi—the  citizenry—are 
slowly being enlightened 
about the availability of the 
courts as a means of handling 
conflict, all the way from the 
personal problems of divorce 
and inheritance to the more 
explosive issues of politics 
and elections, and to do so 
peacefully. 

While predominantly 
about Tanzania, the study 
also includes the other com- 
mon-law jurisdictions of East 
and Central Africa where the 
story is much the same. The 
author wisely makes no 
sweeping predictions about 
the future of the law in those 
countries, though the reader 
may guess how judicial sys- 
tems will evolve: tribal-based 
customary law will slowly 
disappear—along with Af- 
rica’s vernacular languages— 
except for the vestiges of mar- 
riage and burial. The rule of law, dependent 
as it is on a disciplined police force and a 
steady and incorruptible executive, will 
struggle on. While the independence of the 
judiciary will be subject to the whim of dic- 





Truncheons first, then to court 





tators, the morale of the courts and ordinary 
Africans’ perception of how effectively 
courts can be made to work will always 
benefit from the support of judges such as 
Mr Nyalali. 





Recent Chinese fiction 


Crouching pen, hidden talent 


HE award of the first Nobel 

prize for literature to a Chinese 
writer last year brought down a 
storm of controversy. Few western- 
ers had heard of Gao Xingjian. Was 
his work really Nobel-worthy? At 
the time of the award, the only Eng- 
lish version of “Soul Mountain”, Mr Gao’s 
winning novel (reviewed in these pages on 
December 9th), was published in Australia. 
Given, too, that the author had lived in 
France since 1987, how far could he be 
thought to know or represent present-day 
China? 

The fuss surrounding Mr Gao’s Nobel 
success points to a larger difficulty. A tre- 
mendous amount of fiction is currently be- 
ing produced in mainland China, Taiwan, 
Hong Kong and by expatriates and exiles. It 
was surely a mistake in the first place to ex- 
pect any one writer to reflect this diversity 
and range. The following selection, though 
limited to works in English translation, aims 
togive some taste of the contemporary scene. 


SNAN 
CHINESE 
NOVELS 





Wang Shuo, dubbed “China’s 
Kerouac”, has been a best selling 
author of zeitgeisty hooligan fic- 
tion since the late 1980s, breaking 
with the sense of serious respon- 
sibility that has long made modern 
Chinese fiction unpalatable to 
western readers. He is famous for his mock- 
ery of everything that moves—intellectuals, 
politicians, the masses, nationalism—all in 
savvy Beijing slang. 

In “Please Don’t Call Me Human”, origi- 
nally published in Chinese in 1989, in the af- 
termath of the Tiananmen massacre, Mr 
Wang wheels out all his favourite targets for 
lampooning. The National Mobilisation 
Committee (MobCom for short), a farcical 
cross between the Politburo and a disorgan- 
ised bunch of entrepreneurs, is searching for 
a martial-arts hero to avenge China’s loss of 
face following defeat at a recent interna- 
tional sports competition. Tang Yuanbao, a 
slacker pedi-cab driver, is selected for a rig- 
orous training programme in order to “beat 
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PLEASE Don’t CALL Me HuMAN. By 
Wang Shuo (translated by Howard 
Goldblatt). Hyperion; 289 pages; 
$23.95. No Exit; £6.99. 

THE RepuBLic OF WINE. By Mo Yan 
(translated by Howard Goldblatt). Ar- 
cade; 364 pages; $26.95 ($13.95 paper- 
back). Hamish Hamilton; £16.99 (£5.99 
paperback). 

Witp Kips: Two Novets ABOUT 
GrowinGc Up. By Chang Ta-Chun 
(translated by Michael Berry). Colum- 
bia University Press; 272 pages; $22.95. 
John Wiley; £14.95. 

THE DEER & THE CAULDRON. By Louis 
Cha (translated by John Minford). 
OUP; volume one: 512 pages; volume 
two: 596 pages; $35 and £29 each 








L 





the shit” out of the opposition and restore 
glory to China. Along the way, he’s electro- 
cuted, castrated and cuts off his own 
face—to save China’s—before finally win- 
ning the gold medal. The China in-jokes fly 
thick and fast, but the surreal farce carries 
through to an apocalyptic close. 

Written by China’s leading magical real- 
ist, “The Republic of Wine” is a debauched 
romp through an invented Chinese prov- 
ince called Liquorland. Special Investigator 
Ding Gou’er is dispatched from Beijing to in- 
vestigate rumours that baby boys are being 
bred to be eaten as delicacies in the metropo- 



















lis of culinary and alcoholic excess that is Li- 
quorland. Ding loses consciousness in a 
drinking duel with his prime suspect, Dia- 
mond Jin, and the rest of the novel staggers 
bewilderingly through Ding’s hangover. The 
narrative is interspersed with letters be- 
tween the author, Mo Yan, and Li Yidou, a 
doctoral candidate in Liquor Studies, each of 
Li’s letters containing details of Liquorland’s 
bizarre and cannibalistic practices. As the 
tales grow ever more fantastic—and similar 
in their chaos to Ding’s adventures—the line 
between fiction and reality is increasingly 
blurred. Mr Mo's virtuoso prose whips up a 
frenzied polemic against contemporary 
Chinese society and politics. He satirises 
many of the same things as Mr Wang but his 
superior command of style and plot 
confirms him as the better novelist. 

Like Mr Wang in mainland China, 
Chang Ta-Chun is a cultural phenomenon 
in Taiwan, both as a popular tv host and a 
bestselling writer. His two short novels, “My 
Kid Sister” and “Wild Child”, now translated 
into English and published in one volume as 
“Wild Kids”, feature members of Taiwan's 
cynical younger generation. “My Kid Sister” 
runs through the narrator’s adolescence, 
from the birth of his little sister to her preg- 
nancy at the age of 19. Their family is dys- 
functional in a uniquely Taiwanese, East- 
meets-West way, combining Freudian angst 
(children and parents) with comic walk-on 
parts for the bearers of Chinese tradition 
(grandparents). “Wild Child” is a darker epi- 
sode, in which 14-year-old Hou Shichun 

drops out of school and runs away 
from home. After falling into the Tai- 
wanese underworld, he encounters 
other confused youngsters: Old Bull, Lit- 
tle Horse and Apricot. Although not un- 
like Holden Caulfield’s lonesome voice 
in J.D. Salinger’s “The Catcher in the 
Rye”, Mr Hou’s narrative is a more bru- 
tal depiction of the spiritual vacuum of 
Taiwanese youth. 

“The Deer & the Cauldron” was pub- 
lished before these other translations, 
but the Hong Kong-based writer Louis 
Cha (or Jin Yong as he is known to his 

millions of Chinese fans) deserves 
mention. His epic historical 
kung-fu yarns have made him a 
household name in every Chinese- 
speaking community; the success 
of Ang Lee’s Oscar-winning film, 
“Crouching Tiger, Hidden Dragon”, 
may help to steer the western read- 
ing public towards this most Chi- 
nese of literary genres. 
“The Deer & the Cauldron” is 
set in the mid-17th century, some 20 
years after the Chinese Ming dy- 
nasty has fallen to fearsome Tartar in- 
vaders, the Manchus. Pockets of Chinese 
resistance survive, however, as the secret 
Triads plot to expel the foreign oppressor. 
MrCha’s herois Trinket Wei, who, by dint of 
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novel, 


A semi-autobiographical 
which explores the sexual awaken- 
ing of a beautiful 26-year-old writer 
in China’s liveliest port city has 





become a runaway bestseller 
despite (or because of) its banning 
by the authorities. More than half a 
million pirated copies of “Shanghai 
Baby”, by Wei Hui (above), have 
been sold in China, while the first 
French edition, which was pub- 
lished last month by Philippe 
Picquier, sold out within a week. 
Suffused with the restless 
energy of a rapidly expanding 
Shanghai, the novel tells the story of 
Coco, who lives with a gifted though 
impotent Chinese artist while carry- 
ing on an affair with a German 
businessman with fascist leanings. 
“Shanghai Baby” has been sold in 
more than a dozen countries. It will 
be published in English later this 
year, in Britain in June and in 
| America in September. 
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dirty tricks and friendship with Whiskers 
Mao, rises to the position of top palace eu- 
nuch, best friend to the emperor and triad 
master. Intrigue and dazzling fights abound, 
as Trinket wrangles with eunuchs, Manchu 
warlords and a kung-fu queen mother, cry- 
ing out with frequent exclamations in the 
style of Captain Haddock in “Tintin”, “Great 
balls of sizzling bean curd! Excellent 
kung-fu!” 

New developments in Chinese literature 
mirror the explosive changes taking place in 
Chinese society itself and writers work hard 
to keep pace with market fashions. These 
four authors are significant figures, but 
much more writing remains untranslated 
and unread in the West. Hopefully, 2001 will 
see English translations of more works that 
reflect the variety of fiction coming from 
both within China itself and without. 

a 
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Helge Ingstad 
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S ONE voyager to another, 
Helge Ingstad was always 
kind about Christopher Colum- 
bus. He had done well to reach 
America, Mr Ingstad said. But of 
course the place had been discov- 
ered by the Vikings some 500 
years earlier. Even Columbus’s 
navigation was wobbly. He 
thought he had reached India, 
when in fact he had ended up in 
what are now the Bahamas. Mr 
Ingstad’s hero was Leif Ericson. 
He spent many years seeking to 
establish that Ericson was not 
only a superior sailor to Colum- 
bus, but in some ways a more ad- 
mirable man. Columbus was 
after riches, preferably gold. Eric- 
son was simply looking for a place 
where families might settle and 
thrive, where the pasture was 
good and there was room for ev- 
eryone to live in peace. All this, 
said Mr Ingstad, Leif Ericson 
found for a time in Vinland. He, 
rather than Columbus, was thus 
the first true American. 

But did Ericson and Vinland 
ever exist at all? Long before Mr 
Ingstad had started on his quest 
others had sought to find the 
mythical Vinland, a place fre- 
quently mentioned in Viking sa- 
gas, some oral, some written. A Vi- 
king colony was known to have 
existed in south-western Green- 
land in the tenth century. Life was 
hard for the 4,000 of so people 
there. It was perfectly plausible 
that they would have sent expeditions westward in search of more 
hospitable land. From Greenland to the outlying islands of North 
America is 600km (375 miles), a voyage the Vikings were equipped 
to tackle. But where did they land? Some earlier searchers had be- 
lieved that the vin in Vinland referred to wine; and there were ref- 
erences in the sagas to wild grapes. But no possible Viking sites 
were found in southern areas warm enough to grow grapes. 

Mr Ingstad established that vin wasin fact an ancient word for 
pasture. On foot and by boat, and occasionally by helicopter, he 
explored the coasts of Labrador and Newfoundland for traces of 
possible settlement. In 1960 near a village called L’Anse aux Mead- 
ows, in Newfoundland, a fisherman showed him some over- 
grown remains of turf huts, thought to be of Indian origin. To Mr 
Ingstad and his wife Anne, an archaeologist, they had an Icelandic 
look. They started digging 


Eating and working 

Teams of archaeologists explored the site for eight years. At first 
there was scepticism that this was indeed Vinland or even that 
Vinland had existed. Perhaps the first important discovery, made 
in 1964, was of a device for spinning thread. It was the first artefact 


fea Viking origin found in America. It suggested that women as well 





Helge Marcus Ingstad, champion of the 
Vikings, died on March 29th, aged 101 


as men lived in the settlement. In 
1968 a bronze pin of a type used to 
fasten a dress turned up. The dig- 
gers found remains of butternuts, 
a type of walnut regarded as a 
delicacy by the Vikings. Their 
searchings eventually uncovered 
the sites of eight houses, four 
boathouses and a charcoal kiln. 
Remains in a blacksmith’s hearth 
have been carbon-dated to about 
1,000 years ago. The myth had be- 
come fact. 

The Vikings were among the 
world’s most restless people. 
They established colonies from 
the Arctic to the Mediterranean, 
and possibly in Africa. Anything, 
it seems, to get away from Nor- 
way. Like other Norwegians, 
Helge Ingstad obviously had 
loads of this restless spirit. He was 
born on the last but one day of the 
19th century and he said, “I got to 
do everything.” He practised law 
until he was 26, then decided that 
there was more to life than work- 
ing for what Henrik Ibsen called 
“the damned, compact, liberal 
majority”. He went to Canada 
and spent several years as an ani- 
mal trapper. He became inter- 
ested in the Apache Indians in 
Arizona and lived with them. He 
lived too among the Eskimos and 
made recordings of their tradi- 
tional songs before they were ob- 
scured by pop culture. In his 30s 
he managed to combine his law 
training with a bit of adventure 
by becoming governor of an area of Greenland claimed by Nor- 
way. This was a cheeky try-on by Norway. It was soon ended. The 
Danish police tried to arrest Mr Ingstad. Greenland is part of Den- 
mark, but with a high degree of home rule. 

However, this part of Greenland was the very spot from which 
Leif Ericson, son of Eric the Red, left for America, and set Mr Ing- 
stad on the trail of Vinland. Ericson himself remains a mystery. Mr 
Ingstad quotes from the sagas that he had “intelligence, temper- 
ance and fairness” but such qualities are expected of a mythical 
hero. Itis reasonable to suppose that he was an excellent sailor, and 
the Viking boats of the time were the finest in Europe. But it is not 
known that he actually lived in Vinland. There may have been 
other Viking settlements still to be found. 

In his book “The Norse Discovery of America” Mr Ingstad 
ponders the question why the inhabitants of Vinland did not stay 
on in the land of pasture and timber and good hunting. He takes 
the view that the Vikings did not feel secure. Despite their hopes of 
peace, their sagas tell of battles with the local indigenous people. 
Unlike Columbus, who had firearms and reliable contact with Eu- 
rope, the Vikings had the same weapons as the natives, spears and 
bows and arrows, and only the slenderestcontact with Greenland. 
“Leif Ericson discovered America too early,” said Mr Ingstad. 
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Templeton College| University of Oxford 





‘No great discovery was ever made 
without a bold guess’ 


Sir Isaac Newton 


The Oxford Strategic Leadership Programme 


20 - 25 May 2001 | 11-16 November 2001 
19 — 24 May 2002 | 10 - 15 November 2002 


World Views | Individual Focus 


What is leadership? What makes an effective leader? The Oxford 
Strategic Leadership Programme allows senior executives from 
all sectors and industries to step back from the demands of every 
day and look at their roles and themselves. 


The programme considers leadership from a contemporary and 
classical perspective. Prominent business people discuss their 
own experiences, while experts from Oxford University explore 
leadership issues in the broader contexts of science, history and 
economics. Examination of cutting-edge theory and practice, 

and innovative use of music and poetry combine to open up 

new perspectives on leadership for organisations and individuals. 


The focus on personal learning and development is intense. 
The programme challenges participants to identify strategies 
and actions that will improve their own effectiveness, in groups 
and in one-to-one tutorials where individual issues can be 
explored in depth. 


The programme is fully residential and the College’s self-contained 
environment — Templeton is set in its own wooded parkland just 
outside the City of Oxford — offers an ideal location for learning 
and reflection away from distractions. 





The Oxford Strategic Leadership Programme deepens 
your understanding of leadership and challenges you 
to identify and implement the leadership strategy most 
effective for your individual situation. 


For further information, 

please visit 
www.templeton.ox.ac.uk/leadership 
or return to: 


Dorothy Cooke 

Templeton College, 

University of Oxford 

Oxford OX1 5NY, England 

Tel +44 (0)1865 422776 

Fax +44 (0)1865 422501 

Email leadership@templeton.oxford.ac.uk 








Name Job title Company 
Address 

Zip/ Postcode 
Tel Fax Email 





Templeton College | University of Oxford 
www.templeton.ox.ac.uk/leadership 
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Twelve intensive months for a 
profound understanding of 
marketing and finance. That's the 
Master of International Economics 
and Management at Milan's Bocconi 
School of Management. It's a highly 
successful interdisciplinary course 
offering key specialisations in 
International Finance and Industry 
Analysis and Marketing. Just some 
of the reasons why MIEM attracts 
students from 30 countries all over 
the world. So, if you too want 
to fly higher, download our 
brochure and application form. 


MIEM 


Master of 
International Economics 
and 


International Finance 
Industry Analysis and Marketing 


a SDA BOC A ONI 


wer y wol of Manageme 














MIEM - SDA BOCCONI - UCI Via Balilla, 18 = 20136 Milan - Italy Tel.+ +39-025836.3125/6605. Fax+ +39-025836.3293 E-mail: MIEM @ sdabocconi.it 











SERI 
The MSc in Finance at the City University Business School is An information session will be held on the following dates at the 
an intensive 10 month course integrating theory and practice. | Business School, Frobisher Crescent: 














It provides: 18 April 5.00pm - 6.00pm 
e a thorough and comprehensive grasp of the principles of 16 May 5.00pm - 6.00pm 
finance together with enduring technical and conceptual skills 13 June 5.00pm - 6.00pm 
e a genuinely international, multicultural perspective with a 18 July 5.00pm - 6.00pm 
global focus Tel: +44 (0)20 7477 8660 
e a highly flexible qualification suitable for a wide range of | E-mail: MScFin@city.ac.uk 
career openings in the financial sector www.business.city.ac.uk/af 





CITY eae tor AN The University for business and the professions 
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w GENEVA 2001 

Z During the past two decades, the FAME-ICMB 
et Executive Courses in Finance have become the 
Z benchmark for executive training in asset 

E allocation, risk management, forecasting and 
> quantitative analysis. 


The emphasis on practical applications and our 
renowned international faculty ensure that 
participants. build skills that are-directly 

applicable to their daily work SAVIOR eM. 


Didier Cossin April 30 = May 3 
CREDIT RISK PRICING, MANAGEMENT AND THE USE 
OF CREDIT DERIVATIVES 


G, Andrew Karolyi May 14-18 
EQUITY PORTFOLIO MANAGEMENT 


Francis X. Diebold May 21-25 
ESTIMATING AND FORECASTING FINANCIAL MARKET 
VOLATILITY AND CORRELATION 


Yacine Ait-Sahalia June 11-15 
INTEREST-RATE MODELS: THEORY AND PRACTICAL 
APPLICATIONS 


Paul Embrechts June 18—22 
MODELING EXTREMES AND DEPENDENCE IN FINANCE 
AND INSURANCE 


Salih Neftci August 13 - 17 
FINANCIAL ENGINEERING WITH JAVA AND C++ 


Kevin Witson August 20 ~ 24 
SHAREHOLDER VALUATION AND SECURITIES ANALYSIS 


Francis X. Diebold August 27 ~ 34 
FINANCIAL ECONOMETRICS AND FORECASTING 


Richard Levich September 3 ~ 7 
EXCHANGE-RATE ECONOMICS AND FORECASTING 


Stephen Schaefer September 10 ~ 14 
MODERN FIXED INCOME MARKETS: 

RELATIVE VALUE, ARBITRAGE, PORTFOLIO AND 
RISK MANAGEMENT 


Philippe Jorion September 17-21 
GLOBAL ASSET ALLOCATION 


Russ Wermers September 24 — 28 
PERFORMANCE EVALUATION AND ATTRIBUTION 


René Stulz October 1- 5 
INTEGRATED RISK MANAGEMENT 


Salih Neftci October 8 ~ 12 
ADVANCED MATHEMATICS OF DERIVATIVE PRODUCTS 


David Cox October 29 — November 2 


IMPLEMENTING QUANTITATIVE TECHNIQUES FOR 
FINANCIAL MARKETS 


TERNATIONAL CENTER Piht 


| VIRANCIAL ASSEY MANAGEMENT AND ENGINEERING 


For more information, please contact: 

Fabienne Scagliola or Béatrice Candolfi 
FAME-ICMB 

Av. Blanc 49, 1202 Geneva, Switzerland 

Tel: +41-22/731 95 55 Fax: +41-22/731 95 75 
E-mail: geneva-courses@fame.ch 

URL: www.fame.ch/executive-education/geneva. 


Masters in Finance 


London: Business School's specialist Masters in Finance 
programme is taught by the School's internationally 
renowned faculty and is designed for individuals whose 
careers require an in-depth knowledge of finance. 

The programme is rigorous, practical and career- 
orientated. It can be completed in ten months of full-time 
study or in two years of part-time (mainly evening) 


attendance at the school. To find out more, come to an | 


information session: 


Ail these sessions will be held 
at London Business School, 
Sussex Place, Regent's Park, 
London NWI 4SA. 


Nearest tube station is 
Baker Street. 


Tuesday 15 May, 6.15 pm 
Wednesday 13 June, 6.15 pm 
Tuesday 10 July, 6.15 pm 
Tuesday 14 August, 6.15 pm 


Information about our MBA and Sloan programmes will also be available 
at all sessions. 


Sussex Place 

Regent's Park 

London NWI 4SA 

Tel: +44 (0)20 7706 6840 
Fax: +44 (0)20 7723 1788 


London 
Business 
School 


Return to: The Finance Programmes information Office, London Business School, 

Sussex Place, Regent's Park, London NWI 4SA 

Please tick which you require information on: 

Masters in Finance: {part-time (evening) "full-time 

Evening Programmes in LiCorporate Finance [investment Management [Economics 
Mr/Ms First Name 
Family Name 
Job Title 
Company. 
Address: Work L Home o 


email: mifinfo@london.edu 


www.london.edu 























Postcode. _— Country. 
Tel Fax. 


email EC13/04/01 


London Business School exists to advance leaming and research in business and management 
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Amsterdam 
GF Institute of Finance 





The Global 
Financial System 





In cooperation with the faculty of 


INSEAD 





ee July 23-August 3, 2001 
Derivatives Courses 2001 ri 
The Global Financial System: Structure, Crises, and Reform 

The Options Workshop is designedfor those responsible for or interested in international 

- Stock Option and Foreign Currency Option Pricing (April 23 - 25) finance and macroeconomic policy management, analysis, and 

- Option Trading Strategies and Risk Management (April 26 - 28) negotiations. Topics covered include: 

e Structure and Change in the Global Financial System 

The Advanced Options Workshop e Financial Liberalization and Macroeconomic Management 

~ Yield Curve Dynamics and the Pricing e Early Warning Indicators of Currency and Financial Crisis 

Ware e Value at Risk and Working Out of Insolvency 
of Interest Rate Derivatives (May | - 3) eos : S 
i e Origins and Management of Banking Crises 
- Exotic Options (May 4 - 5) 


e Imbalances and Prospects in the Global Economy 
Derivatives: Special Topics 


Valiti iene. 24-28) For more information about this program and others, please contact: 








Enrollment Services 
- Derivatives Pricing with Numerical Methods (Sept. 26 - 28) Tel: (617) 496-0484, ext, 215 
- Credit Risk and Credit Derivatives (Oct. | - 2) Fox: (617) 495-3090 

Email: KSG_ExecEd@Harvard.edu 
For information, please visit our Web site or contact us directly. Internet: http://www.execprog.org 


AIF - P.O. Box 59536, 1040 LA Amsterdam, The Netherlands HARVARD UNIVERSITY 
eT 00 ee eee JOHN F. KENNEDY SCHOOL OF GOVERNMENT 


e-mail: info@aif.nl - internet: www.aif.nl 
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how fa r WI | | A'uņique opportunity to study atthe largest spegiájist aaa 
provider of securities and investment educati 


in Europe. THe, SMA Centre offef$tigorous and = 


innovative programmes using hands- 
0? on learning for those seg eers A 
in the global financia =. 


Further information: www.ismacentre.rdg.ac.uk 


f Reading: ISMA Centre Whiteknights PO Box 242 Reading REG GBA: UK 
931 8239: Fax: +44 (0)118 93) 4741 Email: adming@ismacentre.rdg.ac.uk 








School of 


Public Policy 


PH.D. IN PUBLIC POLICY 
MASTER'S PROGRAMS: 


international Commerce and Policy 
Public Policy (new in fall 2001) 
Social and Organizational Learning 
Transportation Policy, Operations, 

and Logistics 
Regional Development and Technology 
Peace Operations 
*Enterprise Engineering and Policy 





















Study with the nation’s most respected scholars at one of the 
leading public policy institutions in the national capital region. 
Located in northern Virginia’s high technology corridor, we 
have direct access to the region's policymakers and are just 
minutes from Washington, D.C. 


Visit our web site to receive more information and to download 
an application. Classes are held in Arlington and Fairfax, Virginia. 






FOR MORE INFORMATION: 
Graduate Admissions, School of Public Policy 
Phone: (703) 993-3183 + E-mail: spp@gmu.edu * Web: http://policy.gmu.edu 


George Mason University 





As a European leader in education and research, Maastricht University 
is famous for its unique small-scale and self-motivating approach 

to teaching (problem-based learning) and its high leve of 
internationalisation. In the national education surveys, 

Maastricht is consistently listed in the top ranks. 


The Faculty of Economics and Business Administration has developed a 
part-time Executive MBA Program which reflects two important aspects 
of the current business climate: Globalization of Markets and Electronic 
Business and Commmerce. The Maastricht Executive MBA Program aims 
to prepare managers for future success in a rapidly evolving and highly 
competitive global business environment where continued innovation is 
crucial to productivity and growth. 


The Maastricht Executive MBA Program curriculum consists of three 
tracks: General Management, Financial Management and E-Commerce 
and Marketing. The program is designed to be completed in 24 months 
and lectures and classes are conveniently paced and are conducted each 
week on Fridays and Saturdays. Our MBA exchange program with a 
leading US business school adds considerable value to the curriculum. 


For more information, please visit our website: www.mba.unimaas.nl, 
or contact Dr. Charles Pahud de Mortanges (c.pahud@mw.unimaas.nl), 
or Prof. Dr. Willem Verschoor (wverschoor@berfin.unimaas.n|) 


Universiteit Maastricht 

Faculty of Economics and Business Administration 
Executive MBA Program Office 

PO. Box 616, 6200 MDMaastricht, The Netherlands 
Tel: +31-(0)43-388 3220, Fax: +31-(0)43-388 4970 

















International 
4 MBA in Paris 


Entirely in English, our 12-month full-time MBA is an unusually 
multicultural experience, with over 20 nationalities on the student body. 
Designed for experienced participants, it combines core courses in Paris 

with a wide range of electives and intemational seminars. 
AMBA and EQUIS accredited, 


ESCP-EAP MBAs lead to senior positions worldwide: join the network 
of 19,000 ESCP-EAP graduates working in 65 countries. 





Next Session - January 2002 
www.escp-eap.net 


Contact MBA Admissions:mba@escp-eap.net - +33 1 4923 2759 
79 avenue de la République - 75011 Paris 


ESCP-EAP 
ne ae 


European School of Management 





Learn everywhere. Manage anywhere. 


w 


Master the Marketing Challenges 
of Globalisation, eBusiness, and 


the Knowledge Economy 


Study individual modules, tailored programmes, 
or a Master of Science in International 
Marketing Online 


Please visit our website at: 


http://mscim.strath.ac.uk/e4.htm 


and then contact us to discuss how we can meet 
your specific management development needs 


University of Strathclyde, Department of Marketing, 
173 Cathedral Street, Glasgow G4 ORQ 
Tel: 0141-548 4590 Email: mscim@strath.ac.uk 





Qi 


Recognized as the world’s most flexible: Distance 
Learning MBA: or. DBA/Ph.D: No bachelors degree 
required for the MBA {or Master's for DBA} if you have 
significant work experience. No time limits, minimum 
of maximum, MBA usually takes one year, OBA two. 


Teansier ‘students welcome. No required pOurses. 
You-will not have to study material you arany kowo 
do not need. No- exams: ingtead-you write papers. 
Learn froni successful business: leaders/authors 
{many are. millionaires). Faculty: members wanted. 
ushmore University, Dakota Dunes, SD USA / 605- 
232-6037 ea@rushmore.edu WAN. distancemba.com 


Readers are recommended 
to make appropriate enquiries and take 

iate advice before sending money, 
B.S.,M.S., Ph.D. Many fields. No classes. incurring any expense or entering into a 
NO COST evaluation! Send resume. binding commitment in relation to an 

6400 UPTOWN BLVD NE > SUITE 398-W advertisement. The Economist Newspaper 
Depi.34 + ALBUQ., NM B7110-U5A Limited shall not be liable to any person for 
Se cere ue oi a loss or damage incurred or suffered 
as a result of his/her accepting or 


(Universit ONLINE rnonied 2 ept an invitation contained in 
any advertisement in the Economist. 


state-of-the-art, practical knowledge of innovative, ADULTS, EARN YOUR 


incoming structures. Se ene a COMPUTATIONAL | 
WASHINGTON INTERNATIONAL UNIVERSITY FI NANCE 


In most fields. Student Comm. Ctr. 144 apply now for Fall 2001! 
Ivy Lane, King of Prussia, PA 19406 - > H 
USA, FAX: 610 205 0960. www.cse.ogi.edu/CompFin/ 
E-MAIL: issi hi 
WEB SITE: www.washint.edu 





























Courses include: Design of Digital Products and Technologies, 















Knowledge Management, E-Business and E-Commerce, 
Innovation Management, Prices and Markets. 








Closing date for applications: 
Wednesday, August | 5th, 2001 












For further details please contact our MBA Office: | W aa T su m mer school | 
Ae oe iene Pa as 8, | _andResearch — economics, Araia a progres, | 

- t. Gallen, Switzerlan | innovation and environmental policy| 
Tel.: ++41/71/2243022, Fax: ++41/71/2243058, | mess 













mem-mba@unisg.ch 


http:/iwww.media-mba.unis 





The German Federal Minis of Education and 
Research is announcing the RIW summer sch 


8th - 12th September, 2001, 
Secon Monastery near Munich, Germany 






Hotel accomodation will be provided and som 
travel Ln are available. 


Finance 


“Application 2) 


f 
| 


Contact > www.gsf.de/ptukf/sumr 
»hemmelskamp@gsf.de 


eC a ee ae nen SOE AR RICA) OSCE PU See R 


APPOINTMENTS 





LEARN GLOBALLY. STUDY LOCALLY. 


THE GLOBAL MASTER OF ARTS PROGRAM (GMAP) 


Are you an experienced interna- As a GMAP student, you perform 
tional affairs professional who your professional duties while 
wants to further your education pursuing your education. You work 
without taking a year off? If so, closely with our highly respected 





The Open Society Initiative for West Africa, a recently established 
member of the network of Soros Foundations, seeks an Executive 
Director. The Foundation supports and originates programs in the 


consider the GMAP offeredby The faculty and receive a top quality West African region that promote democratic development, law 
Fletcher School at Tufts University Fletcher education. Plus, you become reform, human rights, women’s empowerment, independent media 
This one-of-a-kind, one-year master's part of our active and influential and other elements of open society. The director must be 
program in international relations intemational community. Classes knowledgeable about the region and fluent in English and French. 
combines three (3) two-week resi- begin July 2001. Contact us today S/he should have a demonstrated commitment to open society values 
dency sessions with 33 weeks of to learn more about this challeng- and at least five years of significant managerial experience, 


computer-mediated instruction. ing program. 


The director would be based in West Africa and would oversee a smal! 
staff and report to a Board of Directors in the region. Salary and 
THE GMAP INTERNATIONAL CURRICULUM INCLUDES: benefits are competitive. Send resumes to: 

Crisis Management & Complex Emergencies © International Finance 














International Business & Economic Law © Leadership & Management Kim Brice a 
international Negotiation © international Technology Policy Open Society Institute 
international Trade Economics & Investment 130, Rue Mousse Diop 
Transnational Social Issues 2eme etage a droite 

Dakar, Senegal 

TEL: 617-627-2429 WEB: www.fletcher.tufts.edu \ Fax: +221-842-3076 
E-MAIL: fletcher-gmap@tufts.edu \ Email: kbrice@sorosny.org 
| Nia EEE 
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USAID Senior Banking and Finance Advisor 


7 =~ The U.S. Agency for International Development Mission to 
the Caucasus seeks applications from qualified American 


THE EUROPEAN AGENCY FOR SAFETY 
AND HEALTH AT WORK 






European Agency 













n SA $ h fer Safety ond Health 
citizens for a Personal Services at Work Based in Bilbao (Spain), seeks to recruit a 
wagas Contractor opening in Tbilisi, Georgia 































Head of the Working Environment Unit/Programme Manager 
(m/f) reporting to the Director, for the management of the 
Agency's information projects in the field of safety and health. 


Deadline for submitting applications is May 7, 2001. 
Required Qualifications: 


Education: 
Master's degree in management, business administration, banking, finance, 
economic development, or other relevant field. 


Job description, conditions and qualifications on the Agency's 
web site http:/osha.eu.int. (Reference EUOSHA/A/01/1) 






Professional category: Principal administrator (Temporary Agent 


Work Experience; 
A4/5) Staff Regulations European Communities 


Fifteen years of recent private sector experience in international business, banking, 
finance either as an advisor or as a project manager. Strong background in banking 
and microfinance. 










Basic Salary for calculating net month remuneration (before any 
o : . . af. deductions or allowances) in grade AS step 1 is 5849,97 EUR 
For more information and instructions on how to apply, please visit: 
http://www.usaid.gov/procurement_bus_opp/procurement/psc_solicit/ 











Deadline for presenting applications: 30 April 2001 








ee oe 


ERNET EXPERTS 


e Electronic Publishing Coordinator/Internet Editor 
è Internet Graphist/Interactive Designer 


NATO's Office of Information and Press is responsible for managing NATO's publie Internet website at www.nato.int. The Internet Editor and the 
interactive Designer will join a small dedicated web team, working in a highly lynamic and challenging international setting. Both positions are key 
to strengthening NATO's web publishing activities with a view to enhancing understanding of NATO among the interested public. 


Applicants for the Electronic Publishing Coordinator/Internet Editor (A.EC.24(2001)) must: 


* have a minimum of three years professional experience and proven achievements in the generation of content, structure and context of websites; 
e possess substantial knowledge of web publishing methods and techniques as well as of the related technologies; 

° fave the capacity to manage and organise complex processes in a coherent, logical and effective manner; 

* have a university diploma in information technologies, computer sciences, communication sciences, journalism, international relations or another 


relevant discipline; 
e be fluent in both of the official languages of NATO (English and French}; 
e be a national of a NATO member country. 


Applicants for the Internet Graphist/Interactive Designer (A.EC.22(2001)) must: 


e have a minimum of two years professional experience and proven achievements in both traditional and electronic graphics creation and production; 
e have substantial practical knowledge in interactive web design, development and programming; 

* demonstrate insight and experience in Human-Computerinteraction (H N; 

* have a recognised diploma in web design, graphics and/or design work or a track record of equivalent work experience; 

* have a strong command of one of the two official NATO languages (English and French} and a good knowledge of the second; 


s be a national of a NATO member country. 

Detailed job descriptions can be found on the NATO website. 

Letters of application, with detailed CV, may be sent by e-mail {quoting a postal address}, to: Recruitment.A @hq.nato.int 
Please note that applications must be sent using WORD 97, A4 format with only one attachment. 


Alternatively, the NATO application form can be downloaded from the NATO website (www.nate.int}, and can be sent by post, after completing y 
manually, to: Recruitment Service, NATO Headquarters, 1110 Brussels, Belgium. ; 


Please quote reference of the vacancy for which you are applying. 
Closing date for applications: 31 May 2001. 














































ho meet the specific requirements and whose applications pass the 
: rge number of potential candidates, telephone j 
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EURONAID 


European Association of non-governmental organisations 
for food aid and emergency aid 







EuronAid is a European NGO association providing professional services for its members 
non-governmental organisations (NGOs), other NGOs and government agencies, in 
particular the European Commission. The EuronAid Secretariat is located in The Hague 
and has an international staff of about 20 people. EuronAid also has a Liaison Office in 
Brussels and is represented by regional offices in different parts of the world. 






BIFE 


BIPE, one of Europe's largest independent economie forecasting 
and consulting organisation - specialises in economic and sectoral 
analysis and forecasts, and helps companies and government 
organisations to better understand the factors of change in their 
economic environment, the implications these factors are likely to 
have on their activity, and the implications for business planning, 
strategy formulation and government policy making. 










EuronAid is seeking applicants for a 


Coordinator/Finance and Administration Team (M/F) 


The daily operations of the Finance and Administration Team relate to food aid and food 
security as well as to the Secretariat of the Association. The Coordinator reports directly 
to the Secretary General. 

He/she is responsible for the management of the three sub-divisions in the Team: 
Finance, Personnel and General Affairs, and Automation. 


Requirements/Qualifications: 
Higher financial education 
* Minimum of five years relevant experience. 









In order to support the rapid development of its ‘Network 
Economics’ unit, BIPE is looking to recruit an analyst with sound 
knowledge of micro-economies and quantitative methods in the 
economics of regulation, and past experience in the development 
of game theory approaches and optimisation models, 










The position is offered to citizens of the European Union. 

Languages: English. French or Spanish also an asset. 

Location: The Hague, The Netherlands, 

Starting date: As soon as possible. 

Type of Appointment: Fixed term of two years, with possibility of an extension. 
Indicative gross annual remuneration: 60,000 Euro. 

Expatriates can apply for a 30% tax-allowance. 







The successful candidate will be bilingual French-English, have 







4-5 years of experience in a research environment or a consulting 
organisation, good communication and writing skills, and the 
ability to work to strict deadlines in a demanding. environment. 
Past experience in the transport, telecommunications, Water or 
energy sectors will be a plus. l 








Applicants are requested to submit a Curriculum Vitac with fall details of qualifications 
and experience, plus 2 references from previous employers. 

Applications should be sent to the Secretary General, EuronAid, PO Box 12, 

NL-2501 CA, The Hague, The Netherlands. 








The position is based in Paris (France). ; 
Please send your CV and an indication of salary expectations to`. 
Martine Audebert, 





For further details, please visit the EuronAid website at www.euronaid.n! 







Applicants will be contacted only if they are under serious consideration. 

















Applications should be in our possession not Jater than 1” May 2001. L’Atrium, 6, place Abel Gance, 


EuronAid is an equal opportunities employer 92652 Boulogne-Billancourt Cedex France 


Positions Announced 


A unique opportunity for young outstanding graduates seeking a rewarding and highly professional career, with an attractive benefits package including, beside the 
salary, housing allowance, medical care, life insurance, children's education, allowance for dependents. ..etc. 






The Islamic Development Bank enjoys a global reputation as one of the world’s financial institutions. The Bank's mission is to foster the economic development and 
social progress of member countries and Muslim communities individually as well as jointly in accordance with the principles of Shariah i.e., Islamic Law. The 
functions of the Bank are to participate in equity capital and grant loans for productive projects and enterprises. The Bank is also required to establish and operate 
special funds such as a fund for assistance to Muslim communities in non-member countries. The Bank is based in Jeddah, Saudi Arabia. Living in the city of Jeddah 
offers you the rare chance of close neighborhood to the two holy cities of Makkah and Al-Madinah. 








To sustain its development objectives for the future, the Bank has launched the Young Professionals Program designed specifically for outstanding young graduates 
with superior academic achievements. Intensive in its training activities and challenging in its scope, the Program seeks to accelerate development and growth of the 
would-be professional staff members. 






AREAS OF ACTIVITIES: Finance, Economics, Business Administration, Accounting, Engineering, Computer Science, 1T. and Law. 






QUALIFICATIONS: MINIMUM REQUIREMENTS: 

Selection to the program is highly competitive. The successful candidate should: 

Hold a Bachelor Degree in specialities related to the Bank's activities with a G.P.A. of 3,5 on à scale of 4, honors division 2 upper, or very good from a reputable 
and well recognized academic institution. Holding a Master’s Degree or Ph.D. is an added advantage. 

Be no more than 30 years old when applying to the Bank. 

Be fluent in one of the Bank’s working languages i.e., Arabic, English, French, but a working knowledge of English is highly desirable. Fluency in. more than one 
language is an added advantage. 









Be a citizen or a national of a member country of the Bank. 






If you have the qualifications we require and are ready for the challenges and rewards we offer you, please send your resume to: 






Head, Young Professionals Program 

ISLAMIC DEVELOPMENT BANK 

P. O: BOX 5925, JEDDAH 21432, KINGDOM OF SAUDI ARABIA 

e-mail: ypp @isdb.org.sa web site: www.isdb.org Fax No: (9662) 6372069 
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JOB HUNTING INTER 


Executive $75K-500K+. Career searching into, within or out of 
Asia / Europe / M.East / U.S.? Contact for Free Info & Critique 


www.careerpath. co. uk 


Fax: 
+1 202 4781698 
+44 20 75048280 
+66 2 2674688 














RESERVE 
BANK 


Z E ALAND 





OF NEW 











USA/Canada 
Europe 
Asia / M. East / Aus 


cpameric 
cpeurope 
cpasia@bkk. loxinfo.co. th 








Economist 
Manager 


Modelling 


We are looking for a self-motivated manager to join our 
Economics Department to lead the Modelling team. 
This is a great opportunity to join the Reserve Bank of 
New Zealand at a senior economist level and have 

the opportunity to work with the Bank’s senior 
management team. 

















We offer a stimulating environment in which to work, 
and place a strong emphasis on people and career 
development. 






Further information is available on 
our website on www.rbnz, govt.nz 


Applications close 27 April 2001 












Department for 


international 
Development 


Since 1997 DFID has been providing support to the Delegation 


FOOD SECURITY ADVISER 
ETHIOPIA 


possess good written and oral communication skills, including 


z of the European Commission Local Food Security Unit (LFSU) fluency in spoken and written English, and the ability to write 
ol for the implementation of regional Employment Generation clear reports and prepare complex programme documentation. 
2 Schemes (EGS) and Integrated Food Security Programmes As a valued team member, you will require resilience and 

i (IFSPs) funded under the 1996 and 1998 Ethiopian direct strong analytical, influencing and negotiating skills. 

> assistance programmes. Experience of EC financial and administrative procedures, a 
bai 


Fulfilling Britain’s commitment to 
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You will provide technical assistance in the application of 
ongoing and future regional support programmes for the food 
security co-ordination units Amhara, Oromia, SNNP and Tigray. 


Working to programme objectives as detailed in annual work 
plans, you will support regional states in the implementation of 
EGS projects and IFS programmes. You will also help to identify 
institutional constraints to improved food security, providing 
feedback to the DFID-based Food Security Manager and 
relating experiences on a regular basis. In addition to spending 
significant time in the field, you will train regional officials on 
institutional issues, facilitating workshops, training inputs and 
study tours. 

With a minimum of a master’s degree (ideally a PhD) in 
economics, agricultural economics, rural development or a 
related subject, you will have at least ten years’ experience, of 
which five years’ must have been field-based. You'll also 


working knowledge of French, fluency in mainstream computer 
software and experience in Ethiopia are all considered to be 
advantageous when applying for this role. 


TERMS OF APPOINTMENT 


The appointment is for a three year fixed term period and is 
subject to a probationary period of six months. The salary will 
be £39,557 to £56,334 per annum, is UK taxable and includes 
an element in lieu of the employer's share of superannuation. 
Additional allowances may also be payable. 


Candidates should either be nationals of Member States of the 
European Economic Area (EEA), Commonwealth citizens who 
have an established right of abode and the right to work in the 
United Kingdom or those granted refugee status as defined by 
the 1951 UN Convention on Refugees. 


Closing date: 8 May 2001. 


Application forms can be obtained, quoting reference AH375/4d/TE clearly on your envelope, from Department 
for International Development, Abercrombie House, Room AH375, Eaglesham Road, East Kilbride G75 8EA or 


The Department for International 
Development (DFID) is the UK's 
government department responsible for 
promoting development and the reduction 
of poverty. DFID is committed to the 
internationally agreed target of halving the 
proportion of people living in extreme 
poverty by 2015 


DFID works in partnership with 


telephone 01355 843384 (answerphone) or e-mail: HROD4d2@dfid.gov.uk http: JIwww.dfi id.gov.uk 


governments, international and national 
non-governmental organis, k 

private sector and institutions such as the 
World Bank, UN agencies and the 
European Commission. Most of the 
assistance is concentrated on the poorest 
countries in Asia and sub-Saharan Africa, 
but we also work elsewhere, including 
Latin America and in Central and Eastern 


Europe. 

DFID is committed to a policy of equal 
opportunities and encourages applications 
from all parts of the community. We would 
particularly welcome applications from, 
women, people from an ethnic minority 
background and people with a disability. 
Selection is on merit. 









TANZANIA REVENUE AUTHORITY 


UNITED KINGDOM/TANZANIA GRANT 2000 
SUPPORT TO THE TANZANIA REVENUE AUTHORITY 


VACANCIES 
1.0 INTRODUCTION. 


‘Tanzania Revenue Authority (TRA) which was established by an Act of Parliament in 1993 and became 
operational inmid 1996 as an agency under the Ministry of Finance, is responsible for administering the 
tax ‘laws, and assessing, collecting and accounting for Government revenue. TRA is currently 
implementing. a reform programme with the assistance of multilateral and bilateral donors. The main 
objective of the programme is to strengthen the Authority with a view to improving its efficiency and 
effectiveness in revenue collection through its Regional and District Offices located all over the country. 
‘The. United Republic of Tanzania has received a grant from the Government of the United Kingdom of 
Great Britain and Northern Ireland to support the reform programme. TRA intends to apply a part of the 
grant for the provision of Technical Assistance to the Information Systems (IS) and Finance Departments 
of the Authority. Applications are now invited from suitable individual consultants/candidates. for the 
following positions. 


2.0. INFORMATION SYSTEMS ADVISOR: 
‘The overall modernisation of TRA will rely heavily on the su sful implementation of an appropriate 
computerised information system, The Authority has therefore prepared a detailed information system 
strategy and is in the process of selecting a consulting firm for undertaking a business process re- 
engineering (BPR) and information systems feasibility study. TRA has also made significant progress in 
the implementation of stand alone computerised systems in the customs and VAT Departments and in 
some: non-revenue departments. 
21 Main Duties: 
The Information Systems Advisor will: 
Assist the Commissioner for Information Systems to analyse the current status of the ongoing 
computerisation activities, identify priorities and prepare a detailed and integrated plan for the 
implementation of IS Strategy. 
Oversee the BPR for all TRA functional areasavhich will be carried out as part of IS feasibility study. 
Participate in the implementation and maintenance of the approved IS Strategy, including addressing 
standards and procedural issues. 
Conduct project management reviews of all on-going IT projects and provide on-the-job training in project 
Management techniques to ensure that all critical tasks for computerisation are performed effectively. 
Assist in the requirements definition and system design of interim and integrated systems. 
Provide guidance on current technological issues such as telecommunications, client/server technologies, 
intranets, extranets etc., and coordinate the efforts of short-term consultancies in these areas. 
Assist in the development of specifications for software and hardware for tax administration systems. 
Assist in the development of a tax application training programme for end-users and for technical 
training for IT staff, 
Assist in quality assurance, including the application of standards. 
22 Qualification and Experience: 
A degree in Computer Science or Electronics and a post graduate qualification in Information Systems. 
Post qualification experience of not fess than 10 years in the implementation of Information Systems 
Strategies in large organisations. Must have adequate experience in the Business Processes Re- 
engineering and preparation of bility Studies for computerisation projects and actual acquisition and 
implementation of computerised systems for large organisations. 
23 Duration of Assignment: 
Thirty (30) months. 


3.0 REVENUE ACCOUNTING ADVISOR: 

TRA has made significam progress in designing and implementing the computerised expenditure 

accounting system, The next focus in the Finance Department is the design and implementation a revenue 

accounting system. 

Bd Main Duties: 

‘The Revenue Accounting Advisor will: 

* Review the existing system, design and implement the computerised revenue accounting system in 
conjunction with the three revenue departments to ensure accurate and appropriate commercial 
accounting for the tax revenue assessments, collections and accounts receivables by the three revenue 
departments in all the TRA Regional Offices. 

Ensure that the proposed systems facilitate proper and centralised revenue accounting at the TRA 
Headquarters. 

Ensure that the systems facilitate proper bank reconciliations and reconciliation between the Revenue 
Departments/Regional offices and the Finance Department at the TRA Headquarters, 

Assist in up-dating the accounting manual for tax revenue collections, banking and accounting in 
accordance with internationally accepted accounting practice and acceptable to TRA statutory auditors. 
Prepare training materia! and conduct training programmes for revenue accounting staff to improve 
their skills. 

32 Qualifications and Experience: 

A degree in Accountancy or Commerce and professional accounting qualification. Post qualification 

experience of not less than 15 years including a minimum of 5 years in a senior management position in 

accounting field. Experience in computerised accounting is necessary. Experience in tax administration 
is desirable. 

33 Duration of Assignment: 

‘Twenty four (24) months. 


4.0. REMUNERATION PACKAGE. 


‘The remuneration package will be commensurate with the qualifications and relevant experience of the 
selected candidates. 


5.0. SUBMISSION OF APPLICATIONS. 
“Please send in confidence, an application tetter together with a detailed resume, copies of certificates and 
testimonials, andthe names and addresses of at least three referees to the address given below, on or 
“before May. 7, 2001 
: Commissioner General, 
TRA Headquarters Room No. Gt1, Ground Fioor, 
Sokoine Drive, P.O. Box 11491, Dar es Salaam, Tanzania. 
Tele: (4255 22) 119501/4, Fax (+255 22) 119595 
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"DO YOU FEEL LIKE YOUR CORPORATE 
LADDER HAS RUN OUT OF RUNGS? 


Do you feel the need for new challenges and opportunities? If you're a 
global senior executive, over 40 years old and accustomed to a $100K+ 
annual salary, we can be the answer to your next jump on the ladder of 
success. Resume Broadcast International assists you in your professional 
search with the personal contact necessary for success from start to 
finish 24 hours a day, 365 days a year. Opportunity is only a phone call 
away at Tel: (619) 224-9257, Fax: (619) 224-9268 or E-mail: 
102224.3306 @ compuserve.com 


Resume 
Sroadcast 
lnternetional 











Resume Broadcast International 
P.O. Box 6930, San Diego, California 92166, USA. 
Tel: 619 224 9257, Fax: 619 224 9268 
Email: 102224.3306 @ compuserve.com 









BRADFORD MANAGEMENT CENTRE 






































The growth of our MA programmes in IB and Marketing, and staff 
promotions to academic positions at McMasters and Melboume, have given 
us the opportunity to recruit five new staff to the following Lectureships: 


International Business/Management Ref: AMNO445/E 
International Financial Economics Ref: AMN082/E 


International Business Ref: AMNO405/E 
(two year fixed term) 





Marketing (2 posts) Ref: AMNO413/E & RMNO806/E 


£18,731 - £30,967 p.a. for the above posts 

You will have the opportunity to contribute to teaching across all 
programmes at the School and be expected to make a major contribution 
to our objective of international excellence in research. 





The Management Centre offers superb facilities for research, and all levels 
of teaching, at its dedicated parkland site on the outskirts of Bradford; the 
near presence of the Dales offers high quality of residential life. 


Also available: 


ADCO Lectureship in TQM 


£18,731 - £30,967 p.a. (three year fixed term) 

This post is funded by Abu Dhabi Company for Onshore Oil Operations 
(ADCO) specifically to support the TQM program of the Engineering Major 
Projects Division (EMPD) working closely with Professor Mohamed Zairi, 
Head of the European Centre for Total Quality Management. 


Ref: AMNO404/E 





Some industrial experience is required, and experience in the field of Total 
Quality Management (TQM) would be a distinct advantage. A desire to 
carry out research in TQM and related fields is a pre-requisite. You will be 
expected to devote some of your time supporting the sponsors in specific 
areas of interest to them and will need to travel to the United Arab 
Emirates from time to time. 


Closing date for the above posts: 4th May 2001. 


For more information and details of all our current vacancies see 
our recruitment website: http://www.bradforduni-recruitment.ac.uk 


Further information, including how to apply, is available. 
on-line or from the Personnel Department (quoting ref.). 
e-mail: jobs@bradford.ac.uk, tel: 01274 23309! 
(hearing impaired applicants only tel: 01274 235807). 


UNIVERSITY OF 
BRADFORD 


TING INEQUALITY 











CELEBR: £ ERS 
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Salary: £20,865 - £33,101 p.a. inc. 


The Departments of Economics and Mathematics are 
seeking to make one appointment at Lecturer level on a 
career-track basis from 1 September 2001 or at some 
other agreed date. 


Applications are invited from strong candidates with 
an educational background in both economics and 
mathematics. Applicants should have research 
interests in both economics and mathematics or in 
fields involving both disciplines such as game theory 
or financial mathematics. Candidates should be willing 
to teach undergraduate courses in both economics 
and mathematics. 


Candidates should have an excellent first degree, a 
completed or virtually completed PhD, and proven 
research ability. 


For further details please phone 020 7955 6183 or email 
recruitment@lse.ac.uk quoting reference number 
AC/00/47. 


Closing date for completed applications 11 May 2001. 


The London School of Economics and Political Science is committed to 
equal opportunities and excellence in teaching and research 


Research Assistant 
Ref: O1/F651A 
School of Agriculture & Food Science 


Department of Agricultural & Food Economics 


Applications are invited for this post which is available immediately, for 
34 months. The successful applicant will be required to assist in 
developing multi-sectoral models of UK agricultural sector which will 
integrate with other models in the EU Framework 5 funded, AG- 
MEMOD Project and the global modelling system operated by the 
FAPRI unit of the University of Missouri. 


Applicants must have at least a 2.1 Honours Degree or equivalent in 
a relevant area, preferably in Agricultural Economics, Economics or 
closely related discipline. A post-graduate degree in these areas 
would be desirable. Knowledge of econometric modelling is essential 
as is knowledge of econometric/statistics packages and spreadsheets 


Salary scale: RA 1A/1B £16776 - £18,732 per annum. Placement 
on the salary scale will depend on age, qualifications 
and experience 


Closing date: 5.00 pm Friday 4 May 2001. 


Applicants, quoting reference number, may obtain further particulars 
from the address below. 


The University is committed to equal opportunities and to selection on 
merit. It therefore welcomes applications from all sections of society. 


Fixed term contract posts are available for the stated period in the 
first instance but in particular circumstances may be renewed or 
made permanent subject to availability of funding. 


Queen's University Belfast 
Personnel Department 
Belfast, BT7 1NN. 

Tel (028) 90273044 or 


Queens University 
(028) 90273854 Belfast 
(answering machine} or 

Fax (028) 90324944 or 

e-mail on personnel@qub.ac.uk 
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EMIGRATE TO Al 


Salary: £26,361 to £33,101 pa incl 


The HM promotes the teaching of, and research into, 
management and brings social science theory and 
research to bear on issues of management. The 
institute currently has 13 members of academic staff 
and 4 members of administrative staff. 


The Institute is a member of the Community of 
European Management Schools (CEMS), a 
consortium which is working in close collaboration 
with over 40 corporate partners, in the creation of a 


Common European Management curriculum. 


The liM is seeking to attract an outstanding social 
scientist to the post with teaching and research 
interests in management issues. Only candidates with 
a first-rate research achievement and/or potential will 
be considered. Special consideration will be given to 
candidates with an interest in Strategy and the 
Economics of Management. The appointment will be 
from 1st September 2001. 


Informal enquiries can be made to Prof Peter Abell on 
020 7955 7357 or email on p.abell@ise.ac.uk 


For further details on this post, please phone 020 
7955 6183 or email recruitment@lse.ac.uk with your 
postal address. Please quote reference number 
AC/00/46. 


Closing date for applications: 8th May 2001. 


The London School of Economics and Political Science is committed 
to equal opportunities and excellence in teaching and research 








CANADA... 


ust one click away 


immigration through employment or business. 


Nurses, Teachers & IT, jobs waiting! 


Complete visa processing, 100% guarantee 


001 561 746 906} MACS USA Inc 


639 E Ocean Ave, Ste 402, Florida 33445 


: \ & Krochak 
£ Tanadian L nmaprá ONL lawyers 


WW W emigraeoamenca com 
Since 1987 The Sovereign Group have been 
assisting individuals and companies to achieve 


savings in tax. We provide a full range of onshore 


VISIT QUR WEBSITE: 


and offshore services designed to save tax for 
SovereignGroup.cem 


you and/or your company. Gall us and we will 
be pleased to show you how our services 
can save you money and maximise the 
value of your assets. 


business 
& personal 


tax solutions 


UNITED KINGDOM, USA. 
Simon Denton Wiliam H. Byrnes 
te +44 {i 7 Yet +1 (308 


HONG KONG: ISLE of MAN: 
Stuart Stoble Paul Brennock 


a Erin Group. com 






























Jaakko Pévry Group is a client- and technology -oriented, globally 
operating consulting and engineering firm with offices in more than 30 
countries. It has three core areas of expertise: forest industry, energy 

and infrastructure & environment: Group companies employ 4600 people. 
Group net sales are EUR 475 million. 


We are looking for 


Environmental and Water Specialists 


for short and long term assignments in different countries. 


Environmental Specialists/Mining Industry; Environmental Specialists/ 
Management and Policies; Waste Management Specialists; 
institutional Specialists/Water and Sanitation, Solid Waste Utilities; 
Project Managers/Water Supply and Sanitation Design and Consultancy 
Projects; Water Resources Specialists/Surface and Groundwater; 
Rural Development Specialists; Community Participation Specialists; 
Financial Management Specialists/Water and Sanitation, Solid Waste 
Consultancy Projects and Utilities 


All candidates should have relevant university degree, working experience 
in international projects and depending on the final duty station fluency 
in English, French, Russian, Portuguese or Spanish. 


Please send your CV and references with a cover letter by 31 May, 2001 
at the latest to margarita.bosas@poyry.fi or Ms Margarita Bosas, 
Soil and Water Ltd, P.O. Box 50, FIN-01621 Vantaa, Finland. 


Soil and Water 








TENDERS 


STRATEGIC PARTNER/INVESTOR 
FOR A COMPOSITE TEXTILE MILL 
IN KENYA 
A leading composite textile mill having integrated operations 
with diversified technologies in Worsted, Semi-Worsted, 
Woollen for Poly/Wool and Poly/Viscose Fabrics, Yarns, 

Blankets and Garments, 

Also. fully licensed and equipped for Manufacturing Under 
Bond for export to the USA market under African Growth and 
Opportunity Act. The mill is also equipped for processing 
indigenous Wool including Wool Combers. 

The mill has good export base and brand leadership in 
domestic and Sub Sahara region. 





Seeking a strategic partner/investor, willing to invest 
approximately US$5 million. 





Contact: 

The Finance Director 
Heritage Woollen Mills Limited 
P.O. Box 735 
ELDORET 
Tel: 0321-31811-4 
Fax: 0321-61449 
Email: heritage @ africaonline.co.ke 
or 
P.O. Box 48989 
NAIROBI 
Tel: 02-740613/750437/745560 
Fax: 02-743320 
Email: oriental@kenyaweb.com 



















STUDENTSHIPS 


















Macroeconomic Policy 
Global Finance 














Programs designed for executives, analysts, and policy makers 
in both the private and public sectors who are involved with 
macroeconomics and financial sector issues. 







Macroeconomic Policy and Management 
June 25-July 20, 2001 








The Global Financial System: Structure, Crises, and Reform 
July 23-August 3, 2001 














For more information about these programs and others, please contact: 
Enrollment Services 

Tel: (617) 496-0484, ext. 210 
Fax: (617) 495-3090 

Email: KSG_ExecEd@Harvard.edu 
Internet: hitp://www.execprog.org 










HARVARD UNIVERSITY 
JOHN F. KENNEDY SCHOOL OF GOVERNMENT 












Masters in Finance or 
Economics Sponsorship 


Applications are invited for studentships at a 
prominent British university or business school 
leading to a Masters degree in finance or 
economics. A successful candidate, who must 
have been accepted for such a course, will have 
his/her fees paid and will also receive a 
contribution towards living expenses. 


The Marjorie Deane Financial Journalism 
Foundation aims to promote the understanding 
of financial markets and institutions, and in 
particular to foster excellence in financial 
journalism. Preference will therefore be given to 
applicants who can write well and who will 
produce a piece of research (probably based on 
their dissertation) that is suitable for 
publication. 


Studentships are open to all, regardless of age, sex, etc. Applications 
by Friday April 14th 2000 to Martin Giles The Economist, 
15 Regent Street, London, SWHY 4£R 
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EUROPE'S LEADING LIGHT 
` Crossair of Switzerland, Europe's largest regional airline offers more than 28 daily 
departures. from the UK and Ireland to Switzerland. In addition, Crossair also offers a 


network that encompasses over a 100 destinations in over 30 countries through its 
EuroCross hub at EuroAirport Basel. 


As C R O S S Al R For further information contact your local travel agent 
ail or, +44 845.607 3000, www.crossair.com 



















£ Te Qualifiver Group 

















ELONDON' N [| curte cost or your 


STAY IN LONDON 


Comfortable. self-contained serviced 
studio flats im Knightsbridge near 
Harrods, fully equipped: kitchen-dinette, 
bathroom; phone, satellite T.V., central 
i eating, elevator, maid service, resident 
W | heating k d servi i 
Tourist Board Approve: manager. Suit 1-2 persons. 
u : ` Pp d m Brochure by AirMail: 
Ashburn Garden Apartments | 


3 Ashburn Gardens 
a South Kensington, London SW7 4DG, UK | 







_ The | 
Economist 






Quality serviced apartments offering bast value a 
ee money. Our apartments offer great savings 
ecampared to hotels. Fully serviced, private 
attroom, Kitchen, TV, telephone, central 
eating, elevator, 
Centrally located in Kensington area. 







TO ADVERTISE WITHIN THE CLASSIFIED 
SECTION, CONTACT: 


Will Wilkinson, 
London 
Tel: (44-20) 7830 7000 . Fax: (44-20) 7830 7111 
willwilkinson @economist.com 














Knightsbridge Service Apartments 
45 Ennismore Gardens, 
London SW7 1AQ. 







www.ashburngardens.co.uk W TEL: 020 7584 4123 Stephen Welch, 
info@ashburngardens.co.uk Fax: 020 7584 9058. New York 
info@ksflats.demon.co.uk 2 ; : 
Tel: +444 207 370 2663 vaieckatiats deinon co ak Tel: (1-212) 541 5730 Fax: (1-212) 247 1325 





Fax: ++44 207 370 6743 stephenweich @ economist.com 


\ See eee 
APPOINTMENTS 























Junior Economists and 
Operational Researchers 


Leeds and London 
£19,000 — £36,790 


» din the NHS Plan the Government sets out an ambitious programme to improve the nation’s health and to transform the National Health Service 
into a patient-centred service that delivers what people expect. Implementing the Plan requires first rate analytical advice. The Department of 
Health is looking for a number of Economists and Operational Researchers to strengthen its Economics and Operational Research Division, located 
in Leeds and London. 


The Role 
Areas in which there are immediate vacancies to support Ministers and Senior Managers include: 


* Human Resources: advising on workforce demand and supply issues. 


* Waiting and Access: advising on the design, the costs and cost-effectiveness, and the successful implementation of policies and procedures to reduce 
waiting times and to improve service access. 


* Whole Systems Modelling: developing joined-up models for the health sector as a whole and advising on cross sector issues. 
We would also like to hear from Economists and Operational Researchers with interests in improving policies in other areas of heaith and social care. 


The Person 

You should have a good degree in economics, mathematics or another numerate subject. Experience as a professional analyst providing economic 
advice or operational research would be an advantage, but is not essential. Energy, good presentation skills and an ability to work in multi-disciplinary 
tearns are essential. 







Posts could be temporary or permanent and pensionable. 


For further information and an application form (to be returned with a CV) regarding these vacancies, please contact Siobhan 
Markey (our representative at CPG, our retained consultancy) on 0207 562 1653, fax 0207 588 8013, email at 
junioreor@centrepointgroup.co.uk or write to CPG, 16 St Helens Place, London EC3A 6DR. 


The closing date for applications is 7th May 2001. 


The Department aims to be a modern and equitable employer. We recognise and encourage the potential of a diverse workforce, positively welcome all 
applications and appoint on merit. 


DH } Department 
of Health 
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DEAL BAGS DOUBLE AS LAPTOP BAGS 


EP eee gem 
N oe 


CORPORATION REGISTRATION IN 
SWITZERLAND 
Establishment in Switzerland for All Firms 





Ñ 


We offer you THE best support in a professional way for your operation 
in Europe & all over the world featuring: 


OVERALL lowest business taxes IN the world 

FREE inheritance/donation tax 

SPECIFICALLY in THE chosen COUNTIES OF Zug & 
Schwyz 

INCORPORATION / headquarters transfer 

trade business / distribution 

invoicing / administration / accounting 

office services: (FAX, e MAIL,RECEPTIONIST) 

Licences / Patents 

Property or Office leasing 

estate tax reduction 

asset seizure protection 

tax minimization 


Milled black, textured walnut, milled walnut, or natural leather. 
12x 12x5, 17x12 x7" $750. 
Free catalog. Toll free 800.234.1075. 


forty years active experience of international business 
tact us AT 


: gralinvest@bluewin.ch 
Europe : 0041- 
USA : 011-41-41/ 
/ 850 09 86 
/ 850 09 88 


GLASER DESIGNS f% 


TRAVEL Goops MAKERS OLS 
at GRALINVEST,, 


32 OTIS ST. SAN FRANCISCO, CA 94103 PHONE 415.552.3188 
FAX 415.431.3999 ECON@GLASERDESIGNS.COM 


CONFERENCES 





ISTITUTO PER GLI STUDI DI POLITICA INTERNAZIONALE 





National Sovereignty 
under Challenge May 17 - 18, 2001 Palazzo Clerici, Milan 


lpi p ` 7 WYN ‚p Yp 

V WELFARE AND ECONOMIC POLICIES: Mori Deaglio- Aleuria Ferrers 

THE CHALLENGES OF GLOBALISATION Daniel Gros Anton Hemerijck 

AND EUROPEAN INTEGRATION Quentin Peel Jerome Vignon* 

ICMIATION Pino Arlacchi Paolo Bernasconi 

J TRANSNAT IONAL CRIMES Antonio Calabrò Donato Masciandaro 

AND NATIONAL JURISDICTION Giorgio Sacerdoti Vito Tanzi 

Ales: iro Colo 

J HUMAN RIGHTS ahi Fausto F — "Serio Pesan 
AND HUMANITARIAN INTERVENTION Franco Venturini Ruth Wedgwood Danilo Zolo ~ 
y REGIONAL DEVOLUTION Granja Bot eee Formigoni Ž 
t ITa 7 Viney = Í ael Keating e: ny * 

AND MULTI-LEVEL GOVERNANCE Gianni Riotta Daniel Turp 


For information: 
tel: +39.02.863313294 - fax: +39.02.863313295 
E-mail: ispivill@tin.it - Web site: www.ispinet.it 
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e OWNED BY LAWYERS AND ACCOUNTANTS e CONFIDENTIALITY GUARANTEED @ BANK INTRODUCTIONS 





The SCF Group, est. in 1989 provides full ranges of offshore services at what we believe are the 
most competitive rates currently. available by a licensed ee firm. 


__EST. 1989 
LICENSED CO. 


The offshore professionals since 1977 


CREDIT CARDS 
„n ACCEPTED 


Grosvenor Cou 

Isle of Man, IM 

TEL; +44 1624 81 

FAK: +44 1624 81 

E-mail: economist@acra.com 


| 
-www.ocra.com — 


1509002 94 Certificated = A member of the Estate and General Group established in 1935 





(ant DOAMNE ADPU GATH TORT 


ly advice, please contact: 





90-100 Festi St, Chelsea, 
London SW3 6NJ. 
Tel:+-44 (Ø) 20 7352 2274 
Fax+44 (0) 20 7795 0016 





Helen ase LL. B (Hons), Dip. Law, AOI 
E-mail; helen@scfgroup.com 


Janson Lotery B.Sc (Hens) 
E-mail: janson@secfgroup.com 


Charles Baker M.A. (Hons) 
E-mail: charles@scfgroup.com 














MONTE-CARLO 













First for prestige business and special occasion events management in 
Monaco and the Riviera. Combining World Class business and 
entertainment facilities with World Renowned pleisure activities 


Tel/Fax: +33 4 93 41 98 94 
www.absolutelymontecarlo.com 








Offshore Companies, 
Banks, Trusts, Foundations, 
Bank A/Cs 











www.GLOBAL-MONEY.com 


NEW AUTHORS 


PUBLISH YOUR WORK 
ALL SUBJECTS CONSIDERED 


WRITE OR SEND YOUR MANUSCRIPT TO 


MINERVA PRESS 
315-317 REGENT ST 


LONDON W1B 2HS. UK 
www. minerva-press.co.uk 













~ Small experienced 
investment team 
Based offshore Europe 


| with a substantial investor seeking 
jan individual service on highly 
compeitive terms. 


For initial introduction please 
reply in confidence to 
fax: 0044 oid 582233, 








& cost-effective, prices | 
United Kingdom 


f Tel: 414802) 478 4460 
FRET (302) 4784467 
| e-mail: econ- gale com-exp.com- 


| Company 3) Express 


| Wishes to discuss the potential for 
a private hedge fund arrangement | 








OFFSHORE 
TAX-FREE 


Companies world-wide 





Formation and administration of 
companies, opening of bank accounts 
tel /fax/mail forwarding serv ice 
U.K. - LONDON 


LAVECO Ltd. 
or 207- 556- 0900 





HUNC RY 
TeL: +36-1-217-96-81 






Manage your own 
broker account ! 
stock.laveco.com 











BUSINESS 
OPPORTUNITIES 








Financing Worldwide from 
$10 million and up. 


Acquisitions Mortgage Corporation 
218-343. 


Fax 215-343-5969 
3146 Bristol Rd. 
Warrington, 

PA, USA 18976 
info@amefinance.com 
www.amcfinance.com 








START YOUR OWN 


CASINO 


Become owner of Internet Casino! 
Best terms on the Web! 
www.SALECASINO.COM 
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OUTPUT, DEMAND AND. JOBS America’s unemployment edged up in March to 4.3%, its 
highest level since July 1999. Canada’s jobless rate also rose in March. Strong construction activ- 
ity pushed German industrial output higher in February, but 12-month growth slowed. In the 12 
months to February, America’s retail sales rose by only 1.5% in volume. 










































































E COMMODITY PRICE. INDEX 
pees Aluminium production — in 
America’s north-west could soon bea thing 
of the past. The Bonneville Power Adminis- 
tration, a federal agency, has asked the 



















































































“Not seasonally adjusted. Average of latest 3 months compared with average of previous 3 months, at annuel rate. #New series. 






































% change at annual rate The Economist poll industrial Retail sales Unemployment 
GDP GDP forecasts production {volume} % rate power-greedy aluminium smelters tọ shut 
3mthst tyear 2001 2002 3mthst 1year 1year latest year ago down for the next two years to stop electric- 
Australia -22 +21 Q4 +23 +39 +08 + 3.1 Qa ~ 0.1 %4 6.9 Feb 6.7 ity costs from rising as much as threefold 
Austria +17 +260 +23 +25 na + 9.3 Jan* ~ 1.3 Dec 3.7 Feb 3.6 = 
Belgium +49 43104 +26 +27 na +67 lan +71 len 10.3 Mar 106 when new contracts are let in October. Be- 
Britain +14 +2604 +24 +27 -26 +10 fe +58 fe 52 feb? 58 cause of rising power costs, only a tenth of 
Canada +26 +404 +22 +33 -12 +12sn + 39 De 70 Ma 68 primary aluminium capacity is still work- 
Denmark +49 41104 +19 + 22 na +43 jan -06 Feb 54 feb 53 ing in the region, which usually accounts 
France +39 +2894 +26 +27 2.5 +29 Jan + 0.1 Feb 88 Feb 10.2 for 42% of America’s capacity and 6% of 
Germany +08 +19 06 +21 +26 7A +47 Feb + 48 Jan -9.3 Mar 10.1 global capacity. Slowing world demand for 
italy +32 +2704 +22 +25 68 + 9.5 jan ~- 1.0 jan 9.9 Jan 11.2 aluminium will offset reduced output this 
Japan +32 +2804 +05 + 13 ~ 36 -2.1 Feb + 1.8 Jan 4.7 Feb 49 ear. But Brook Hunt sult iney. s 
Netherlands +51 +31 %4 +29 +31 25 +19 Feb + 2.5 Jan 2.4 feb 28 year, Bu $ rA COE ACY SAYS 
Spain +29 +370 +30 F33 ~12 -35 feb na 13.7 Feb 15.0 the market will have a deficit of 350,000 
Sweden +24 +26 Q4 +27 + 3.0 na + 9.4 lan + 4.9 Jan 4.2 Feb" 5.4 tonnes. Prices could rise sharply when de- 
Switzerland + 18 +25 94 +20 +22 na + 5.0 04" + 49 Jan 18 Mar 2.3 mand returns. 
United States + 1.1 +34 Q04 +14 +30 4.7 + 1.2 Feb + 1.5 Feb 4,3 Mar 4.0 1995100 % change on 
Euro area +28 +3004 +24 +27 +66 + 5.1 Jan + 2.3 Jan 8.7 Feb 9.4 Apr 3rd Apr 9th* one one: 
*Not seasonally adjusted. t average of latest 3 months compared with average of previous 3 months, at annual rate. *Dec-Feb; claimant count rate 3.3% ' month year 
in March. 3Dec-Feb. Dollar index 
PRICES AND WAGES Producer prices rose in Japan to their highest level since November x — as = = : Z = n 
1998. Britain’s imported meat prices were 22.6% higher in March than a year earlier, but its 12- i nn a 
month producer-price inflation decelerated. Also in March, consumer-price inflation rose in |, 69.3 FO S ca 
the Netherlands but fell in Denmark; and American wages climbed by 4.3%, a real rise of 0.8%. Nat 662 e3 4 09 L107 
% change at annual rate The Economist poll Metals 72.9 73.300 - 38 = 7.1 
Consumer prices* consumer prices forecast Producer prices* Wages/earnings Sterling index 
3mthst 1 year 2001 2002 3 mthst 1 year 3mthst 1year All items 75.3 745 = 33 + 16 
Australia +12 +58 Q4 +35 +23 +10.2 +84 Qå -33 +50 Q4 Food 74.4 73.1 ~ 45 + 29 
Austria na + 2.6 Feb +18 +14 -02 +27 Ma +54 + 2.6 Feb industrials 76.6 76.3 ~ 16 + 01 
Belgium +08 +21 Mar +19 +18 -35 +454 ja +37 + 1.6 Q4 Euro index ` 
Britain ~ 0.1 + 2.7 Feb +20 +23 -27 +08 Mar +10.5 + 5.0 feb All items 101.1 998 =~ 18 -10 
Canada +07 +29 feb +23 +20 - 0.9: +26 feb +05 + 0.2 jant Food 99.8 98.0 - 31 +02 ! 
Denmark +17 +23 Ma +23 +22 ~46 +34 Feb +30 +36 Qa ndustrials 102.8 1022 - O01 ~ 25 | 
France -0.5 + 1.4 Feb +14 +414 -31 +34 feb +26 + 5.0 Q4 Yen index io 
Germany +43 + 2.5 Mar +18 + 13 ~ 15 + 3.7 Feb na + 2.4 Jant All items 913 1.4 +05 4+ 84. 
Italy +34 + 2.8 Mar +23 +19 +16 +49 feb +12 + 2.0 feb* Food 902 834 - 08 + 97 
Japan -08 -~ 0.1 Feb ~- 05 - 03 + 2.5 4+ 4.1 Mar na + 0.7 Feb industrials 92.9 333 +22 + 68 
Netherlands +69 + 4.6 Mar +36 + 2.3 ~ 09 +53 feb +23 + 3.0 feb Gold 
Spain + 3.0 + 3.8 Feb +30 +24 ~ 06 + 3.6 Feb +19 + 2.2 Q4 $ per oz 257.25 258.65 ~ 38 - 85 
Sweden na + 1.6 Feb +16 +17 +06 +25 fe +37 + 2.6 Dect Crude oil North Sea Brent 
Switzerland -01 + 09 Mar +12 +13 -2.0 + 08 Feb na + 0.2 1999 $ per barrel 24.61 2560 - 03 +178 
United States +37 + 3.5 Feb +28 + 2.2 +51 + 40 feb +43 + 43 Mar West Texas Intermediate i 
Euro area + 1.6 + 2.6 Feb +20 + 16 -02 +44 feb +424 +24 04 $ per barrel 26.63 27.40 00 +130 | 





* Provisional. Ë Non-food agriculturals. 








W EURO AREA In a new economic survey, 
the orcp highlights the pace of job creation 
in the euro area, which has been stronger in 
relation to output growth than in America 
or Britain over the past three years. How- 
ever, itsays that fullemployment remainsa 
distant goal in many euro countries. The 
current wave of tax cuts, the biggest in a de- 
cade, is not sufficiently focused on reducing 
the tax burden on labour. The oco also 
finds no clear evidence that productivity 
performance is about to improve as a result 
of the new economy. It forecasts that 
growth in the euro area will be just ahead of 
trend over the next two years. However, it 
warns that a hard landing in the American 
economy would damage growth in the euro 
area, especially if it led to a bounceback in 
the euro’s exchange rate. 
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FINANCIAL INDICATORS 


MONEY AND INTEREST RATES Prices of American Treasury bonds fell on Aprilioth,asthe | @ STOCKMARKET CONCENTRATION In 
stockmarket rally lured investors away from fixed-income securities. The 12-month growth in | most stockmarkets, the ten biggest compa- 
Japan’s broad money supply fell to 2.6% in March. nies account for a significant slice of total 
| _Money supply* Interest rates % p.a. (Apr 10th 2001) market capitalisation. In both Finland and 














over. 3-mth money market banks 2-year __10-Yeargov't corporate | Switzerland, their share is over 80%. In Fin- 
road night latest yearago prime gov'tbonds latest? yearago bonds Jand, a single company, Nokia, which 


3.00 4.64 348 671 684 | makes mobile phones, weighs in at 66% of 








































a OR EE EEE the total. Besides Finland, only in Switzer- 
675 4.72 553 588 710 
7 - land and the Netherlands does one com- 
8.00 464 438 545 709 
ae n 333 i7 ņa Pany account for at least 20% of the stock- 
430 3904. #474 531 4838 market. Bigger markets tend to be less 
5.38 3.10 321 3.68 4.02 concentrated: America’s biggest company, 
United States -07 4s -66 80 421 507 597 7.03 General Electric, makes up only 2.7% of its 
Euro area 475 4.56 3.92 450 410 470 510 556 | stockmarket. Concentration has declined 





Trance 4.85, Soman 470, aly 5.20. Benchmarks: Japani No.230 1.33, US 30-yr 5.50. *Germany for prime and bonds. 8New series in several countries as the value of telecoms 








*Nartow: MI excep Britain and Sweden MO, broad: M2 or M3 except Britain M4 Sources: Commerzbank, Den Danske, 1P. Morgan Chase, Royal Bank of | i i ot i 
Canada, Sver Handelsbanken, Warburg Dillon Read, WEFA Gp, Westpac, Thomson Financial Datastream Rates cannot be construed as banks’ offers. companies, often the biggest in a market, 
| has fallen. A year ago, five countries in our 





















































































































































































| STOCKMARKETS Stockmarkets rebounded, as investors sought bargains in the belief that A chart had a top-ten share of over 60%. Now | 
| markets had been oversold. The Dow Jones Industrial Average rose by 6.2%, closing above the l only three do. | 
i 10,000 level and only 13.8% off its record high. The Nasdaq Composite index gained 13.0%. | 
| Market indices % change on | 
201 Tone one record Dec 31st 2000 
Apr 10th high low week year high inlocal in$ 
Es z BAR onn o cUrENey terms 
Australia (All Ordinaries) 96 33121 30943. +10 + 12 -48 +05 -104 
Austria (ATX) 51,2195 +22 +72 -308 +139 + 61 | 
Belgium (Bel20) ‘915.3 3,030.4 48 432-1 08 - 36 -87 | 
Britain (FTSE 100) 5,803.0 63345 £ + 48 -67 -102 
Canada (Toronto Composite) 7,745.8 9,348.4 + 45 -433 -163 
Denmark (Copenhagen SE) 847,9 1,002.1 + 36 - 65 -114 
France (SBF 250) F401. 38202 31079 4 47 -398 -145 
Germany (Xetra DAX) 5,913.8 6,7951 5388.0 + 56 = 81-129 
italy (BC!) : 1,757.0 1,948.4 1,609.6 + 47 -83 -131 
Japan (Nikkei 225) 12,6203 14,0324 11,8197  - 47 -85 -160 
~ opin 1263.7 13376 11620 = 34 -16 -97 
Netherlands (EOE) . 570.5 642.3 518 3 + 64 -105 -152 | 
Spain (Madrid SE) 917.2 963.9 B186 “+ 45 441 - 13 | 
Sweden (Affarsvariden Gen) 238.65 29275 21725 + 88 -313 -403 -140 -201 
Switzerland (Swiss Market) 7,173.5 8,135.4 65740 + 51 -50 -147 -08 -166 
United States (DJIA) | 10,102.7 _10,983.6 5 + 62 j 
a G&P 500) 1,168.4 1,3737 110 +59 
= mp) 1,8520 2,859.2 1,63 +130 -509 -633 
1,405.4 1,545.5 458 
1,261.9 1,404.1 ; +55 Market 
1075.2 1,2492 ae a2 captaen 
Worid bond market (Salomon) 4319 4478 4284 “05 
“in eurot terms. Morgan Stanley Capital internationa ional index includes individual markets listed above plus eight others, in dollar terms. | 
Fsalomon Smith Barney World Government Bond index, total return, in dollar terms. SRebased 











TRADE, EXCHANGE RATES AND BUDGETS The euro fell by 1.4% against the dollar. In trade-weighted terms the euro lost 1.5%, while the 
yen rose by 1.0%. The Australian dollar strengthened by 2.2% from the record low against the greenback that it had reached on April 3rd. The 
Austrian trade deficit widened to $4.6 billion in the 12 months to January. 


















___Trade balance*, $bn_ Current account PA Exchange rate _ — Currency units Budget 
latest latest 12 $bn The Economist poll trade-weighted* per per per per balance 
ey er, eC ee See A EN, 2002 if Apr 10th year ago 
Australia + 0.28 Feb 736 
Austria 0.57 jan’ 
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*Merchandise. Australia, Britain, France, Canada, Japan and United States imports fob. exports fob. All others cif/fob. t 
SNNot seasonal y adjusted 









































@ POLIO Health authorities are gaining 
ground on the polio virus, according to the 
global polio eradication initiative. Some 


| countries across Africa and South Asia, 


the decline is mainly thanks to the success 
of mass vaccination campaigns. Last year 
550m children under five years old were im- 
munised against polio, in 82 countries. 
Some countries, such as India, have had 
considerable success with vaccination. But 
in others, such as Sudan and Somalia, war 
and poverty make mass immunisation 
much harder. The global initiative would 
like to see polio flushed out of its remaining 
strongholds by 2005; it reckons it will need 
$1 billion to deliver 6 billion doses of vac- 
cine to 600m children in order to rid the 
world of this affliction. The price is high, but 
so too are the rewards: children would be 
spared a disabling disease, and the world 
could save some $1.5 billion a year in costs. 

















3,500 cases of polio, concentrated in 20 | 


were reported worldwide in 2000. Almost | 
twice as many cases were reported in 1999; | 























ECONOMY Singapore’s cpr fell by 5.6% in the first quarter, slowing its year-on year growth to 
4.6%. In the 12 months to February, industrial output grew by 4.3% in Malaysia, 2.4% in Thailand 
and 1.5% in Brazil. Consumer-price inflation rose to 23.8% in Russia in the year to March; but 
prices in Argentina fell by 1% over the same period. 





































































































% change on year earlier Latest 12 months, $bn Foreign reserves*, $bn 
GDP industrial Consumer Trade Current “Latest "Year ago 
production prices balance account 

China +7344 +19.0 Feb + 1.6 Feb* +23.6 Feb +15.7 1999 171.3 Jan 159.0 
Hong Kong + 68 Qa -02a - 21e -1 7 fo +88 1143 rb < K 
India +60Q +28 an + 3.0 feb ~ 6.7 Feb 
Indonesia + 52% + 45 gat + 106 Ma 427.4 Fed 
Malaysia +65% +43 fb + 1.6 Feb = +161 Feb 
Philippines + 3.6 a8 ~ 2410 + 67 Mo + 73 ian 
Singapore + 46a: 413.3 feb + 14h + 37 Feb 
South Korea + 46 ga +86 Feb + 44M. 414.1 Mar +11.3 Feb 94.4 Ma 83.6 
Taiwan +41 a0 + 94 feb + O4Ma +103 mar +9600 1101 feo 1136 
Thailand +31% + 24 heb + 14ue +45 feb +81 fe 32.5 feb 312 
Argentina - 2.0 ga ~ O.1 fb - feb RAT 
Brazil + 44 a4 + 15 feb + jan 36.2 
Chile 2. +45% -0.2 feb + Feb 14.0 ~ 
Colombia + 2.1 Q + 15 Feo + feb 81 
Mexico + 5lo + 1.9 wn + H fee 33.3 
Peru - 1.6 Jan + 0.2 Jan + 36 fb -O4in - 17 Qs 3 an ot 
Venezuela + 3.3 3 “ha + 12.5 Mar + 6.6 Oct +13.4 ga “429 feb 15 
Egypt + 6.5 2007 + 9.4 2000? + 2.3 Dec -10.4 98 ~ 0.8 04 | 13.1 Gee 145 
israel + «3.0 Qa +10.7 an + 0.3 Feb a FA Feb -07 Q3 23.9 Mar 228 
South Africa + 3394 + 1.6fe + 78 + 34ra -05o 61 on 64 
Turkey +830 + 65 an + 375 Ma- — -271 in - 98 dx 21.7 Feb 23.2 
Czech Republic + 3.9 9s +65 feb + 4l Ma - 34 Feb -23% 13.0 feb 12.6 
Hungary + 4.2 a4 +18.5 fep + 10.5 Mar ~ 2.4 Feb ~ 1.8 Feb 11.1 Feb KIG 
Poland + 240 -0.1 feb + 66 feb -10.7 Feb -9.4 feb 266 Fe 245 
Russja + 7.7200 + O08 feb + 238 Ma +61.0 De +46.4 0a 246 teb ‘96 


*Excluding gold, except Singapore; IMF definition. 'Year ending June. New series 





FINANCIAL MARKETS Kuala Lumpur fell by 6.5%, hitting a two-year low, on worries about 





economic prospects. Budapest regained some lost ground, climbing by 6.7%. Istanbul rose by a 
modest 2.4% as investors awaited government plans to deal with the financial crisis; but in dol- 
lar terms, the market has still lost more than 50% of its value since the start of the year. 







































Currency units Interest rates Stockmarkets % change on 
~ per $ per £ short-term Apr 10th n Dec 31st 2000 
Apr 10th yearago Apr 10th % p.a. one  inloal n$ 
week currency terms i 
China 8.28 8.28 119 na 222890 Tt Tt 07 O| 
Hong Kong 7.80 779 11.2 ~ 4.86 12,213.7 E12 = 19) ~ 191 
india O 46.5 436 669 850 3.4584 = 427 




























































































indonesia 10,653 7,620 15,324 1595 3692 

Malaysia 3.80 3.80 5.47 3.30 5555 l 
Philippines 499 41.2 718 1194- 1,4595 | 
Singapore 181 O IR ãă 26 2.38 1605.7 l 
South Korea 1,333 1108 1918 584 2 | 
Taiwan 32.9 30.3 47.3 470 5,353.5 
Thailand 45.6 38.0 656 "250-2795 | 
Argentina 1.00 1.00 1.44 10.19 463.0 

Brazil 214 1.75 3.08 15.83 15,0478 

chile 595 505 857 OO ABNA 

Colombia 231 1,987 3,324 

Mexico 9.33 3.40 13.4 | 
Peru 354 3a 5.1 
Venezuela 709 672 1,020 
Egypt 3.89 3.43 5.59 

israel 416 4.03 5.98 

South Africa 8.04 6.57 116 

Turkey 1,295,000 592,150 1,862,858 | 
Czech Republic 397 38.2 56.3 | 
Hungary 300 270 431 

Poland _ 4.04 410 581 

Russia 28.9 285 41.5 








Sources: National statistics offices, central banks and stock exchanges; Thomson Financial Datastream; EIU; Reuters, Warburg Dillon Read; 1.P Morgan 
Chase, Hong Kong Monetary Authority, Centre for Monitoring indian Economy; FIEL EFG—Hermes; Bank Leumi Le—Israef; Standard Bank Group; Garanti 
Bank; Deutsche Bank; Russian Economic Trends. 
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This title aims to demystify business and management. It 
examines the key issues concerning accounting and the role 
of accountants in the 2 
definitions of all the main terms and jargon used in the 
world of accounting and accountants, from 


ist century. There are clear, concise 
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capital and Z-score 


Published October 1998. £10.99 


Today advertising is a billion-dollar industry which can make 
or break a product. This book is an accessible guide through 
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Published September 1999. £10.99 
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LETTERS 


Huddled masses 


Sir—In calling for easier immigra- 
tion to rich countries you blithely 
talk about the free movement of 
goods, as though there is such a 
thing (“Let the huddled masses 
in”, March 31st). There is not, and 
that is why many desperate or 
talented citizens of poor countries 
see emigration as the only sol- 
ution. Agriculture, textiles and 
clothing, the sorts of products that 
offer poor countries their best 
chance of development, are the 
ones that rich countries discrimi- 
nate against most, with high tariff 
and non-tariff barriers. Lowering 
these trade barriers is more ethical 
than. encouraging ambitious and 
energetic third-world citizens to 
leave behind their cultures and 
families to depend on remittances 
from overseas. 
Wellington, 
New Zealand 


RONNIE HORESH 


Sin-~-You address the vital issue of 
migration with dangerous sim- 
plicity. You make no mention of 
the alarming population growth 
in the third world, which plays a 
leading role in driving emigration. 
With greater awareness and po- 
litical will this pressure could be 
reduced. If not, emigration from 
poorer to richer countries is only 
a short-term palliative and may 
be counterproductive as it re- 
duces incentives to deal with the 
population problem. 

Nor do you address the popu- 
lation implications for the recipi- 
ent states. America currently re- 
ceives nearly 1m immigrants a 
year, Combined with natural in- 
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crease, America’s population. will 
nearly double in the next 70 years. 
Population growth is a major 
contributor to ‘environmental 
damage. Europe’s problems. are 
that it has greater cultural homo- 
geneity and lacks recent. experi- 
ence of large-scale immigration. 
Were current barriers eased, 
the potential level of emigration 
could be immense. One can legiti- 
mately question whether political 
and social systems in richer coun- 
tries would suffer serious loss of 
cultural identity and social cohe- 
sion. I do not question that immi- 
gration has been a positive force 
in America but now there are no 
vast open lands for settling a rap- 
idly expanding population. 
Marblehead, 
Massachusetts CHARLES GRADER 


Sır—I am reminded of John Ken- 
neth Galbraith’s argument in fa- 
vour of migration as the only ef- 
fective response to world poverty. 
He claimed that it benefits not 
only migrants and the countries 
they go to, but also the countries 
they leave behind. 

One comment grated. You 
state that “Australia already relies 
on foreign labour for a quarter of 
its workforce.” Workers are not 
“foreign” if they are fully-fledged 
citizens of their adopted country. 
This is or has been an important 
principle in Australia’s policy on 
multiculturalism. Philip Ruddock, 
the immigration minister, has 
taken a backward step by intro- 
ducing a kind of second-class citi- 
zenship for some refugees. This 
only feeds people’s prejudices. 

Increased migration must be 
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balanced by increased education 
for cross-cultural awareness to 
prevent “tissue rejection”. Active 
management of multiculturalism 
is necessary to make it work and 
should be firmly based on values 
of acceptance and fairness to all. 
Adelaide Lyn BRAY 


Sir—I am surprised that you fail 
to mention Canada. It has a mar- 
vellously streamlined immigra- 
tion process; the factors deter- 
mining an individual’s chances of 
obtaining Canadian residency are 
spelled out in clear-cut terms. 

San Francisco VAQAR QURESHI 
ft 





America’s saving 


Sir—There is an obsession with 
America’s “negative savings rate” 
(“Consumers to the rescue?”, 
April 7th). Perhaps we need to 
clarify the definition of savings, 
but Americans are not frittering 
their money away. A majority of 
households hold a stake in Amer- 
ica through accounts with stock- 
brokers or through employers’ 
401(k) plans. 

The numbers speak for them- 
selves. The narrow m1 measure of 
the money supply—which in- 
cludes currency, and current and 
savings accounts—declined 0.7% 
in the past year. The broader m2 
measure, which includes mı, 
money-market and mutual-fund 
accounts, soared over 10%. Invest- 
ment in securities and the result- 
ing consumption of technology 
by business has fuelled the pro- 
ductivity boom of the past de- 
cade. Consumers are saving, but 
they want more for their money. 
We should end the myth that 
America does not save. We take 
risks and invest. Is that so wrong? 
Port Chester, 

New York JOSEPH KENNER 
marenea anarsa ae ——— 


Intelligence spending 


Sir—I was surprised and disap- 
pointed to read your article on 
British intelligence (“Too many 
spooks?”, March ist), I am 
quoted as having “recently” esti- 
mated the total cost of Britain’s 
intelligence gathering at £2.5 bil- 
lion ($3.6 billion).The figure was 
used to support the argument 
that expenditure on Britain’s 
intelligence effort is “rocketing” 











and that there is a need for in- 

creased financial accountability. I 

have never used such a figure. 

Nor would | agree that the intelli- 

gence agencies are not held prop- 

erly to account, since I well know 

that the existing (and widely pub- 

licised) arrangements for ministe- 

rial, judicial, parliamentary and 

National Audit Office scrutiny of 
our intelligence and security ser- 

vices are searching and rigorous. 
London SiR GERALD WARNER 
Editor’s note: The article said 

that Sir Gerald had been quoted 

as having estimated the cost of 

Britain's intelligence gathering at 

£2.5 billion. The source was an ac- 

ademic study: “m16, Fifty Years of 

Special Operations”, by Stephen 

Dorril, published by Fourth Es- 

tate last year. 














Power brokers 


Sm—Your article on the mayoral 
election in Los Angeles contains 
an error (“Politics amid the 
palms”, March 24th). You say that 
the city of Los Angeles experi- 
enced its first blackout. Not true. 
Los Angeles is served by the city- 
owned Department of Water and 
Power, which did not go down 
deregulation road. We have our 
own ample power supply, our 
rates are stable and there have 
been no blackouts. 
DAVID FREEMAN 
General manager 
Department of 
Los Angeles Water and Power 


athena tuo iio Spite E ETETEN alll 
No escape 


Sin—What a chilling cover. A 
man, turning blue and at risk of 
drowning, is chained and strait- 
jacketed on the seabed under the 
banner “Can the world escape re- 
cession?” (March 24th). In the 
same issue, Lexington is dismayed 
by shrill warnings of economic 
troubles, gravely stating that “in a 
world where information is so 
important, confidence is itself a 
valuable commodity, so it is vital 
that politicians do not exaggerate 
just to score political points.” But 
to sell newspapers? A different 
matter, one must suppose. 
Cambridge, 

Massachusetts THOMAS POLICELLI 
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Director of Diversity 


Equalities and Minority Business Development 


The London Development Agency is the Mayor of London's 
Regeneration Agency. 

To complete our Senior Management Team, we now seek an 
exceptional person as Director of Diversity, Equalities and Minority 
Business Development to work with the private and public sectors 
to put equality at the heart of London’s economic development. 


The post holder will have three main responsibilities: 


Equalities and Diversi 
A challenge for London 





£70-85k 


* To promote good practice in equalities among all businesses 
in London. 

* To address the obstacles facing black and minority ethnic business. 

The person appointed will need to be credible with the key 

stakeholders of the Agency. They should also have experience 

that will enable them to influence all types of businesses and 

public sector organisations. Such experience may derive from 




























a variety of backgrounds, public or private. 


For further details and a recruitment pack, please call us on 
020 7983 4932 or email us on recruitment @lda.gov.uk or, 
alternatively, see our website at www.!da.gov.uk 


Please quote reference: LDA/DIRS. Closing date: 1 May 2001. 
The London Development Agency is an equal opportunities employer. 


+ To ensure that all the activities of the Agency promote, 
encourage and support diversity in London. 


LONDON 


DEVELOPMENT 
AGENCY 











UBS 


Financial Services Group 






Our Corporate Center links the business groups of UBS Group and ensures that they operate coherently and 
effectively in the interest of shared success. UBS Group Policy & Research has also the mandate to positioning 
UBS as a leader in Corporate Responsibility. It defines the group’s corresponding strategy and supports our 
senior management as well as business units in its implementation. In order to reach our goal to establish a 
globally consistent framework for Corporate Responsibility we offer an additional position as 


Senior Corporate Responsibility 


In this role you will be involved in shaping the Group's strategy on Corporate Responsibility and corresponding 
business policies. You will commission research on Corporate Responsibility issues, and help preparing internal 
and external reports about the progress and results of the bank in this important field. We invite you to apply 
for this highly interesting and diverse position in a young and dynamic team if you have a PhD in Economics and 
special interest in business ethics and Corporate Responsibility. You are a fluent English speaker with pro- 
fessional experience of at least 3 years in a global organisation. 

This challenging task offers you ample opportunity for your professional and personal development within 
UBS Group. You will be based in Zurich in an international and multicultural environment. 








For further information please contact: Bettina Furrer, UBS AG, Group Policy & Research 
e-mail: bettina.furrer@ubs.com 


Please send your application to: UBS AG, Human Resources, Klaus Ruppert, RO. Box, CH-8098 Zurich 
e-mail: klaus.ruppert@ubsw.com 
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Fighting Poverty in Asia & the Pacific 


Asian Development Bank’s overarching goal is to reduce poverty and improve the quality of life of people in the Asian-& Pacific region. 


Macroeconomist 


Principal resource person for the analysis of a country's macroeconomic 
performance, sectoral developments, and future prospects; focal point for 
the conceptualization of development strategies and programs, including 
policy reforms, institutional strengthening, change management, structural 
adjustment and investment programs; the vision and architect for selected 
economic and sector work, loan design and technical assistance. 


Financial Management Specialist 
Devises programs for improving public accounting standards and transpar- 
ency in executing agencies and in building capacities for improved financial 
management; and reviews audit reports and improve the quality of financial 
information systems. 


Project Management Specialist 
Supervises loan and technical assistance projects in any of the following 
sectors - transport, agriculture, energy, infrastructure, or social sectors; con- 
ducts policy dialogue with government officials; and provides input to pro- 
cessing projects to ensure that project design, concept, rationale, and imple- 
mentation are consistent with ADB's strategic objectives and guidelines. 


Personnel/Compensation/Training Specialist 
Provides a broad range of human resources functions including: recruitment at the 
intemational level; performance evaluation and career development; advice on 


ADB's personnel policy matters and procedures; expatriate compensation and 
benefits; training and development, particularly conceptualization, design and fa- 
cilitation of innovative supervisory and management development programs; and 
other administrative assistance and support to the operational areas. 


Control Officer 


Responsible for disbursements, financial administration of loans and tech- 
nical assistance, review of expenditure claims and payments authorization, 
disbursement of internal administrative expenses including maintenance of 
accounts and preparation and analysis of financial statements and reports. 


Poverty Reduction Specialist 


Conducts country-level and participatory poverty analysis; measurement 
of poverty; pro-poor public expenditure reviews; impact of trade, policy 
and external debt on the poor studies; and stakeholder analysis. Pro- 
vides support to develop national poverty reduction strategies, institu- 
tional and legal reforms required by the poor, and sector-wide approaches 
to poverty reduction. 


Microeconomist 


Fosters client/stakeholder partnerships for the improvement of project quality at 
entry level in one or more sectors; engages in critical economic and sector work, 
policy analysis and policy dialogue pertinent to the development of sound sector 
reform strategies; and applies conventional and extended cost-benefit analysis 
techniques to the economic sustainability, distribution of benefits, poverty reduc- 
tion, and development of impact analysis of project and program investments. 


Social Sector Specialist 
Initiates and develops social sector policies, sector analysis, region-wide tech- 
nical assistance projects; and as principal contributor, identifies, formulates, 
and develops projects in the areas of education, health, population, sanita- 
tion, urban development and housing. 


Evaluation Specialist 


Carries out independent performance evaluation of individual ADB-financed 
projects, programs or technical assistance operations: undertakes impact, 
reevaluation, and other special evaluation studies on specific thematic 
topics, sectors or countries; and reviews and comments on documents 
relating to new loans and technical assistance operations. 


Sector Specialist 
identifies, develops, processes, and implements projects in any of the fol- 
lowing sectors: infrastructure, urban development, agriculture, or rural de- 
velopment. Leads missions for processing and implementation of loan and 
technical assistance projects. Evaluates the historic and projected financial 
performance of institutions, and identifies improvements for their institutional 
systems. Assists in the project administration work, when needed. 


Financial Sector Specialist 


Assesses sector requirements; designs and implements policy reform and 
sector development programs; assists in the formulation of financial sector 
Strategies; and recommends measures for developing domestic long-term 
debt markets for, and facilitates access to, financing of institutions. 


Project Economist 


Participates as major contributor in identifying, formulating, and processing a 
project or as principal with full responsibilities for project implementation in coor- 
dination with an assigned project engineer. Undertakes economic analysis of 
sectors and policies; evaluates economic costs and benefits of projects; and 
evaluates socio-economic aspects of projects, including assessing employment 
generation and identifying major beneficiaries. 


General Requirements: 


» Master's or equivalent qualification in relevant fields and at least 5 
years of work experience 

> Exposure to development projects in the Asian and Pacific region or develop- 
ing countries 


» Multidisciplinary background such as economics/sociology or economics/en- 
vironment 

> Excellent oral/written communication skills, and ability to work with senior 
Officials 


Established in 1966 and headquartered in Manila, Philippines, ADB's multicultural staff come from over 45 member countries. ADB offers an internationally competitive 
salary paid in US dollars. Salaries and benefits are generally free of tax except for citizens of some countries, primarily the USA and the Philippines, whose incomes 
are taxed by their respective governments. ADB staff are expected to serve in any location outside Headquarters. Applicants should be nationals of one of ADB's 
member countries, For further information, please visit www.adb.org and look for Employment under Resources. 
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EUROPEAN CENTRAL BANK 


The European Central Bank (ECB), established in Frankfurt am Main on 1 June 1998, is seeking to fill the vacancy detailed below 
in the Bilateral Relations Division of its Directorate General International and European Relations. 


The ECB has its own terms and conditions of employment, including a competitive salary structure, retirement plan, health insurance 
and relocation benefits. Candidates must be nationals ofa Member State of the European Union. 


ECONOMIST 
(Ref.: ECB/132/01/TE) 


The European Central Bank (ECB) is seeking a highly qualified, policy-oriented economist with a strong interest in and sound 
knowledge of international economic issues for its Directorate General International and European Relations. The economist will 
be assigned to the Bilateral Relations Division, which is in charge of preparing ECB policy positions on issues concerning countries 
outside the European Union. The Division also provides analysis on international policy issues and acts as primary contact point 
for maintaining working relations with foreign central banks. 


The successful candidate will deal with relations and issues concerning regions neighbouring the euro area and key emerging market 
economies in Asia and Latin America. The work will involve the monitoring and analysis of policies in selected countries, with 
a particular focus on issues relevant to central banking, such as exchange rate strategies, monetary policy and regional monetary 
cooperation. The holder of the position will contribute towards the formulation of ECB policy positions and will maintain working 
relations with institutions in third countries, which will include preparatory work for bilateral visits and policy seminars. The 
successful candidate will occasionally have the opportunity for business travel to the countries in question. 


Qualifications and experience 





+ Advanced university degree in economics or a related discipline, or proven ability to perform the tasks commensurate with such a 
formal qualification. A Ph.D. and a research and publication record would be valuable assets. 
One to three years of relevant work experience outside academic institutions is desirable. 
Sound background in macroeconomics or international economics, especially monetary and exchange rate policy issues; 
possibly experience with applied econometrics. 
Knowledge of the economies of one or several regions mentioned above and of the key policy issues related to them. 
Very good command of English with proven drafting ability. Working knowledge of at least one other official Community 
language is required. 
Sense of initiative, ability to work efficiently under time pressure, team orientation and good communication skills. 


Applications 


Applications should be submitted in English and include a covering letter, a curriculum vitae and a recent photograph, together: 
with references confirming the required experience and skills. A list of publications and samples of papers, if available, should 
be included. They should be addressed, quoting the reference number, to the European Central Bank, Directorate Personnel, 
Postfach 16 03 19, D-60066 Frankfurt am Main, Germany and should reach the ECB no later than 3 May 2001. Applications 
will be treated in the strictest confidence and will not be returned. 


This vacancy is also published on the ECB‘s web site at: www.ecb.int. To meet the deadline, applications may be sent 
beforehand by fax to fax number +49 69/1344 - 7979 or by email to: recruitment@ecb.int. However, a signed application 
must still be sent by post. 
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PROPOSED PUBLISHED 
ADVERTISEMENT 


‘Actuarial Associate 


The position requires the applicant to 
provide analysis, pricing, actuarial 
valuation, financial reporting and 
financial models for prospective mergers 
and acquisitions. Use technical skills to 
do actuarial research and calculations. 
Applicant must be a member of the 
Society of Actuaries. Must possess good 
written and oral communication skills, 
be a results-oriented person, technically 
aware and must have strong analytical 
and problem solving skills. Applicant 
must have Bachelors Degree in Actuarial 
Science or a related field or the 
equivalent and one to three years work 
related experience in an actuarial 
position. 40 hours per week, salary 
range is $62,800 to $95,000.00 per 
year. 


MUST HAVE PROOF OF LEGAL 
AUTHORITY TO WORK IN THE 
“UNITED STATES. Send your resume 
to D. E. S. Workforce Center 215 Keo 
Way, Des Moines, Iowa 50309-1727. 
Please refer to job Order 1A1 101191. 
Employer paid advertisement. NO 
RECRUITER INQUIRIES. 


= The international Court of Arbitration of the international Chamber of 


Commerce is seeking a 


Secretary General 


Founded in 1923, the ICC international Court of Arbitration has built up 
unique experience as an international arbitration and _private-dispute 
resolution centre. it has administered over 11000 arbitration cases 
involving business disputes between parties from all over the worldin 
virtually every sphere of international commercial and financial activity. 
Among other duties, the Secretary General is responsible for managing a 
staff of 50 people in Paris, primarily charged with the task of assisting 
the International Court of Arbitration in handling ICC arbitration cases 
and promoting ICC private dispute resolution mechanisms. 


The successful candidate will possess: 


proven leadership and management qualities; 

wide international experience in the field of international business 
law, with an emphasis on international commercial dispute 
settlement; 

experience in both the civil and common law systems; 

ability to write articles and address audiences on international 
business law topics; 

fluency in English and French, written and spoken (a working 
knowledge of German and Spanish is desirable); 

willingness to travel extensively. 


Applications, to include full career details, should be marked 


“confidential” and addressed to: 


CRDI 


Director of Personne! 

International Chamber of Commerce 
38 Cours Albert 1°, 75008 Paris, France 
Website: www.iccwbo.org 

Fax: +33 1 49 53 28 96 
E-mail:adm@iccwbo.org 


IDRC 3€ 


~ Centre de recherches pour te 
développement international 


International Development 
Research Centre 


The International Development Research Centre (IDRC) is a public corporation created 
by the Canadian Government to help societies in the developing world find solutions to 
social, economic and environmental problems through research. IDRC is one of leading 
institutions. in the world concerned with generating and applying new. knowledge to 
meet the challenges of international development. IDRC supports research in developing 
countries on key problem areas and builds international networks to share and apply 
this knowledge. 


The Secretariat for Institutional Support for Economic Research in Africa (SISERA) 
was created in July 1997 to provide technical and financial support for African economic 
research institutions. Itis based in Dakar, Senegal. SISERA (http:/Avww.idre.ca/sisera /) 
is expanding its activities and is seeking to recruit: 


SENIOR PROGRAM OFFICER (REF. #: RO-W21) 

The successful candidate will have a Ph.D. or equivalent in Economics or a related 
discipline, and at least 5 years of development-related experience including significant 
research background and practice, extensive knowledge of and familiarity with Sub- 
Saharan African countries, their tertiary education systems and the current state of 
their research activities in the field of social sciences. Strong language requirements 
include fluency in English or French and working knowledge of the other. He/She will 
participate in and coordinate program activities, and report to the Executive Director. 


PROGRAM OFFICER (REF. #: RO-W14) 

The successful candidate will have a similar academic profile with at least 3 years of 
experience in the same field. The same language requirements apply. He/She will be 
responsible for the design and implementation of program activities. 


Candidates can access the complete job descriptions on IDRC’s website (http/www.idre.ca}. 
Resumes should be sent to Competition IDRC/SISERA quoting the reference number, either 


by mail at Human Resources, IDRC, P.O. Box 8500, Ottawa, Ontario K1G 3H9, Canada, by 
fax at (613) 238-7230 or by e-mail at competitions@idre.ca no later than May 4, 2001." 


We thank all applicants for their interest and will contact those candidates whose 
skills and experience best match the requirements of the positions. 


IDRC IS COMMITTED TO EMPLOYMENT EQUITY. C di 
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REPUBLIC OF MAL 
ONE PEOPLE — ONE GOAL — ONE FAITH 


REPUBLIC OF SENEGAL 
ONE PEOPLE — ONE GOAL — ONE FAITH 


MINISTRY OF PUBLIC WORKS AND TRANSPORT MII TRY OF ECONOMY AND FINANCE 


NOTICE OF INVITATION FOR DEMONSTRATION OF INTEREST 
IN A REFERENCE SHAREHOLDING SYSTEM FOR THE STATUTORY 
DAKAR-BAMAKO-KOULIKORO RAILWAY COMPANY 


The governments of Mali and Senegal have launched a process for the full concession ot 
the Dakar-Bamako railway service. The purpose of the authorities of both countries is to 
improve the competitiveness of the international transportation sector where strong 
competition prevails 


At least 51% of the capital of the statutory company will be held by a private shareholder 
(called "reference shareholder’) constituted as a joint-stock company regulated by the 
Organisation for the Harmonisation of Business Law in Africa (OHADA) 


The statutory company will be responsible for ensuring on the Dakar-Bamako-Koulikoro 
railway service: the technical and commercial operation of the railroad freight and 
passenger services; the maintenance, exploitation, displacement and implementation of 
railway infrastructures, as well as the land management of all railroad properties 
hereinafter granted 


Companies interested by this notice are invited to express their interest to the executive 
body no later than 30 April 2001 by sending a letter to the following addresses 


Ministére des Travaux Publics et des Transports 
Att: Seydou SISSOKO. Bamako, MALI, BP 17759, 546 rue 214 Hippodrome 
Fax: +223 22 08 74 
Email: ssimpara @cefib.com 


La Cellule de Gestion et de Contrôle du Portefeuille de L'Etat 
Ministère de l'Economie et des Finances, 
Att: Mr. Serigne Ahmadou Camara 
3e étage, Immeuble Electra 2, Rue Malan, Dakar, SENEGAL 
Tel: +221 823 3428 Fax: 221 822 5631 
Email: cgcpe @ primature.sn 


CPCS Transcom Ltd. 


Att: Joseph Jones 150 Isabella St., Penthouse Floor, Ottawa, K1S 1V7 Canada 
Tel: +1 613 237-2500 Fax: +1 613 237-4494 


A preselection file describing the selection process and the general scheme for the 
concession will be available within one month, Conditions for obtaining the preselection 
file will be mentioned in the reply to demonstrations of interest. All correspondence must 
be written in French 


Government of Armenia 
Ministry of State Property Management of the 
Republic of Armenia 


The Government of Armenia (GOA), through the Ministry of State Property Management 


advised by USAID-funded International Business and Technical Consultants, Inc. announces 


PRIVATIZATION OF MAJORITY STATE-OWNED ENTERPRISE "SAPFIR" 
Industry Sector: Production of ultra-hard synthetic sapphire 
Total Revenue: 998 — USS 1.483.884 
999 — USS 1,127.87 
Nine months of 2000 — US$ 590,69] 
Operations: Sapfir currently operates at approximately 20% total capacity 
Current Employment: 300 
State Share for Sale: 64.6% (35.4% already privately held by employe 
Assessed Value of State Share: US$ 977,981 
Location: Sapfir is located 25 km from Yerevan, capital city of A 
The GOA is not soliciting full p ut this time, but would appreciate an indication of 
interest in the enterpr »y May 15, 2001. Tender instructions will be announced shortly 
An information memorandum is available on the Privatization Website at URL 


PRIVATIZATION OF 100% STATE-OWNED ENTERPRISE "MARS" 
Industry Sector: Production of printed circuit boards (PCBs), programmable logic 
controllers (PLC el 
Current Employmen 
State Share for Sale: 
Mars is a state-of-thi t th cility on 16 hectares of land near to Yerevan, capital 


ch, telecommunications 


city of Armenia, Originally de 
PCBs, it was completed in 1994 and is fitted with modern equipment sourced in the UK, USA 
Germany, Sweden and Russia. It is staffed by technicians trained by Swiss company FELA 


to be one of the world’s largest producers of PLCs and 


Planung AG. The GOA is not soliciting full proposals at this time, but would apprec 
indication of interest in the enterprise by June 1, 2001, with the view of prepari 


information memorandum and tender instructions 


All communications and inquiries regarding participation in the above transactions should be 


directed exclusively to 


IBTCI 
Ministry of State Property Management 
375000 Yerevan, Armen: 
Government House 2, Room 307 
Republic Square 
Tel/Fax: + (374 1) 523-759, 569-110 Email: ibtci@arminco.com 


URL: www.pnvanzation.am 


Wharton professor Jerry Wind, co-author of Digital Marketing, is the 

Academic Director of the Wharton Fellows in e-Business Program, a 
unique senior management program focusing on global e-leadership 
and transformation 


To find out how to get three chapters of this new book for FREE 


as well as find out more about the Fellows program and other 
Wharton Executive Education programs, please visit: 


Digital Marketing by jerry Wind and Vijay Mahajan is available wherever books are sold 


Wharton Executive Education: 
215.898.1776 or 800.255.3932 ext. 2708 


Aresty Institute of 
Executive Education 


The Wharton School 
University of Pennsylvania 
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Andy Warhol 
1928 - 1987 


Graphic artist, 
painter and 
film-maker. 

One of the most 
controversial 
figures in Pop Art. 


“Making money is art 
and working is.art.and.good 
usiness is the best art of all” 


ANDY WARHOL 


LTH MANAGEMENT IS AN ART ~ we understand that 
you as an individual have very personal expectations for your 
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Greenspan to the rescue 


MONG commentators and columnists, 

his reputation has plunged. Having been 
widely praised, even more or less canonised, 
as an astonishingly skilful and perceptive 
central banker, Alan Greenspan has become 
widely blamed for the pause in America’s 
economic miracle that has taken hold in the 
past four months, and therefore for the 
shadow that is hanging over other countries 
around the globe. His touch had deserted 
him, he had left interest rates too high for too 
long. The “Greenspan put’—the idea that 
share prices would not fall far, because the 
Federal Reserve’s chairman would cut rates to 
rescue them—was in tatters. But not, it seems, 
where it really mattered: in the stockmarket itself. 

The surprise cut in American interest rates by half a point 
on April 18th—the second cut of the year to be made between 
meetings of the Fed’s policy-making committee, and the 
fourth half-point cut in all—sent markets soaring all over the 


© world, even though they had already had a pretty good run 


for several days. This is despite the fact that the Fed itself, 
when making its cut, gave warning that the risks to the Ameri- 
can economy remain on the downside; and the fact that to 
make a cut between meetings is itself a rather panicky act, the 
sign of a central bank worried that conditions might be de- 
teriorating rapidly. Evidently, the idea of the Greenspan put, 
and the idea that the Fed can indeed avert recession, both still 
exert a powerful hold. It is salutary to be reminded that com- 
mentators and analysts, even when employed by investment 
banks, do not speak for the market itself. 


The message from Cisco 


What will matter now is whether two other groups still be- 
lieve in Saint Alan the Saviour: American consumers, and the 
investment committees of companies operating in the United 
States. Given their low rates of savings, if consumers become 
nervous about their jobs and their futures, demand could 
drop sharply. Surveys of consumer confidence have recently 
shown increasing amounts of nervousness, but measures of 
spending have so far dipped by less than those surveys 
would imply (see page 27). The leading role in America’s slow- 
down has been played by business investment—as has been 
shown clearly in the earnings being reported or forecast by 
makers of high-tech kit and software. 

As the season when most big American companies an- 
nounce their results reaches a crescendo, the days seem infi- 
nitely distant when quarterly profits stormed up by 20% from 
one year to the next. Now, a majority of big firms find that 
profits are down, and will decline further. Not all the sufferers 
are high-technology firms—Citigroup, Bank of America and 
Continental Airlines all opened the week with announce- 


THE ECONOMIST APRIL 21ST 2001 





ments of large falls in profitability. But it is the 
darlings of last year—companies such as Intel, 
Texas Instruments, Siebel in America; Philips, 
Ericsson and Marconi in Europe—that have 
led the rout. 

And, of course, Cisco Systems, maker of 
much of the valuable equipment that powers 
the Internet. Its revenue is slumping, it re- 
vealed on April 16th, and it is laying off a 
swathe of employees. From a high of over $70 
in March 2000, its stock now hovers around 
$17. What has gone wrong? In Cisco's case, the 
immediate problem is plain. Having lost sales 
last year by under-stocking, it began to build 
inventory just as demand turned down. In 
the first quarter of this year its inventories were almost 40% of 
sales. For all its much-vaunted “virtual close”, giving the com- 
pany a day-by-day read-out of its financial position, Cisco 
has been thwacked by the same collapse in investment 
spending that has taken so many high-tech companies by 
surprise. Fuelled with what was, in effect, free cash; prodded 
by Internet-hyped talk of landgrabs; lured by the promise of 
infinitely expanding markets: many normally temperate 
companies went on a two-year technology-investment binge 
which has left them with a horrid hangover. It may well be a 
couple of years before most of them can bear to touch the 
stuff again. 

We will probably never know quite what it was that per- 
suaded Mr Greenspan again to suggest a surprise interest-rate 
cut, but that news that Cisco was seeing its order books melt 
away may well have been influential, especially as other 
firms are also reporting similar, if less dramatic, problems. But 
can an interest-rate cut make a decisive difference? Not, most 
probably, to the question of whether America will have very 
slow growth this year, or even a recession. Cuts in the cost of 
money take months to have much of an effect on demand. 
What he may hope is that the effect on companies’ invest- 
ment decisions could be faster, as their cost of borrowing 
drops and as they then reduce the hurdle rates they impose 
as a test for new projects and equipment purchases. That, to- 
gether with a boost to consumer confidence, could at least 
ease the pain. 

That is why, whatever the time lag, if Mr Greenspan really 
does fear that a recession is on the way, then he is right to cut 
rates. The continued strength of the dollar has made that de- 
cision easier for him, by keeping import prices low and hence 
helping to restrain inflation. That strength has been painful 
for those countries whose own currencies, and hence interest 
rates, are tied to the dollar, most notably crisis-prone Argen- 
tina whose new finance minister, Domingo Cavallo, has been 
springing his own surprises on the markets (see page 34). 

There, as elsewhere around the globe, all eyes are on the 
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United States. This exaggerates America’s importance: its 
trade plays a decisive role only for a few other countries (such 


as Mexico), and as it is a capital importer, a downturn there — 


: _ ought to release savings for others to tap. Western Europe, in- 
_ cluding Britain, should prove robust enough to withstand an 


American recession, even though Europe’s growth rate is 
- hardly stellar. But in Japan and in much of East Asia things 


are more fragile, with Japan probably already back in a reces- 
sion of its own. For them, as for America, Mr Greenspan is 
right to say that the risks remain on the downside. 
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Breaking barriers in the Americas 


The Americas would benefit from freer trade, more political co-operation and a 


new realism about drugs. But they may not get them 


F THE average American, North, South or Central, gathers 

any impression at all from this weekend’s Summit of the 
Americas, it is likely to be of a group of politicians holed up in 
the old city of Quebec, hiding from masses of anti- 
globalisation protesters kept out by a purpose-built fence. 

That is a pity. Some good could come of the gathering, 
which brings together the heads of government of the United 
States and Canada and 32 countries in Latin America and the 
Caribbean—all except Cuba’s Fidel Castro, who is not invited. 
In principle, one benefit could be the Free-Trade Area of the 
Americas (Fraa), whose establishment in 2006 the sum- 
miteers are due to endorse, to the horror of the demonstrators. 

The summit, the third of its kind since 1994, is recognition 
that the people of the Americas are in some ways drawing to- 
gether. Nowadays, the elected leaders of Latin America look 
to the United States as an export market but also as a source 
of support for democracy in the region. George Bush is well 
aware of that. It was his father who first launched the idea of 
an FTAA, a decade ago. The visit to Quebec is only the new 
president’s second trip abroad since he took office—and his 
first was to President Vicente Fox of Mexico. 

But there are problems as well as possibilities. The brutal 
disproportion of power between the United States and its 
southern neighbours means that inter-American relations 
will never be tension-free. Indeed, they may grow more diffi- 
cult. In many Latin American countries, a decade of liberal 
economic reform has produced disappointing results. 

There are two immediate concerns. One is the economic 
downturn in the United States, which will be especially pain- 
ful for Canada, Mexico and the Caribbean. The financial ef- 
fects could slow growth in Brazil. None of this is a pleasant 
prospect for the many Latin Americans who have recently 
gone through slumps (some countries in 1995; others in 
1998-99; some, such as still-depressed Argentina, on both oc- 
casions). Since the region’s social safety-nets are still full of 
holes, another recession might strain political harmony. 

The second big worry is Colombia, racked by increasingly 
bloody conflicts involving left-wing guerrillas and right-wing 
paramilitaries, both financed by drugs (see our survey in this 
issue). Last year, Bill Clinton approved $1.3 billion in aid to the 
Colombian government, much of which is for fighting drugs 
and, in practice, guerrillas. The aid is controversial. Neigh- 
bours fear it will merely speed the flight of the drug industry, 
and refugees from violence, to their countries. Human-rights 
groups point to evidence of collusion between army officers, 
though not top commanders, and the paramilitaries. 

The summiteers could help. The United States would be 
wise to reshape its aid programme, to take more account of 
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the paramilitary threat and of the need to strengthen the 
state. Latin Americans should be less grudging in their dip- 
lomatic support for Colombia’s democratic government, and 
put more pressure on the guerrillas to give up their violence. 

There is a wider lesson for the United States. On the one 
hand it insists on prohibiting cocaine, thereby increasing its 
price. On the other, it is unable to curb significantly its citi- 
zens’ demand for the drug. The result is to undermine democ- 
racy, human rights and the environment in much of Latin 
America. A radical rethink of drug policy is long overdue— 
and one that goes beyond the issue of whether the United 
States should continue its hypocritical ritual of “certifying” 
other countries’ anti-drug efforts. 


Who will fight for free trade? 
But the signal that most Latin American leaders want from 





Mr Bush in Quebec is that he will fight for free trade. That | 


means obtaining from the United States Congress the fast- 
track authority (or “trade-promotion” in the Bushite lexicon) 
required to clinch trade deals. For the past seven years, talks 
about an Fraa have moved quietly forward, even though 
President Clinton failed to obtain such authority. But now it is 
needed, if the talks are to be completed by 2005 as planned. 

Getting Congress's support will not be easy, especially if 
recession bites. Is the Fraa worth fighting for? Some free- 
traders worry that it could become a defensive American for- 
tress, an alternative to a new round of global liberalisation 
through the World Trade Organisation. On the other hand, 
many Brazilians worry that the United States will refuse to 
dismantle the farm subsidies and anti-dumping duties that 
hamper many of their exports (see page 17). 

Both of these are real worries, but they could be dealt with 
in the negotiations. Certainly, an Fraa is not the only way, 
nor necessarily the best way, to liberalise trade in the Ameri- 
cas. But it looks like the most feasible way. And the benefits 
from free trade and investment would be considerable—as 
Mexico knows. Thanks in large part to the North American 
Free-Trade Agreement, Mexico’s economy has been roaring. 

By contrast, Brazil and the other Mercosur countries re- 
main relatively protectionist. They could gain most from an 
FTAA—especially if it pushed Europe to make matching con- 
cessions. But only now is Brazil starting a public debate on its 
trade policy. The Americas have moved a long way towards 
more co-operative relations. But a trade agreement is far from 
inevitable. It depends on whether Mr Bush and his Latin 
American colleagues are prepared to face down the de- 
monstrators and win over their voters to its merits. 
| 
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In and out of Gaza 





* 


There is no military solution in the Middle East. And no obvious diplomatic one, either 


RIEL SHARON, Israeli warrior, did a passable imitation 
this week of the Grand Old Duke of York. Having 
marched his soldiers back into a part of the Gaza strip that Is- 
tael had ceded to the Palestinians under the Oslo peace ac- 
cords, he seemed to march them out again the minute the 
Bush administration slapped his wrist. In a rare public scold- 
ing, Colin Powell, America’s secretary of state, described Mr 
Sharon’s Gaza incursion as an “excessive and disproportion- 
ate” response to the Palestinian mortar attacks that had pro- 
voked it. Mr Powell called on both sides to honour the under- 
takings each had made in the Oslo agreements. “There can be 
no military solution to this conflict,” he said. 
Really? It would be nice if Mr Powell were right. The awk- 
wardness is that diplomacy has not solved the problem ei- 


- ther. The Oslo peace process has not just stopped in its tracks. 


It has gone off the rails, dropped off a cliff and fallen in a 
ditch, upside down. The Americans do not know how to res- 
cue it, and wonder whether it is even worth trying until the 
warring parties have knocked some sense into one another. 
Oslo was based on the principle of land for peace. But the 


Palestinians say that they have been given too little land, and 


the Israelis that they have been given no peace at all. It was 
designed to be gradual, so that each side would slowly gain 
confidence in the other. But since things fell apart at last July’s 
Camp David summit, exactly the opposite has happened. In 
their latest intifada—armed, this time, unlike the uprising of 
the late 1980s—the Palestinians have turned the areas that Is- 
rael gave back under Oslo into bases from which to wage war. 
Hence the defeat of Labour in Israel’s recent election and the 
replacement of Ehud Barak by the implacable Mr Sharon. 
Things in the West Bank and Gaza would be bleak enough 
without the complication of Lebanon. But they are connected. 
Many Israelis think that Mr Barak damaged Israel’s deterrent 
power when he pulled its army out of Lebanon a year ago. 
The spectacle of Israel being harried out of its southern Leba- 


nese “security zone” by a few hundred Hizbullah guerrillas 
inspired the Palestinians. When the Palestinians launched 
their intifada, Hizbullah’s example was in their minds. Hiz- 
bullah, meanwhile, has not just cheered from the sidelines 
but mounted raids across the border. Its ambush of an Israeli 
tank on April 15th (see page 40) was the first on Mr Sharon’s 
watch. Mr Barak had long said that Israel would respond to 
such attacks by striking at Syria’s army in Lebanon. Mr Sharon 
merely put Mr Barak’s threat into action. 

Mr Sharon would indeed be deluding himself if he 
thought he could solve all of Israel’s problems by military 
means. But he is not mad to suppose that military power can 
help Israel to solve some of them, as it has in the past. In Leba- 
non, where returning all the land has earned Israel no peace, 
deterrence may be its only option. It may even work. Leba- 
nese admiration for Hizbullah’s military exploits is tempered ` 
by a desire to restore prosperity now that Israel has with- 
drawn. And the Syrians, remembering that Mr Sharon was the 
defence minister who in 1982 sent Israel’s army all the way to 
Beirut, have reason to weigh their steps with care. 


Limits and renewals 


Military power is less likely to subdue the West Bank and 
Gaza. Palestinian escalation—such as a new practice of firing 
mortar bombs from Gaza into Israel proper—has been met 
with ever-heavier Israeli reprisals under Mr Sharon. Unlike 
the Lebanese, however, Yasser Arafat has little to gain by call- 
ing an end to his painful battle before he has anything to 
show for it. Nor, though, does he stand to gain much by per- 
severing. Mr Sharon says he will make no concession “under 
fire”, and has anyway withdrawn the extensive land-for- 
peace deal Mr Barak offered at Camp David. When one side 
tires, or both, talks will resume—but not from the point 


where they ended last July. Perhaps that really was the sort of = 


opportunity that comes along only once every 50 years or so. 





Europe is wrong to try to apply new international rules on bank 


capital in a uniform way 


HE European Union’s finance ministers and central 

bankers meet in Stockholm on April 2ist to discuss, among 
other things, financial crises and how to prevent them. They 
would do well to scotch proposals to reform the supervision 
of European financial firms. Not only are these proposals 
complex, inappropriate and untested; they might even raise 
the likelihood of the crises they are meant to prevent. 

The proposals are based on the work of the Basle commit- 
tee on banking supervision, which represents bank supervi- 
sors in the big industrial countries, and has spent several 
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years designing a new framework to set minimum capital 
standards for internationally active banks. It plans to use the 
banks’ own risk-measurement techniques to set adequate 
levels of regulatory capital. All well and good: these are so- 
phisticated banks which know how to calculate the odds on 
risk and reward, and this is a clever way for regulators to 
monitor them. But there is no need to extend the provisions 
right across Europe’s financial institutions. 

For one thing, it will simply take too long. There is a pile of 
work to be done, calibrating results, to make the rules work- 
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able. While that is under way, it is dangerous to translate th 


Basle framework (the new version is called Basle 2) into Euro- 


pean law in the form of a new capital-adequacy directive 
(called cap 3). The last time, a decade ago, that international 
supervisors looked at bank capital, it took three years to put 
into law in Europe changes that American regulators applied 
in three months. In Europe a new directive has go through the 
European Commission, the European Parliament and the 
Council of Ministers. Then separate legislation has to be 
passed in each £u country. 

The timetable has been set by the Basle committee. Basle 2 
(which sets minimum standards of capital adequacy, but is 
not legally binding) is meant to apply from January 2004. If 
Europe's new capital-adequacy directive is to be law in all £u 
countries by 2004, it must be drafted before that, in October 
this year. The Americans and Japanese have decently said 
that they will not apply the new capital regime, which re- 
wards sophisticated banks, before then. After that deadline, 
though, the gloves are off. British regulators are working fran- 
tically on ways to apply bits of Basle 2 within existing £u law. 
That shows how little faith they have in Brussels lawmakers. 

What is more, the rules in Europe must cover all banks, 
securities houses and investment firms too. Rules designed to 
improve the safety of a handful of the world’s most active 
banks cannot possibly fit every little investment firm as well. 


The costs of detailed risk analysis and reporting could sink a 
small savings bank, or render uneconomic its lending to small 


businesses. A sudden new capital charge could wipe out 
some British fund managers. This is a question which Euro- 
crats have little time to consider. 


A light touch 


But what is the alternative? Simplicity and a light touch are 
the keys to good financial regulation. The new capital- 
adequacy directive promises numbing complexity and incon- 
sistent application in 15 separate countries. American and 
British supervisors are used to avoiding red tape. They coerce 
their banks with a nod and a wink, but then they have a spe- 
cial cat-and-mouse relationship with the biggest banks 
whose health safeguards the financial system. Continental 
regulators, on the other hand, are understaffed and unsophis- 
ticated—even the French and German ones. Most of their 
charges need simple, mechanical rules to follow. A wider 
European Union that in future takes in Poland, Hungary and 
the Czech Republic will need even simpler, catch-all rules. 
The first priority is to develop a capital regime for the big, 
internationally active banks in Europe. Once the principles 
are tried and tested the European Commission can take all 
the time it wants to craft a new directive. For now, it would be 
safer to do nothing. 





Russia's battered press 


Vladimir Putin is doing himself and his country no favours by harassing 


the press. But he won’t altogether subdue it 


M5 with guns shoulder their way into the headquarters 
of Russia’s last independent national television com- 
pany at the dead of night; its founding chairman cowers on 
bail in a foreign land; the new boss is a monster gas company, 
the world’s biggest, whose finances and ownership are murky 
and whose privileges depend on its niceness to the man in 
the Kremlin; journalists, and tycoons who own other bits of 
the press, change sides, stab each other in the back and are 
generally up for sale. The saga of ntv reflects badly not just 
on an authoritarian president, Vladimir Putin, but also on the 
practices of post-communist Russia. Yet it is unlikely to mark 
the end of Russia’s fragile democracy or of its buffeted but 
half-free press. Mr Putin may do his worst to bend them to 
his will. But Russians’ thirst for information, and the modern 
means for slaking it, are nowadays too strong to let the coun- 
try slide all the way back to the tyrannical past. 

Still, the takeover of ntv is bad news. It was, on the whole, 
a fine testimony to the energy and dash of a new generation 
of Russians gulping in the air of freedom after centuries of 
suffocation. Its flagship current-affairs programme on Sun- 
days was the best in the country; its puppet show ridiculing 
Russia’s masters was the funniest. It took up the cudgels of 
press freedom after the Soviet Union’s collapse. It has occa- 
sionally tried to prick the country’s conscience over Chech- 
nya; it certainly punctured the president’s amour-propre. 

That Gazprom has been the vehicle for silencing Mr Pu- 
tin’s most influential critic gives the saga a particularly sharp 
sting. Gazprom, 38% of which is owned by the state, is actu- 
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ally itself a state within a state. It is thought to own a quarter 
of the world’s gas, provides the people of the European Union 
with two-fifths of their supplies, and accounts for a good 8% 
of Russia’s GDP. Its reserves may be worth $40 billion. But it 
treats its shareholders with contempt, pays little in taxes, 
hides its true wealth in a web of subsidiaries that siphon vast 
profits abroad and into sundry accounts, and refuses—say its 
aggrieved shareholders—to be properly audited, 

The nrv row thus highlights two serious inadequacies in 
modern Russia. One is the lack of protection afforded to the 
press, whose freedom Mr Putin patently regards with disdain. 
It is unclear how much he minds about the second one—the 
uncertain rights of shareholders and the disreputable conduct 
of Russian companies, especially state-owned ones. Next 
month, the contract of Rem Vyakhirev, Gazprom’s boss, is up 
for renewal. The board-room seat of its most independent- 
minded and shareholder-friendly director, Boris Fedorov, is 
already under threat. If Mr Putin is truly an economic re- 
former, however autocratic in politics, he should ensure that 
the one is sacked and the other saved. 


To be continued 


Yet the nrv debacle, sorry as it is, should not be blown out of 
proportion. The story is not entirely over (see page 46); jour- 
nalists from the afflicted channel are migrating to other inde- 
pendent outlets; and other bits of Mr Gusinsky’s empire, and 
some belonging to fellow tycoons, are still afloat. Moreover, 
neither NTv’s owner, Vladimir Gusinsky, nor its top journal- 
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NTT > 


Do CoMo 


Beyond The Mobile Frontier 


World’s first 
3G service — 
from May 2001 , 


ae 


A new mobile era begins this May in Japan, when NTT DoCoMo introduces FOMA* — 
the world’s first third-generation wireless service. Via compact cellular terminals, FOMA enables fast, 
stress-free communications using virtually any kind of data, including voice and high-resolution video images. 
Finally, the wireless barriers between people are coming down. 


*FOMA (Freedom 





_ ists were always angels of integrity. Especially in the approach 


_ to Boris Yeltsin’s re-election to the presidency in 1996, they 
"were as toadying as the rest of the press in giving their audi- 
ence a brazenly partisan version of events. The new managers 


installed by Gazprom may be right when they claim that 
NTv’s finances were anyway in disarray due to mismanage- 
ment, however much the Kremlin’s squeeze against Mr Gu- 
sinsky may have made them worse. 

Moreover, talk of a return to the Soviet past is exaggerated. 
The Internet, the mobile phone, the ability to travel, the desire 
of most Russians, especially the young, to be part of a wider 
world, mean that attempts to squelch the press can only stifle 









the purveyors of news and ebate a bit. Gone are th days 


when a leader of the Soviet Union—Mikhail Gorbachev, no 
-less—could take 18 days to let a disaster like Chernobyl be 


publicly mentioned. 

But the West can and should help Russia’s media. Televi- 
sion stations and newspapers, especially those in the regions, 
badly need support. Journalists need training. America is 
right to boost its state-aided broadcasts, including those in the 
Chechen language. Most important, western leaders should 
keep letting Mr Putin know that the sort of behaviour dished 
out to NTV keeps his country well outside the club of civilised 
nations to which he apparently aspires to belong. 
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Carry on spying 


American spy flights near China should continue, until the Chinese 


have shown there is no need to spy on them 


HE immediate crisis caused by the collision between an 

American spy plane and a Chinese fighter on April ist 
may have ended with the safe return of the American crew, 
but the potential for another dispute remains very much 
alive. The American negotiators in Beijing this week were well 
aware of that. But America wants its plane back, and the Chi- 
nese have declined to return it any time soon. More conten- 
tiously, the Chinese have insisted that the United States 
should end its surveillance flights off their coast through what 
even they admit is international airspace. The Americans 
have refused. What will China do next? If it is sensible, it will 
give the American planes a wide berth, keeping an eye on 
them no doubt, but from a safe distance. If America is sensi- 
ble, it will avoid inflaming the situation, and increasing the 
risk of accidents, by sending along fighter escorts. Neither tac- 
tic can be taken for granted. 

The hard truth is that America spies on China because it 
needs to be spied on. By its own repeated admission, China 
poses a direct threat to Taiwan, which it has always asserted it 
has the “right” to invade. China already has some 300 ballistic 
missiles aimed at the island, and is adding to them at the rate 
of perhaps 50 a year. In 1996, it lobbed a few in the direction 
of Taiwan’s two main ports. It has bought Sovremenny-class 
destroyers from the Russians, along with Kilo-class subma- 
rines, and su-27 and su-3o fighters. Its most recent budget 
calls for an increase of 18% in defence spending. 

That build-up has to be seen not just in the context of Tai- 
wan, but more widely in that of a region now bristling with 
weapons and the opportunity for accidental or deliberate 
conflict. China has claimed sovereignty over all of the South 
China Sea, and the Spratly and Paracel islands within it. Ge- 
ography dictates that a large share of the world’s trade passes 
through those waters and, though China has in the past two 
years shown greater willingness to discuss its claim, the issue 
remains unresolved. Every country that uses international sea 
lanes has an interest in seeing these waters remain open and 
unthreatened. If America, the only country ready and able to 
act as guardian, is to perform the task, it needs the sort of in- 
formation that can be gathered only by aerial surveillance. 

Nor is it entirely sophistical to argue that American guard- 
ianship may even be good for China. In the east Mediterra- 
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nean, for example, American surveillance has on occasion 
helped to prevent military tensions between Turkey and 
Greece—two NATO allies—from leading to shooting. In East 
Asia, America has also played a useful role. As well as de- 
terring an attack on Taiwan, it has acted as a brake on Taiwan- 
ese independence-seeking, by suggesting that Taiwan could 
not count on its help if a bid to make an unambiguous break 
were to lead to war. Doubtless, America’s intelligence network 
would spot, and forestall, any provocative military moves by 
the Taiwanese. And with China, where the balance of power 
between army and civilians remains worryingly opaque, 
there is an additional consideration. The fact that China’s mil- 
itary men realise that America knows exactly what they are 
up to—and can pass that information back to the political 
leadership—acts to counter any thoughts of freelancing. 

But if spying makes sense, need America be so provoca- 
tive about it? Satellites can certainly do a lot, but they suffer 
from limitations. Low-orbit spy satellites pass close to any 
given spot only two or three times a day, and briefly. A plane 
can be put up at short notice, and its crew can home in for 
hours on whatever they want to look at. Besides, surveillance 
flights, however unwelcome, make an important point: that - 
international airspace is just that. 


Reach out, but don’t touch 


What is needed is a set of rules for the airways. China and 
America achieved one for the seas in 1998, after a confronta- 
tion between one of its aircraft carriers and a Chinese subma- 
rine in 1994. During the cold war, Russian spy planes rou- 
tinely, and legally, flew in the airspace above naro countries’ 
200-mile economic zones, staying outside their 12-mile terri- 
torial limits. Cuba still does this to the United States. Fighters 
were routinely dispatched to intercept them. But under the 
international system that evolved, they were careful to stay at 
least 300 feet (90 metres) from the object of their curiosity, 
and in full view of it. Had China observed this rule, the colli- 
sion would not have happened. One day, there may be no 
need for any spy flights at all. But the stakes are too high, and 
China’s commitment to the peaceful settlement of disputes 
too uncertain, for that day to be imminent. 
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Allin the familia 


SAO PAULO AND WASHINGTON, DC 


This weekend’s summit in Quebec will concentrate on the creation of a 
Free-Trade Area of the Americas. The Bush administration is all for it; South 
America’s biggest economy, Brazil, is not so sure 


T THEIR meeting last month to prepare 
for the 34-country summit of the Amer- 
icas this weekend, President George Bush 
a kept a promise to look a sceptical President 
Fernando Henrique Cardoso of Brazil in the 
eye and swear that the United States really 
wants free trade. Brazil, by far South Amer- 
ica’s largest economy, has so far shown little 
enthusiasm for talking about a Free-Trade 
Area of the Americas (Fraa). It is doubtful, 
not least, because it does not believe Mr Bush 
can overcome free trade’s opponents in the 
United States; and because a watered-down 
or hobbled rraa might be worse than no 
agreement at all. 
Mr Bush shows every sign of being keen 
as mustard on free trade. His trade represen- 
¢ tative, Robert Zoellick, is even keener. Mr 
Bush wants to pursue free trade on three lev- 
els; bilateral deals with single trading part- 
ners, regional pacts such as the FTAA, and 
global negotiations in the World Trade Orga- 
nisation (wro). This makes for a lot of irons 
in the fire. Getting his wish, however, will de- 
pend on exactly the things Brazil is worried 


THE ECONOMIST APRIL 21ST 2001 


about: his capacity to stand up to domestic 
industries begging for protection, and his 
ability to get fast-track authority—now re- 
named Trade Promotion Authority, or TPA— 
from Congress. Getting that will depend on 
how persuasively he can sell his policies to 
Americans at large. 

Mr Zoellick, who litters his speeches 
with quotes from his boss as though he were 
Chairman Mao, sees the Fraa as the key to 
regaining momentum for trade policy. He 
thinks Bill Clinton lost it by failing to obtain 
the renewal of fast-track power and by pre- 
siding over the meltdown in the global trade 
talks in Seattle in 1999. The Fraa is as good a 
place as any to get trade policy moving for- 
ward again—if, thatis, the neighbours can be 
made to agree. 

The draft agreement for the FTAA already 
exists; it was prepared at a meeting of trade 
ministers in Buenos Aires earlier this month, 
though it will not be made public until the 
summit is over. A framework similar to that 
of the North American Free-Trade Agree- 
ment (NAFTA) between the United States, 


Canada and Mexico would be extended 
southwards, with negotiations to finish by 
January 2005 and implementation to follow 
by the end of that year. The Fraa would 
opena free-trade umbrella over nearly 800m 
people who accounted for more than $11 tril- 
lion incor last year. Ifits effects proved to be 
anything like NaFta’s, the whole continent 
would be in for a trade boom. 

It will be quite a challenge, however, to 
reach an agreement acceptable to all 34 
countries. (Cuba is excluded at the United 
States’ insistence and French Guiana, since it 
is officially part of France, is not taking part.) 
Historically, the continent’s more far-flung 
countries have not made much effort to 
trade with each other, tending instead to do 
business with their former colonial masters 
in Europe. (The banana war, the most con- 
tentious result of that policy, was resolved 
last week; see Finance.)In the 1990s, econ- 
omic liberalisation and the formation of re- 
gional trade blocks such as NAFTA and Mer- 
cosur (Brazil, Argentina, Uruguay and 
Paraguay) meant that trade within the conti- 
nent grew faster than cpr and faster than 
world trade in general (see chart on last page) 
but South America’s markets are still less 
open than those of the Asian tigers. 


Suspicions in Brazil 


Until recently, Brazil was trying to get its 
South American neighbours to join it in foot- 
dragging over the FTAA, or at least to form a 
united front to take a tough line with the Un- 
ited States. But its strategy has flopped as its 
neighbours have become ever more enticed 
by the idea of improved access to the world’s 
biggest consumer market. The United States 
has been dangling this prospect skilfully in 
front of the other countries. Chile’s presi- 
dent, Ricardo Lagos, was invited to the White 
House this week to hear from Mr Bush thata 
bilateral trade deal between them could be 
signed as early as this year. Argentina and 
Uruguay have taken the bait, and have made 
it clear that any blockage in the Fraa talks 
would not stop them from doing some other 
sort of deal with the United States. 

As a result, Brazil has come round to the 
view that, since everyone else wants the talks 
to go ahead, it might as well join in and seek 
the best deal it can. One of the most impor- 
tant signs of its change of attitude was the 
sacking, this month, of Samuel Pinheiro 
Guimaraes, the head of the foreign minis- 
try’s think-tank and a fierce critic of the 
FTAA. This week, Celso Lafer, the foreign 
minister, attacked the “ostrich mentality” of 
those in Brazil, such as his former subordi- 
nate, who oppose its participation in the 
talks. And he admitted, more frankly than 
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any senior Brazilian figure has 
so far, that his country risks 
losing much ofits existing trade 
if the rest of the Americas 
rushes to sign a deal without it. 

Brazil’s businesses have 
suddenly realised that the 
FTAA is now more than a re- 
mote hypothesis and that they 
ought to be preparing for it. The 
country’s National Confedera- 
tion of Industry (cN1) has just 
completed, though not yet 
published, its first studies of 
the impact Americas-wide free 
trade could have on Brazilian 
industry. Sandra Rios, an econ- 
omist at the CNI, says there is 
not yet a consensus that the 
FTAA would be good for Brazil 
overall. But whereas, until re- 
cently, only those who feared 
freer trade were making their 
voices heard, industries that 
stand to gain are now speaking 
up in favour of the talks. 

One such is the textile in- 
dustry, which believes its ex- 
ports of t-shirts and towels to 
the United States would be far 
greater if America lifted its im- 
port quotas. The Brazilian Tex- 
tile Industry Association is so 
keen on the Fraa that it is call- 
ing for it to start sooner than 
2006—much to the irritation of 
the Brazilian government, 
which successfully fought in 
Buenos Aires this month to 
stop the United States from 
bringing forward the date. 
Other areas where Brazil is highly competi- 
tive, and would thus benefit from freer trade, 
are agriculture, especially beef and soya- 
beans, steel-making and ceramics. 

Some Brazilian industries that fear being 
wiped out by North American competitors, 
such as chemicals and paper-making, have 
mostly themselves to blame. They have 
failed to merge and restructure to reach 
world-class competitiveness. They claim 
they cannot find affordable finance to do so, 
but Brazilian companies would find it much 
easier to attract investors if they undid their 
complicated holding structures and gener- 
ally treated minority shareholders better. 
There is plenty of time to do all this by the 
FTAA’s proposed starting date; just as there is 
plenty of time for the government to boost 
the export prospects of all Brazil’s industries 
by pushing reforms of the country’s burden- 
some tax system. 

Those industries with most to fear from 
free trade, such as machinery and electronic 
goods, are precisely those that successive 
Brazilian governments have coddled with 
protectionist tariffs, arguing that this would 
give them breathing-space to grow big 
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enough to take on foreign rivals. As a result, 
they have been under little pressure to seek 
world-class productivity, technology and 
marketing, and have not bothered. The fail- 
ure of this strategy is a riposte to the argu- 
ments of Mr Guimaraes (the sacked dip- 
lomat)and the left-wing Workers’ Party, who 
say thatjoining the rraa would mean forgo- 
ing independent trade and industrial poli- 
cies and thus being unable to build competi- 
tive industries. 

Brazil’s neighbours have become 
increasingly sceptical of such arguments. Ar- 
gentina is abandoning Mercosur’s common 
tariffs pact and abolishing import duties on 
machinery because it believes these have 
served only to prop up inefficient Brazilian 
firms while preventing Argentine industry 
from introducing new technology. Francisco 
Panizza, a Uruguayan political scientist, ar- 
gues that pleas from Brazilian industries for 
“time to adjust” are absurd, given that many 
such industries have been in existence for 
halfa century or more. 

Besides, says Heinz-Peter Elstrodt of 
McKinsey, a management consultancy, 
many of the Brazilian industries that are, 
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overall, lagging behind include 
some that are close to 
world-class productivity, and 
others that are so far behind 
they may never catch up. The 
best firms should survive, even 
with new competition. The 
worst, unless they adapt, will 
die out. Brazil’s car industry is 
an example of this, with its 
newer, more efficient plants 
expected to drive out older, un- 
productive ones. But this pro- 
cess is beneficial, and is hap- 
pening anyway. The FTAA 
would simply speed it up. 


Protective instincts 


Brazil’s greatest fear is that the 
United States is plotting to stop 
it from becominga big exporter 
of high-value manufactured 
goods and to make it return to 
its historic role of churning out 
low-value commodities. This 
is not entirely paranoia. The 
United States currently applies 
a whole range of duties, quotas, 
price restraints and other mea- 
sures to processed items from 
Brazil. Some of these will be 
politically difficult for Mr Bush 
to negotiate away. 

In fact, of course, Mr Bush’s 
America is something less than 
a bastion of free trade. It gives 
subsidies to farmers (though 
these are generally much re- 
duced from their levels of a de- 
cade ago) and has imposed 
“anti-dumping” measures to 
protect steel-makers. Only last month, the 
debilitated American steel industry begged 
for extra protection from foreign compe- 
tition while it restructures and updates itself. 
Last week’s merger of NKK and Kawasaki 
Steel, two Japanese giants, will only enhance 
congressional pressure to enact emergency 
tariffs. 

Even within NAFTA, American protec- 
tionism is by no means dead. With the ex- 
piration on March 3ist of a five-year agree- 
ment on trade in softwood lumber between 
the United States and Canada, which 
amounts to roughly $10 billion a year, Amer- 
ican producers have filed for anti-dumping 
measures against Canada’s government- 
supported exporters. Disputes on dairy pro- 
ducts and sugar could also flare up if import 
volumes rise. To make matters worse, Can- 
ada is embroiled in a lawsuit, brought by its 
postal workers’ union and an anti-globalisa- 
tion group, that threatens to invalidate 
NAFTA on the basis that it infringes Canada’s 
sovereignty. 

The toughest obstacle to true free trade is 
public opinion, both in the United States 
and in its trading partners in the Americas. 
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Radical opposition to globalisation at grass- 
roots level continues to grab headlines; 
20,000 demonstrators are expected in Que- 
bec city this weekend. Non-governmental 
organisations in the United States still shriek 
about jobs lost to narta, even though un- 
employment fell to its lowest levels in de- 
cades—well below the supposedly “natural” 
rate—during the life of the agreement. The 
gap in understanding has not narrowed no- 
ticeably since the protests in Seattle. 

It is in this climate that Mr Bush and Mr 
Zoellick must try to extract TPA from Con- 
gress. This power would allow Mr Zoellick 
and his team (when he has finally got it in 
place) to negotiate trade deals in full and 
then present them to Congress for a vote. He 
has pointed enviously to similar powers 
vested in the European Union’s trade com- 
missioner. The £u has signed 20 substantial 
pacts since 1990, and has 15 more on the way; 
over the same period the United States has 
ratified only two, with four more in the 
works. Although the United States has never 
shown a predilection for European-style 
agreements based on customs unions, the 
contrast is a stark one. 

The fight for Tra, though, is likely to be 
long. Congress wants to attach provisions re- 


quiring Mr Zoellick to seek labour and envi- 
ronmental standards as part of trade agree- 
ments. These have featured in previous 
fast-track authorisations, but Mr Bush is 
dead-set against them. Developing countries 
also object to these standards, which they 
say could open avenues to protection 
against their exports. Cal Dooley, a Demo- 
crat in the House of Representatives who 
worked closely with Mr Zoellick’s predeces- 
sor, Charlene Barshefsky, thinks that TPA 
could become a reality in the next 18 months. 
But he also says that the current Congress is 
not ready to take any dramatic decisions to 
promote freer trade. 

This week, Mr Zoellick began meeting 
business and non-governmental interest 
groups in an effort to start persuading Amer- 
ican dissenters. He has promised to use the 
Internet to spread his message of free trade. 
The black and Latino media, representing 
groups who are traditionally wary of losing 
jobs tocheap foreign labour, are also likely to 
get visits from Mr Zoellick. Lastly, he prom- 
ises that the president will address the coun- 
try about the importance of trade in due 
time. As Mr Clinton found during the argu- 
ments over NAFTA in the early 1990s, it is not 
a particularly easy pitch to make. 





Given these difficulties on the American 
side, Brazil still talks of the Fraa as merely 
one of several options. It argues that Merco- 
sur’s parallel talks on a free-trade deal with 
the European Union have at least as much 
potential to boost Brazil's trade. This is true, 
but the talks with the eu are at least as likely 
as the Fraa ones to founder on the issue of 
farm protection. As for its other option, a 
deepened and widened Mercosur, this 
seems a receding prospect: if the Fraa talks 
were to fail, the main priority for Brazil’s cur- 
rent Mercosur partners, as well as potential 
members such as Chile and the Andean 
countries, would be to seek the best possible 
deal with the United States. The alternative 
would be to fortify a southern trade block 
that most feel, rightly or wrongly, has 
brought more benefits to Brazil than to them 
in the ten years it has been in existence. 

The United States, too, has other options. 
Abandoning the warm and conciliatory (if 
often empty) rhetoric of the post-Seattle 
Clinton era, the new administration has 
adopted a cocky, take-it-or-leave-it attitude 
towards its trading partners. Messrs Bush 
and Zoellick hold the keys to the biggest 
market in the world, and they know it. 

Mr Zoellick has repeatedly stated that 
the United States is interested in working 
with fast-moving traders, but will leave lag- 
gards by the side of the road. With respect to 
the rraa, he says, “We will reward good per- 
formers, and while we want to bring on oth- 
ersin the region, we won't wait for ever.” 

The administration’s multi-pronged 
trade policy fits well with this reluctance to 
curry favour with other countries. Its strat- 
egy might be as follows: if wro negotiations 
are going too slowly, then concentrate on the 
FTAA; if the Fraa bogs down, sign bilateral 
deals with enthusiastic parties such as Chile. 
Mr Bush’s trade policy echoes his overall ap- 
proach to foreign affairs. Friendly neigh- 
bours are welcome; sceptics need not even 
knock. Brazil, the third-biggest economy in 
what Mr Bush likes to call “the hemispheric 
familia”, will get some sort of trade deal with 
the United States; but full free trade can wait 
until Brazil really wants it. 











In and out of Gaza 





Violence intensified between 
Israelis and Palestinians after 
Israel twice made raids into 
the Gaza strip in response to 
terrorist attacks. America and 
other countries criticised Is- 
rael’s actions as excessive and 
disproportionate. 


Iran fired 56 missiles at camps 
run by an Iranian exile group 
in Iraq, according to the Iraqi 
government. 


President Robert Mugabe of 
Zimbabwe ended months of 
speculation by saying that he 
would seek re-election in next 
year’s presidential vote. 


A group of 39 pharmaceutical 
companies dropped a court 
case against South Africa’s 
government over the provi- 
sion of generic drugs to fight 
AIDS. 


Joseph Kabila, the new presi- 
dent of Congo, ousted several 
allies of his predecessor and 
father, Laurent Kabila, raising 
hopes for peace in the coun- 
try. But Rwandan-backed re- 
bels blocked the arrival of un 
monitors in Kisangani, in the 
east of Congo. 


A much-hyped story of a ship 
carrying child slaves off the 
coast of west Africa proved to 
be untrue. 


Currency affairs 


Domingo Cavallo, Argen- 
tina’s economy minister, said 
he would like to see the peso, 
at present pegged at par to the 
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dollar, linked instead to a cur- 
rency basket, made up half of 
dollars and half of euros— 
once the euro has reached par 
with the dollar. Investors 
looked baffled, but then 
seemed to accept that this was 
not a covert devaluation. 


More trouble in Colombia. 
The country’s ombudsman ac- 
cused right-wing paramilitar- 
ies of “barbarism” after they 
had killed 40 villagers, slicing 
one woman open with a 
chainsaw. Elsewhere, guerrillas 
from the Farc killed 28 civil- 
ians whom they accused of 
sympathising with the para- 
militaries. And the ELN, a 
smaller guerrilla group, kid- 
napped about 100 employees 
working for Occidental, an 
American oil company, 
though it quickly released 
most of them. 





George Bush, speaking on the 
eve of a 34-country Summit 
of the Americas in Quebec 
pledged to seek authority 
from Congress to negotiate a 
proposed free-trade area of 
the Americas. 





In a referendum in Missis- 
sippi, voters decided to retain 
the state flag, which includes 
the Confederate battle cross. 
The state may now face econ- 
omic boycotts by blacks. 





Cincinnati suffered four days 
of racial rioting after the fa- 
tal shooting by police of a 
young unarmed black man 
they were attempting to arrest. 


The Supreme Court ruled that 





a famous z-shaped congres- 


sional district in North Car- 
olina was not unconstitu- 
tional as it had been 
gerrymandered for political 
rather than racial reasons. 


Faulty flying 

China rejected an American 
claim that a Chinese fighter 
had been responsible for the 
collision that damaged an 
American spy plane and 
forced it to land on Hainan Is- 
land. In talks with Chinese of- 
ficials in Beijing, America 
asked for the aircraft's return. 


Vietnam was reported to 
have replaced its Communist 
party leader with Nong Duc 
Manh, regarded as a reformer. 


Indonesia's president, Ab- 
durahman Wahid, warned 
that his supporters may riot if 
parliament impeaches him at 
the end of the month. 


In the latest of a series of acci- 


| dents in Japan’s nuclear- 


power plants, fire broke out in 
a reactor in Shimane prefec- 
ture. Officials said the fire was 
quickly extinguished and there 
were no radiation leaks. Ja- 
pan’s nuclear reactors supply 
a third of the country’s elec- 
tricity needs. 


Sixteen Indian soldiers and 
two from Bangladesh were 
killed in a border skirmish 
over a disputed area on the 
fringe of India’s Meghalaya 
State. 


A strike in Pakistan’s southern 
province of Sindh, called to 
protest against the govern- 
ment’s failure to deal with a 
shortage of water, ended in vi- 
olence, with one person killed 
in Karachi, vehicles set on fire 
and more than 200 arrests. 


Japan had some good news at 
last when it was announced 
that Princess Masako was 
pregnant. Shares of companies 
that make baby clothes rose in 
the hope that other Japanese 
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couples would follow the 
royal example. 


Gas-powered TV 


Russia’s only independent na- 
tional television station, NTV, 
which had been owned by 
Vladimir Gusinsky’s Media- 
Most group, was taken over 
by Gazprom, Russia’s mo- 
nopoly gas company whose 
largest shareholder is the state. 
Two of Media-Most’s leading 
publications were promptly 
closed down. Meanwhile a 
Spanish court refused to extra- 
dite Mr Gusinsky back to Rus- 
sia, where he is accused of 
fraud. 





Thirteen hunger-striking 
Turkish prisoners protesting 
against their conditions died; 
more are close to death. 


A trial began in Belgium of 
four Rwandans, including two 
Roman Catholic nuns, accused 
of complicity in Rwanda’s 
genocide in 1994, when 
800,000 people were killed. 


Dragan Obrenovic, a Bos- 
nian Serb commander ac- 
cused of helping to carry out 
the massacre of 5,000 people 
in Srebrenica in 1995, was ar- 
rested in Bosnia and sent to 
the international war-crimes 
court in The Hague. 





In a relaxed but less-than- 
sparkling performance, 
France’s prime minister, Lio- 
nel Jospin, appeared on televi- 
sion to attack profitable com- 
panies that lay off workers 
and to defend his record in 
government. 
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The Fed cuts again 


Waning interest 


US Fed funds target rate, 
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America’s Federal Reserve cut 
interest rates between 
scheduled meetings by half a 
percentage point to 4.5%. 
Stockmarkets, already climb- 
ing, went up faster. The Fed 
was responding to mixed sig- 
nals from the economy. The 
Conference Board's index of 
leading indicators fell 0.3% in 
March and the University of 
Michigan’s consumer-confi- 
dence index hit a seven-year 
low, suggesting that recession 
was likely. However, industrial 
production rose 0.4% in March 
after falling for five months. 





China announced that its 
economy was again growing at 
the blistering pace it enjoyed 
in the mid 1990s. GDP grew by 
8.1% year-on-year in the first 
quarter; heavy government 
spending offset a fall in the 
trade surplus to $4.8 billion, 
and consumer prices rose only 
slowly. 





The yen rose against the dollar 
as Japan denied that it was 
attempting to bolster its econ- 
omy with a weak currency. 
The yen’s rise was aided by 
comments from Masaru 
Hayami, governor of the Bank 
of Japan, who hinted that in- 
terest rates would remain, in 
effect, at zero by saying that 
deflation was likely to persist. 


Thaksin Shinawatra, Thai- 
land’s prime minister, made a 
personal appearance at a cave 
rumoured to contain a fortune 
vast enough to pay off Thai- 
land’s national debt. A search 
for the treasure, reputedly 
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abandoned by Japan’s army 
during the second world war, 
proved fruitless. An embar- 
rassed Mr Thaksin admitted 
that his “batteries” may have 
been “charged incorrectly”. 


Rallying point 


Upmarket 
Stockmarkets, April 2nd 2001=100, 














The Nasdaq continued to 
soar, in spite of a run of dire 
results from high-technology 
companies. After rising by 
14%, the second-highest per- 
centage increase ever, in the 
week before Easter, America’s 
high-tech stockmarket index 
went above 2,000 points for 
the first time since March 13th. 


Cisco, a network-equipment 
firm that makes the “pipes” 
for the Internet—and so was 
assumed to be immune from 
the technology downturn—is- 
sued a profits warning and 
said that it would shed 8,500 
employees. It also plans to 
write off $2.5 billion in inven- 
tory after an expected 30% fall 
in first-quarter sales. John 
Chambers, Cisco's boss, 
claimed that this was “the 
fastest any industry of our size 
has decelerated”. 


Philips Electronics, Eu- 
rope’s largest electronics 
maker, said that profits in the 
first quarter would be lower 
than expected, blaming falling 
sales of consumer electronics 
and mobile phones. The 
Dutch giant said that it would 
dispense with 7,000 employ- 
ees, 3% of the total. 


Hewlett-Packard, an Amer- 
ican computer manufacturer, 
said that profits would not 





match expectations and that it 
would get rid of 3,000 em- 
ployees. It blamed a world- 
wide drop in T spending. 


Shares in Intel jumped after 
it revealed that net profits in 
the first quarter were $485m, 
down 82% compared with a 
year earlier. Recent gloomy 
warnings from the world’s 
biggest chip maker had de- 
pressed expectations to a level 
so low that the market re- 
sponded with relief. 


The future looked bleak for 
PSINet, an American Internet 
service provider. It announced 
losses for the past year of $5 
billion compared with $433m 
the year before, despite a near 
doubling of revenues to 
$996m. It had earlier reported 
that it was close to running 
out of cash. 


Amid gloom, glimmers of 
light. IBM's first-quarter net 
profits rose by 15%, thanks to 
strong growth in its services. 
And Apple Computer also 
bucked the trend, thanks to 
buoyant demand for its new 
lap-top computer. It returned 
to profit in its second quarter. 


Cheer at AOL Time Warner 
suggests marriage of old and 
new may work. The world’s 
biggest media company said 
that earnings before interest, 
tax, depreciation and amorti- 
sation were 20% up in the first 
quarter as against the year be- 
fore (assuming completion of 
the merger in January 2000). 
Revenues were up 9% to $9.1 
billion. The company said that 
online and cable-television 
subscriptions had grown 
strongly. 


Banks of America 


Some of America’s leading 
banks reckon things are not as 
bad as they might have been. 
Citigroup, Bank of Amer- 
ica and J.P. Morgan Chase 
said first-quarter profits were 
down, but not by as much as 
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Wall Street people had feared. 
Merrill Lynch, an American 
stockbroker, said that net in- 
come was down 21% to $874m 
in the first quarter as the 
stockmarket slump had cut 
commissions. Charles 
Schwab, a brokerage with 
the added burden of a signifi- 
cant online presence, said that 
net income was down 68% to 


$97m. 





Continental drift 








Continental Airlines said 
net profits were a mere $9m in 
the first quarter, down 36% 
compared with a year earlier. 
The airline pointed the finger 
at a drop in business passen- 
gers as companies cut travel 
spending in America’s flagging 
economy. 


Boeing, which had previ- 
ously announced that it 
would drop plans to compete 
with Airbus Industrie in 
the super-large jet market and 
instead build a super-fast air- 
liner, said that it plans to 
build an enhanced longer- 
range 424-seat version of its 
747 jumbo to compete against 
the European consortium’s 
550-seat A380. 





Britain’ GKN and Australia’s 
Brambles Industries an- 
nounced the long-awaited $9.9 
billion merger of their indus- 
trial-services arms. 


General Motors announced 
net profits of $225m in the first 
quarter, 88% down on a year 
earlier, narrowly beating Wall 
Street’s expectations. 
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A Highly Attractive Investment Opportunity in one of 
the Fastest Growing States of India. 
Invitation for Expression of Interest to Finance and Develop the 


Gujarat Science City at Ahmedabad On Build Own Operate and Maintain basis. 


GUJARAT-THE CHOSEN INVESTMENT DESTINATION IN INDIA 


The State of Gujarat in India is one of the most industrialised and economically advanced. It is characterised by a fast rate of growth, 
high disposable income, high standards of living, in short a rapidly growing and vibrant economy. Gujarat has been identified asthe 
leading investment destination of India by recent independent surveys (including one by the World Bank). Gujarat has shown the way 
to India in promoting private investment in highly profitable investments in infrastructure (Roads, Ports, Power, Oil & Gas, Telecom, 
Entertainment and IT Infrastructure). Gujarat has a flourishing entertainment industry with a fun loving population. Amusement parks, 
entertainment and cultural complexes are coming up around the capital region of Ahmedabad drawing local and international 
investments--attracted to a rich and prosperous community with high purchasing power. 


The proposed Science City project is a world class project promoted by the State Gevernment through the Gujarat Council of Science 
City (GCSC), Its thrust is human development. The Science City would go beyond creating an ordinary museum or a theme park.. Itis 
an ambitious project and it aims to facilitate "edutainment" science, education through entertainment, of highest international quality 
with world class facilities, The Science City covering approximately 175 hectares is to be located near city of Ahmedabad, the hub of 
educational and entertainment activity in the region and with a large educated, culturally aware and fun loving local population. The 
first phase of the Project costing approximately Rs 660 mn (approx US$.14 mn) is being directly implemented by GCSC. ‘Once 
completed, Science City proposes to offer an intense entertaining experience to visitors, sensitizing them to principles and 
applications of Science and Technology. Science City thus would become a major instrument in preparing the State for Knowledge 
Economy by making its people aware of principles and achievement of Science and Technology. Besides, the project would also 
become the crowning glory of Gujarat’s achievements in the field of entertainment and leisure. 


The second phase is expected to cost Rs 3,200 million (US$ 76 mn) and will be implemented with private sector participation with 
support and guidance from the State Government and GCSC. The project has tremendous revenue generation opportunities and the 
project will be structured in a manner to make it commercially viable and an attractive investment opportunity. In accordance with the 
ethos of seeking private participation and investment GCSC seeks to offer this highly attractive investment opportunity to the private 
sector for development. 


INVITATION FOR EXPRESSION OF INTEREST 


GCSC invites reputed national and international corporations to submit their Expressions of Interest for financ ing and developing the 
Phase-2 of the Science City on Build Own Operate and Maintain (BOOM) basis. The structure for private sector participation in 
Phase-2 to make ita highly attractive investment opportunity is being worked out and the details would be made available to the short- 
listed parties. The Council is open to innovative-solutions and will accept some deviations from the concept from bidders to make the 
Project financially more meaningful and viable. 


In addition to having strong commitment to implement the Project the biddersshould demonstrate (singly or ina consortium): 
@ Adequate financial capability for executing a Project of Rs 3,200 mn (approx US$:76 mn) with debt and equity financing. 

@ Adequate technical and managerial resources to execute a project of this size. 

@ Corporate track record of implementing large projects in India and raising finance from capital markets in India and abroad. 


Interested bidders may visit our website (www.vigyannagari.com) for the detailsof the Project, the Conceptual Plan and the format for 


submitting the Expression of Interest. 


Expressions of Interest in the prescribed format, with a non-refundable processing fee of Rs 20,000 or US$ 450 (cheque payable at” 
Gandhinagar, India) should be submitted positively by 6.00 pm of May 15, 2001 atbelow address: 


Gujarat Council of Science City 
Block No.11, 9th Floor, Udyog Bhavan, Gandhinagar 382 011, Gujarat, India. Ph ; 91-2712-44875/6 
ISCIENCE CITY Fax : 91-2712-44849 E-mail : sciencecity@gujaratpetro.com website: www.vigyannagari.com 
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A Chinese puzzle 


President Jiang Zemin has to find a way of keeping both America and his own 
nationalists happy—which won’t be easy 


FTER 12 days swanning around Latin 
America, President Jiang Zemin re- 
turned home this week with a fight on his 
hands. His handling of the American spy- 
plane incidentis the latest test of his political 
skills in a protracted struggle to ensure a 
smooth succession to a younger generation 
of leaders loyal to him, as well as his own ele- 
vation to the status of revered, semi-retired 
elder statesman. His success or failure will 
become apparent only late next year, at the 
16th Communist Party Congress, and at the 
2003 session of parliament, where 


anti-American fervour of the Cultural Revo- 
lution, for Chairman Mao Zedong to extend 
the hand of friendship to Richard Nixon, 
and in the early 1990s for Deng Xiaoping to 
establish ties with Eastern Europe’s new 
anti-communist leaders, ignoring pressure 
from party hardliners to engage in polemics. 
But President Jiang is not a dictator in the 
mould of Mao or even Deng. He depends 
more on rule by consensus. That means, 
among other things, having to pay heed to 
nationalist pressures while striving to pre- 


and of wanting tocling to power into his dot- 
age in the manner of Mao and Deng. Mr 
Jiang is 74. 

Mr Jiang detained the spy-plane crew 
for what he probably felt was the minimum 
length of time necessary to demonstrate his 
nationalist credentials to a public and party 
still smarting from the bombing of the Chi- 
nese embassy in Belgrade in May 1999. But 
there are still many in China who believe he 
did not go far enough. “The foreign ministry 
was inundated with letters offering calcium 
pills,” says a Chinese official—by which he 
means that many Chinese felt their leader- 
ship lacked backbone in the showdown 
with the Americans. Given the chance, 
many Chinese would have staged anti- 
American protests during the spy-plane af- 
fair, as they did after the Belgrade bombing. 

Among students in particular, the Un- 
ited States inspires a curious mixture of re- 
spect and contempt. Many are attracted by 
American culture and wealth, yet resent 
what they feel to be American efforts to hold 
= China back. During this latest cri- 





sweeping leadership changes will 
be announced. 

Mr Jiang’s performance so far 
shows that he remains in control; 
but he is vulnerable. The spy- 
plane crisis demonstrated that he 
can in principle keep relations 
with America on track despite 
pressures from hawkish elements 
in the armed forces and a public 
opinion that increasingly gives 
voice to a virulent, anti-western 
brand of nationalism. But there are 
many more tests tocome. The crew 
of the aircraft may have gone 
home, but the plane itself has not, 
and a row over that was develop- 
ing fast this week. Nor is America 
likely to suspend its surveillance 
flights, as China demands. 

Mr Jiang will also have to formulate a re- 
sponse to next week’s expected decision by 
President George Bush on the sale of high- 
tech weapons to Taiwan. And he will have to 
decide how to handle the latest snafu in 
China’s relations with Japan, which is won- 
dering whether to grant a visa to a former 
Taiwanese president, Lee Teng-hui. Mr Lee 
says he wants treatment for a heart illness in 
Tokyo, but China’s hawks will demand a ro- 
bust response from Mr Jiang if Japan allows 
the man condemned by China as traitorous 
“scum” to step on its soil. 

Gone are the days when a Chinese 
leader couldestablish foreign policy without 
reference to public opinion or the political 
establishment. It was possible, despite the 
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Jiang’s balancing act 


vent economically vital relations with 
America and Japan going really sour. 

Mr Jiang must also be mindful thatevery 
major anti-government movement in 
China in the past century, including the Tia- 
nanmen protests in 1989, was fought under 
the banner of patriotism. The party tries to 
present itself as the embodiment of nation- 
alism because it knows that, if it fails todo so, 
its opponents of whatever political hue will 
try to assume the mantle themselves. So the 
more insecure the party feels, the more it is 
inclined to pander to nationalist passions. 
And Mr Jiang does not feel fully secure. His 
critics in China are already gunning for him. 
They accuse him of promoting his cronies, of 
fostering his own mini-cult of personality, 


sis the authorities made sure that 
calm prevailed on the campuses, 
but at the cost of making Mr Jiang 
seem lacking in patriotic fervour, 
at least in the eyes of students. 

It is still far from clear that Mr 
Jiang will get his way at next year’s 
party congress. His aim is to step 
down as party general secretary 
but keep his job as chairman of the 
Central Military Commission. 
This would give him a platform 
from which to remain the ultimate 
arbiter of Chinese politics even 
after he relinquishes the presi- 
dency—as he is constitutionally 
obliged to do in 2003. But generals 
who think he lacks backbone or 
nationalist vigour will not be at all 
happy with such an arrangement. 
Deng used the same technique to hold on to 
power in the late 1980s after his retirement 
from the Politburo, but Mr Jiang commands 
nothing like the respect that Deng enjoyed 
within the armed forces. 

Mr Jiang’s instinct in the days ahead will 
be to try to smooth over differences with Ja- 
pan, just as he would like to establish good 
working relations with Mr Bush. The pro- 
blem is that public and institutional opinion 
in China—an increasingly volatile force as 
the country undergoes painful social and 
economic change—could propel him to 
adopt a tougher stance than common sense 
would dictate in order to ensure he main- 
tains his influence in the years ahead. 
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BENING 


OTH China and the Roman Catholic 

church have much to gain from patch- 
ing up their differences. But where to start? 
Ren Yanli, head of a Chinese government 
think-tank called the Centre for Christian- 
ity Studies, touches on the subject in the 
latest issue of Heartland, an independent 
quarterly published in Italy. “It is of great 
necessity”, he writes, “for the Roman Curia 
to make repentant self-reflections over its 
antagonistic actions to Chinese people” 
during the 1930s and 1940s, when China 
was at war with Japan. 

On the face of it, Mr Ren’s invitation to 
repent over alleged misdeeds long ago 
does not sound promising. But coming 
from an academic entrusted with convey- 
ing government views, it can be taken as a 
hint that China is willing to think about a 
possible deal. Mr Ren is allowed contact 
with theologians abroad. He has spoken 
out strongly against the Falun Gong, con- 
demning the strange spiritual group as a 
“heretical cult to hoodwink people”. 





Time to forgive the sinners in China 


Strong language has often been used by 
the Communists against the Catholic 
church. They were upset last year when the 
pope moved to confer sainthood on 120 
Catholic martyrs killed in China between 
1648 and 1930. The Chinese said they were 
not saints, but “out-and-out sinners” who 
had raped, looted, spied, peddled opium 
and thus “deserved to die”. 

A day after the canonisation, the pope 








offered something of an olive branch, say- 
ing the church had not meant to praise 
colonialism, or the actions of certain gov- 
ernments towards China, and he asked 
forgiveness for any “errors” committed by 
Catholic missionaries. That did not go far 
enough to please the Chinese. Neverthe- 
less, there does now seem a willingness.on 
both sides to ease their differences. 

Some 4m Chinese are members of the 
country’s officially registered Catholic 
church, but they are not allowed to recog- 
nise the authority of the Vatican, Those 
who maintain their loyalty tothe pope be- | 
long to the well-organised underground 
Catholic network, which may have 
8m-14m followers. 

For the Vatican, formal relations with 
China would offer hopes of access to these 
believers, and an end to their persecution. 
For China, formal relations with the Vati- 
can would help to isolate Taiwan. The Vati- 
can is one of only 29 governments with 
diplomatic relations with Taiwan. China 
could also claim some moral benefit from 
extending freedom of worship to all Cath- 
olics. It will not happen yet, but Mr Ren 
may have started something. 











eae i 
Poor little rich 
kids 


TOKYO 


AKA KAWAHARA cannot put his finger 

on exactly why it happened. Maybe it 
was because of the time he spent at school in 
North America. Maybe it was his two years 
of examination hell back home, when he 
crammed for four or five hours each day to 
get better marks. Maybe it was the dormitory 
leader at university, a disciplinarian who 
prepared students for traditional company 
life by running his own seniority system. 
Whatever the reason, Taka did not follow his 
friends into Japan’s big banks, trading 
houses and insurance companies. While 
they were cutting their hair, washing out the 
dye and trying on their job-hunting suits, 
Taka stuck to his music and his part-time 
jobs, as a waiter or working the telephone. 
Ten years later, he is still at it. The struggle to 
get into Japan's swankiest companies starts 
early in life. But somewhere, Taka lost his 
way. “The race lost its meaning,” he says. 

Older Japanese look at young people 
like Taka and despair. They have a good edu- 
cation. Their parents are rich and offer sup- 
port. Yet more and more of them are turning 
away from the middle-class Japanese way of 
life—a safe job in a big company, a house in 
the suburbs, a wife, two children and a big 
mortgage. Instead, they drift from one low- 
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skilled job to the next and join the swelling 
ranks of permanent part-timers. The Japa- 
nese call them freeters, a word that combines 
“free” with the German word for a worker, 
Arbeiter. Like America’s slacker generation, 
Japan’s freeters (officially, under-35s with- 
out a full-time job) have seemingly carefree 
lives. They are unconcerned about the fu- 
ture. Their numbers are rising. 

Not all freeters are slackers. Some want 
long-term jobs in big companies but cannot 
find them. As the economy has slowed, Ja- 
pan’s system of lifetime employment has 
forced big companies to make deep cuts in 
graduate recruitment, the one area where 
they can shed jobs. But most freeters choose 
to drop out. According to the health and la- 
bour ministry, two in five young Japanese 
have no desire to work as salaried company 
employees; four in five of those unemployed 
and aged 15 to 24 left their last job volunta- 
rily. Ten years ago, university graduates were 
expected to pick a company 


give up tough, low-paid jobs with prospects 
and take easy, low-paid jobs without pros- 
pects instead. 


Others see freeters as another manifesta- 


tion of Japan’s dependency culture. Nearly 
four in five of them continue to live at home. 
They pay no rent and no bills, do no house- 
work and even get extra pocket money from 
their parents, who encourage them to stay at 
home rather than suffer the poverty of inde- 
pendence. Masahiro Yamada of Tokyo Ga- 
kugei University calls them “parasite sin- 
gles”, leeches who support their comfortable 
consumer lives by attaching themselves to 
their parents. “Many children think their 
parents will do anything for them,” says Mr 
Yamada. Shinji Miyadai of Tokyo Metropoli- 
tan University is more sympathetic. Mr Mi- 
yadai says that big companies no longer of- 
fer attractive employment terms for young 
people. Middle-aged workers continue to 
enjoy the comforts of lifetime employment. 

Sponging on their par- 





and stick with it for life. 
Now, one-third of them 
leave their first job inside 
three years. 

Gloomier Japanese see 
freeters as a symptom of 
some awful social sickness 
that Japan has acquired 
with its wealth. Pampered 
and spoiled by their indul- 
gent parents, freeters lack 
the strength to suffer today 
in the expectation of re- 
wards tomorrow. So they 





3 their ands 





ents, meanwhile, equitably 
completes the flow of 
money between genera- 
tions. As Japan’s popula- 
tion ages, its pay-as-you-go 
pension system transfers 
more and more money 
from young workers to the 
retired. Lifetime employ- 
ment does the same thing. 
In a typically harmonious 
Japanese arrangement, 
stay-at-home singles are 
simply claiming some of 
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the money back, it could be argued. 

Some freeters find a direction. Taka sings 
inaband and dreams of being a popstar. But 
most freeters are poorly equipped to make 
their own way in life. 

As Japan’s working population begins to 
shrink, these discouraged workers will be- 
come a serious waste of Japan’s only re- 
source, people. Because young people are 
staying at home and not marrying, the birth 
rate keeps falling, making the finances of Ja- 
pan’s pension system ever worse. Living 
from day to day has its charms. But at some 
point, Japan’s future will catch up with it. 





Vietnam 


Manh power 


BANGKOK 


S VIETNAM'S Communist Party ready to 

move on? As it prepared for another five- 
yearly congress on April 19th, the party 
seemed to come down in favour of change. 
Two days before the congress began, officials 
of the 150-member Central Committee let 
out that they were going to ditch their cur- 
rent secretary-general, Le Kha Phieu, in fa- 
vour of Nong Duc Manh, the National As- 
sembly’s speaker. How Mr Manh governs 
will depend on the alignment of other stars, 
which was expected to grow clearer when 
the congress ended. But this decision was the 
biggest the party had to make, and it has 
made a good one. 

The 61-year-old Mr Manh comes from 
the northern hills, an area Ho Chi Minh was 
fond of, and descends at least partly from the 
Tay minority. Hanoiologists consider him 
more of a reformer than Mr Phieu, and say 
that he is good at getting people to agree with 
each other. At the least, he has managed to 
broaden the way the party makes decisions, 
championing an expanded role for the Na- 
tional Assembly. His selection appears to 
prove this: by most accounts, the Politburo 
originally opted to stick with Mr Phieu, but 
gave in to pressure from the wider group. 

Many educated Vietnamese view the 
conservative Mr Phieu as an inept country 
bumpkin. He embarrassed himself last No- 
vember, during a visit by Bill Clinton. Huge 
crowds poured out to greet Mr Clinton, but 
Mr Phieu treated his guest to a pointless his- 
tory lecture in a private meeting, and then let 
the press advertise it. Recent demonstrations 
in the central highlands, by minority groups 
seeking land rights and religious freedoms, 
may have weakened him further. 

By replacing him with Mr Manh, the 
party has probably made a push towards 
economic reform. It is too soon to gauge 
whether this will mark a second doi moi, the 
name given to the market-opening reforms 
that began with the sixth congress in 1986. 
But Mr Manh is likely to carry on with the 
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KATMANDU 


GRUMBLING insurrection in Nepal is 
getting worse. A guerrilla movement 
steeped in the writings of Mao Zedong’s 
little red book has just marked five years 
of “people’s war” with several brazen and 
bloody attacks on police and officials. 
Over 80 policemen have been killed in the 
past few weeks, and the government is 
once again on the brink of collapse. 

The rebel Communist Party of Nepal 
wants, among other things, land reform. It 
has taken control of, and has support in, 
remote and miserably poor parts of the 
mountains. Of the kingdom’s 75 districts, 
five have been declared “liberated zones” 
and the Maoists are active in over half of 
the rest. In Katmandu, the capital, they 
have bombed the homes of judges and 
policemen, and forced businesses to pay a 
“people’s tax” as protection money. 

In the countryside, lightning raids by 
increasingly well-armed fighters have de- 
moralised the police, and sent officials 
and local politicians scurrying to the 
towns. Some policemen are refusing to 
fight. They fear the Maoists, who are said 
to kill their prisoners. 

The fighting is also affecting Nepal’s 
shaky politics. The country has had six 


Chaos in Katana 
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Mao lives on in Nepal 





ASIA 





governments since fighting broke out in 
1996. None, including the current one, led 
by 78-year-old Girija Prasad Koirala, has 
been able to defeat the rebels. Mr Koirala, 
who promised to get tough on the Maoists, 
has overseen a particularly bloody period. 
This week 150 opposition supporters were 
arrested after thousands took to the 
streets to protest. Mr Koirala’s own party 
may split unless he goes. 

A paralysed parliament failed last 
month to pass measures to arm and train 
15,000 extra police officers. The prime 
minister's efforts to deploy the army have 
raised fears of civil war. King Birendra, 
who has been a constitutional monarch 
since 1990 with only ceremonial powers, is 
said to be contemplating ways in which 
he might return to centre stage. 

The general uncertainty hurts the 
economy, which is anyway feeble. More 
tourists are visiting this year than last, but 
investors are worried by the violence and 
by any prospect of Maoist rule. Only talks 
with the rebels would soothe matters. But, 
despite encouraging words from the dep- 
uty prime minister, Ram Chandra Poudel, 
they are unlikely while Mr Koirala is in 
charge and the rebels score military hits. 
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gradual changes already under way. The 
party’s blueprint for the next five years in- 
cludes an ideological, though vague, com- 
mitment to state ownership. But that should 
not interfere with continuing efforts to liber- 
ate the private sector. 

Last year the government unleashed a 
flurry of such initiatives. It signed a trade 
deal with America, streamlined rules for 
starting new businesses, went on selling 
smaller state companies and, golly, opened a 
stockmarket in Ho Chi Minh City. 


It is not yet clear whether the other two 
members of the top troika will keep their 
jobs. But the mildly reforming prime minis- 
ter, Phan Van Khai, now seems more likely to 
stay in his post. Nor are there any strong 
signs that the party will replace the presi- 
dent, Tran Duc Luong. But whatever its econ- 
omic plans, the party is still a closed political 
entity. Outsiders must wait until it an- 
nounces its full team. Then they can argue 
about whatit all means. 
oa ss . 
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ASIA 
Indonesia 


Bloodshed in Borneo 


SAMPIT AND KUALA KAPUAS 


The killing of migrants by native Dayaks in Kalimantan, Indonesia’s part of 


Borneo, goes on 


N KUALA KAPUAS, the latest battlefield in 

the long war between indigenous Dayaks 
and Madurese migrants, the warriors with 
their traditional mandau swords swap tales 
of eating human liver. The heads, livers and 
hearts of their victims have magical proper- 
ties, they say. Beheading is their traditional 
way of killing their enemies, state-of-the-art 
magic their secret weapon. 

And they are winning. Hundreds of the 
Dayaks’ Madurese enemies are dead and 
thousands have left Borneo, probably for 
ever. With their bottles of magical oil that 
they take to the battlefield, the Dayaks can 
sniff out a Madurese. They can make their 
swords fly through the air on their own. The 
Madurese, of course, have magic too. But 
with the help of their legendary leader, 
Pangkalima Burung, Dayak powers are win- 
ning the day in this war among the charred 
tree trunks of old forest fires. 

The war against the Madurese in Borneo 
has raged intermittently since 1997 and has 
claimed hundreds of lives, probably thou- 
sands. The Dayaks say the Madurese have 
been asking for trouble for years. The war 
began in West Kalimantan but in February 
erupted with a vengeance in the next prov- 
ince to the east. In the port town of Sampit, 
hundreds of Madurese, children included, 
were killed, mostly by beheading. But 
though the worst of the violence was quickly 
over, the war is not. 

Dayak leaders in Sampit say Madurese 
heads are still carefully “warehoused”, and 
may be brought out when needed in the fu- 
ture. The heads of the slain have magic prop- 
erties. According to Darham Lasri, the head 
of a Dayak militia in Sampit, it is time for all 
the Madurese to leave the province of Cen- 
tral Kalimantan. The violence in Sampit, in 
the provincial capital Palangkaraya, and 
now in the Kapuas district in the south-east, 
are part of a long campaign. 

Speaking during a victory ceremony just 
outside Sampit, Mr Darham explains that 
there are places still to be cleared. Next may 
be the area around Pangkalanbun in the 
west. There are still many Madurese there. In 
the meantime, the Dayaks are giving their 
ancestors thanks for their help in ceremo- 
nies marked by totem poles, the beheading 
of buffaloes and the wearing of dozens of red 
ribbons, the Dayak symbol. The ceremonies 
are to carry on until the last Madurese has 
left Central Kalimantan. 

Trucked out of their homes unceremoni- 
ously with little to look forward to except a 
one-way boat trip out of Borneo, tens of 
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thousands of Madurese are 
now living in poor condi- 
tions in Java or their ances- 
tral home, the island of Ma- 








For their part, most Dayaks retain adat, 
their traditional culture. This involves a rev- 
erence for ancestors and looks back to Bor- 
neo’s past as a land of head-hunters in a per- 
petual state of war with one another. Heads 
were once needed to sanctify a new com- 
mon house and in a host of other ceremo- 
nies. Dutch colonialists eventually per- 
suaded the Dayaks to use 
buffalo heads instead. The 
practice of beheading hu- 
mans was said to have vir- 
tually died out, until 1997. 





dura. Many had never seen The Madurese in Sam- 
Madura before. They were > „e| pit have all gone or been 
born in Central Kalimantan { 4 killed now, but until Feb- 
KALIMANTAN 2 } 

and were naturally reluc- ee (4 mary the town was 
tant to leave their homes. | | 0" 9 °° Sulawesi around 60% Madurese. 
Once they have left, those Pangkafanbuny ts A IS] They were relatively 
homes are now generally INDONESIA prosperous, but aware of 
burnt by the Dayaks toen- |an  „Ţ_ Madura ! the violence Madurese had 
sure they do not return. ~ Wava C sani | faced in West Kalimantan. 
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throughout Indonesia as a 

place to leave. Its poor soil and lack of indus- 
try make staying generally a one-way ticket 
to poverty. Many ethnic Madurese now live 
in eastern Java, but in the 1950s they began 
going to Borneo as well, some under govern- 
ment-sponsored “transmigration” schemes, 
others under their own steam. Migration was 
seen as a way to develop the jungles of the 
“land of rivers” and to relieve population 
pressures elsewhere in Indonesia. It was also 
a way to consolidate the government’s hold 
on its restive regions. 

Barren Madura is not much of a place for 
agriculture, so the newcomers tend to be la- 
bourers or traders. They have not mixed 
well. All ethnic groups in Central Kaliman- 
tan complain about the Madurese: they say 
they are aggressive, they try to encroach on 
land, they cheat and steal, and quickly get 
violent in disputes over women. Say a good 
word about a Madurese in Palangkaraya, 
and it might cost you your head. 


there in 1997 and erupted 
again in 1999, when hundreds were killed in 
the Sambas region, to the south of the Malay- 
sian state of Sarawak. Many Madurese re- 
fused to leave and stayed on as refugees in 
the West Kalimantan capital, Pontianak, 
dreaming of a Kalimantan to call their own. 
In all this the government, as usual in In- 
donesia, has mostly been absent. The killing 
does not threaten national unity, at least not 
yet, so compared with the separatist move- 
ments in Aceh or Irian Jaya, it is not a high 
priority in the national capital. Heavily 
armed soldiers and police have at last started 
to patrol Sampit and the other troubled 
towns, but their members are nervous about 
what might happen to them if they take the 
wrong side in this war. So Dayak or not, al- 
most everyone ties a red ribbon to his car 
these days. A Dayak who has put on a red 
headband has declared that he is at war. And 
according to tradition, once at war he must 
kill someone and drink the victim’s blood. 








Dayak power 
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The kiss of life? 


UNITED STATES 


Despite another half-point cut in interest rates this week, the risk of a 
recession of some sort is becoming clearer 


OR the fourth time in four months, Amer- 

ica’s Federal Reserve cut interest rates this 
_ week by half a point, taking the Fed funds 
< tate to 4.5%. That the cut took place outside 
the normal schedule for meetings suggests 
that Alan Greenspan, the Fed’s chairman, is 
becoming increasingly alarmed about the 
health of America’s economy. Will this save 
the economy from recession? 

If nothing else, Mr Green- 
span’s move suggests that he is 
siding with the views of ordin- 
ary Americans rather than with 
those of his fellow economists. 
Fewer than one in ten econo- 
mists expect the economy to slip 
` into recession this year. Yet two- 
thirds of households surveyed 
by the University of Michigan 
believe that the economy is al- 
ready in recession. 

It partly depends, of course, 
on what you mean by recession. 
First-quarter cpr figures, due 
out on April 27th, are still ex- 
pected to show a small increase 
in output. The second quarter 
seems more likely to show a dip. 
However, even if America es- 
capes an official recession, de- 
fined as two consecutive quar- 
ters of declining output, the 
sharp slowdown in growth— 
from an annual rate of more 
than 5% in the first half of 2000 to 
virtual stagnation in the first half 
of this year—will probably feel 
like a recession to most people. 

Optimists take comfort from the fact 
that the average forecast for Gop growth this 
year is still 1.4%, according to The Econo- 
mist’s latest poll of economists. But that is 
_ less robust than it sounds. There was rapid 
growth in 2000: output rose by an annual- 
ised 3% between the first quarter and the 
fourth quarter. Given this gap, even if output 
merely stays at the fourth-quarter level for 
all this year, the total annual figure would 
still be 0.8% above the total for 2000. Strip out 
this effect, pessimists point out, and a con- 
sensus forecast of 1.4% growth implies “true” 
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growth this year of only 0.6%. 

A year ago, economists were divided be- 
tween those who expected a soft landing 
(the majority) and those who forecast a hard 
landing. Today few deny that America is suf- 
fering a hard landing. Instead, the split is 
now between those economists who predict 
a quick, v-shaped recovery, as the Fed’s in- 
terest-rate cuts take effect, and those whoex- 





pect a more prolonged period of sluggish 
growth, if not a full-blown recession. 

The first camp accepts that the United 
States has had a stockmarket bubble, but 
views this as a relatively isolated event with 
only a short-run effect on the wider econ- 
omy: the bad news is now working its way 
through the system (and being dealt with by 
Mr Greenspan). The alternative view is that 
the stockmarket bubble also created an 
economic bubble as the surge in share prices 
and inflated expectations about future pros- 
pects encouraged economic excess in the 
shape of over-investment, over-borrowing 





and a collapse in savings. If so, it will take 
longer to unwind those excesses. 

At first sight, this week’s industrial pro- 
duction figures seemed to support the opti- 
mists: output rose by 0.4% in March after five 
months of decline. Even so, output still fell at 
an annual rate of 4.7% in the first quarter, the 
weakest performance since the 1990-91 re- 
cession. Moreover, the increase in March 
came entirely from a bounce in car produc- 
tion, after some fairly hefty cutbacks by De- 
troit during the winter; non-vehicle manu- 
facturing output continued to fall. 

Capacity utilisation in manufacturing 
industry also fell again in March, suggesting 
that firms will continue to slash capital 
spending. Sliding profits will put pressure on 
managers to make cuts. This week General 
Motors and Intel both announced first- 
quarter profits more than 80% down on a 
year earlier. Mickey Levy, an 
economist at Bank of America, 
expects business investment to 
slide by an annualised 10% in the 
first half of this year, compared 
with 14% growth a year ago. The 
freeze in rr investment led Cisco, 
the Internet equipment giant, to 
say this week that it is laying off 
almost a fifth of its workforce (see 
page 55). 

Until recently, only busi- 


consumers may be starting to do 
so too. This may well have added 
to the Fed’s fears. The University 
of Michigan’s index of consumer 
confidence fell in April to its low- 
est level for more than seven 
years. Consumer confidence is 
now down to the same level as 
when America went into reces- 
sion in 1990. Retail sales fell by 
0.2% in March, after being flat in» : 
February. 

This is hardly surprising, 


offs. Employment numbers have been: 
bouncing all over the place; but there has 
been a more detectable trend in unemploy- 
ment figures. 

Weekly jobless claims rose to an average 
of more than 380,000 in the four weeks to 
April 7th, up from 265,000 a year earlier. 
America’s unemployment rate has risen 
from 3.9% of its labour force in October to 
4.3% in March. That sounds modest; yet, 
since 1945, whenever the jobless rate has 
risen by more than 0.3 percentage points (on 
a three-month average basis), the outcome 
has always been recession, with the jobless 
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nesses were cutting back, but 


given the drop in share prices 
over the past year and rising lay-.. 
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rate eventually rising by at least two percent- 
age points. 

Asharp rise in unemployment would be 
bad news for consumer spending, which is 
also being squeezed by shrinking wealth. 
Even after the recent bounce, the Wilshire 
5000, the broadest stockmarket index, is still 
down by almost 25% from its peak last 
March, wiping more than $4 trillion off sup- 
posed household wealth. 

The optimists point out that the October 
1987 crash was followed by strong economic 
growth in 1988. But, argues Bill Dudley, an 
economist at Goldman Sachs, there was in 
fact a strong negative “wealth effect” in the 
fourth quarter of 1987 after the crash, when 
real consumer spending came to a virtual 
halt. Back then, this was offset by a strong 
improvement in America’s trade thanks toa 
cheap dollar and buoyant growth abroad. 
That cushion is missing today: the dollar has 
been rising and growth in much of the rest of 
the world is faltering. 

The wealth effect is also likely to be big- 
ger this time because America’s stockmarket 
is worth twice as much in relation to GDP as 
in 1987 and almost twice as many people 
own shares. After the October 1987 crash, 
share prices also rallied quite quickly; this 
time the fall has been more persistent. The 
drop in stockmarket wealth over the past 
year has been equivalent to more than 40% 
of cpr. After the 1987 crash, the year-on-year 
loss was never greater than 15% of cpp. 

Another concern is that households to- 
day are more vulnerable to a slump in 
wealth. As investors have spent some of 
their capital gains, the personal saving rate 
has slipped to minus 1.3% of disposable in- 
come. Just before the 1987 crash it was 7%. 

In its statement, the Fed drew particular 
attention to falling profits and “the possible 
effects of earlier reductions in equity wealth 
on consumption”. If the Fed’s intention was 
to boost equity wealth, it certainly suc- 
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ceeded: on the day of the cut, the Dow Jones 
Industrial Average rose by 4% and the high- 
tech Nasdaq by 8%. 

Next week’s cpr numbers will also be 
cheered by the stockmarket if they confirm 
that the economy is still expanding. That 
would not necessarily imply that all those 
American households that think they are al- 
ready in recession are wrong. The first esti- 
mates of Gpr for the third quarter of 1990 
showed that the economy was still growing. 
They were later revised down to reveal the 
first quarter of recession. 

Mr Greenspan's move this week, cou- 
pled with his previous rate cuts, will cer- 
tainly help to cushion the downturn. But 
there is a timing problem. The main impact 
of interest-rate changes usually takes nine to 
12 months to boost demand. It may be too 
late for cuts in interest rates—let alone Presi- 
dent Bush’s planned cuts in taxes—to pre- 
vent recession altogether. 

In the end, the real measure of Mr Green- 
span’s dash into the financial waters this 
week will be the job market, not the stock- 
market. If unemployment steadies, then 
consumers should continue to spend, and 
any downturn should be brief. If unemploy- 
ment climbs much higher, then consumers 
are likely to take fright. That could yet push 
America into a prolonged recession. 
= 





Mississippi's flag 


Not as simple as 
it looks 


JACKSON 


Wit exactly is Mississippi's problem? 
That was the reaction of many outsid- 
ers to the referendum this week on the state’s 
choice of its flag. Two-thirds of the voters 
preferred its current flag, which includes the 
controversial Confederate battle cross, to a 
new, more politically correct one with 20 
blue stars, arranged in a rather European 
Union-style circle. America’s 
poorest state is now the only one 
to keep that old, divisiveemblem 
prominently on its flag. 

The explanation is the usual 
southern brew of stubbornness, 
pride in a traduced past and, 
sometimes, prejudice. White 
Mississippians point out that a 
few black voters also opted for 
the old flag. They add that their 
forebears fought for the Confed- 
eracy for reasons other than re- 
taining slavery. Unlike other 
southern states that adopted 
Confederate symbols only in the 
1950s and 1960s to protest against 
desegregation, their flag dates 
back to 1894. 


Against this, the cause of the referendum 
was a decision last May by the Mississippi 
Supreme Court that the state technically has 
no flag, because the 1894 design was left out 
when the state code was updated in 1906. 
And, ever since the civil-rights era, the Con- 
federate flag has taken on a new, post-civil- 
war symbolism in the South: revered by con- 
servative whites, detested by blacks. 

The civil-rights era still lingers in south- 
ern memories. As Mississippians voted, jury 
selection was under way in Alabama for the 
trial of a white man accused in the 1963 
bombing of Birmingham’s Sixteenth Street 
Baptist Church, which killed four black girls. 

Several civil-rights cases have recently 
been reopened, including some in Missis- 
sippi. But the Confederate flag remains the 
main lightning rod of controversy. Last year, 
the National Association for the Advance- 
ment of Coloured People (NaAcp) led an 
economic boycott of South Carolina, bring- 
ing the eventual removal of a Confederate 
flag from the statehouse dome. Three 
months ago, Georgia’s legislators opted to 
shrink a Confederate symbol that had 
dominated that state’s flag since 1956. 
Throughout Alabama, cities and counties 
have stopped flying the state’s flag, which 
bears a strong resemblance to the Confeder- 
ate banner. 

In most of these cases, pressure from 
white business to change was as great as that 
from black politicians. Indeed, Mississippi's 
vote can also be seen as a rearguard action in 
the battle between rural white traditionalists 
and the proponents of a New South. The lat- 
ter advocate the spread of a liberal tolerance 
advanced—and sometimes achieved—in 
cosmopolitan places such as Atlanta, 
Charleston and Nashville. 

Most of Mississippi has never pretended 
toembrace such a doctrine. The state tends to 
finish last in socio-economic polls and first 
in poverty lists. Dixie’s governors often mut- 
ter “Thank God for Mississippi” when their 
own states hover just above (or just below) 
the Magnolia state on those lists. Mississippi 
does not shy away from the civil war. It still 





Standard bearers 
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markets pilgrimages to plantations, collect- 
ing dollars from Yankees keen for a faint 
whiff of “Gone With the Wind.” 

On the other hand, the state has its new 
southerners. Business leaders and Ronnie 
Musgrove, the Democratic governor, sup- 
ported the new 20-star flag. Mississippi re- 
cently landed a billion-dollar Nissan car 
plant, and talk bubbles of the state stealing 
the New Orleans Saints football team away 
from Louisiana. 

The naace says that it will not give up 
the fight to rid the state of the 1894 flag. Cor- 
porate meetings and political conventions 
scheduled for this year could be cancelled. 
The National Collegiate Athletic Association 
has even considered requests from civil- 
rights groups that it should not schedule 
post-season competitions in states that fly 
the Confederate battle flag on their Capitol 
grounds or include it in their state flag. 

Supporters of the new flag in Mississippi 
have called for the legislature to take control 
(just as lawmakers did in Georgia), and order 
anew flag before more damage is done. De- 


spite the referendum, the legal decision to fly 
or adopta state flag still seems to rest with lo- 
cal elected politicians. Last year in Jackson 
officials decided against displaying the old 
flag in city chambers. Out in the country, 
though, old habits die hard. In Carrollton, a 
small town on the edge of the Delta, the 1864 
Confederate flag—not the state flag—still 
sometimes flies at the courthouse, not to 
mention the verandas at many grand old 
homes. 

In the end, Mississippi's vote seems to 
have been rooted in pride rather than preju- 
dice. The fact that other states have caved in 
to impassioned protests from those who 
crudely link the Confederate flag to slavery 
seems to make many white Mississippians 
readier to proclaim what Georgia and South 
Carolina were afraid to say. They have their 
doubts about the New South. History will 
not be changed by putting an old flag in a 
closet, even ifit has been sullied by white su- 
premacists. Mississippi’s flag remains one 
small piece of the complexity of America. 

m 
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nati for allegedly failing to end 30 years of police harassment of blacks. 





This week Cincinnati began to pick up the pieces after the worst rioting in 
the city since the death of Martin Luther King. On April 10th, violence 
broke out in black neighbourhoods in a delayed reaction to the fatal 
shooting three days earlier of Timothy Thomas, a 19-year-old black man. 
Mr Thomas, who was not armed, was shot to death while trying to escape 
from policemen who were attempting to arrest him for 14 outstanding 
warrants, all admittedly for fairly minor offences. Some 120 businesses 
were vandalised or damaged by fire and more than 800 people were ar- 
rested. After the introduction of a city-wide dusk-to-dawn curfew, the 
city’s mayor, Charlie Luken, eventually restored order. Now he has 
pledged to appoint a wide-ranging commission to explore race-related 
problems throughout the city. Meanwhile, the city council was called into 
session this week to consider changes in the leadership of the police de- 
partment. Mr Thomas was the fourth black man killed by Cincinnati po- 
licemen since November and the 15th since 1995. No whites were killed 
over the same period. Last month, the American Civil Liberties Union and 
| a black civil-rights group filed a federal lawsuit against the city of Cincin- 
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UNITED STATES 
Women’s soccer pot ae 


A league of ==” 
their OWN- sasus 


WASHINGTON, DC - 
~ A 

HE chants of the crowd werea 

octaves higher than you might expect at 
abig American sporting event; and the even- 
tual score, 1-0, was not the tv-viewer’s 
dream. All the same, the first professional 
women’s soccer game in the United States, 
between the Washington Freedom and the 
Bay Area CyberRays, attracted a crowd of 
35,000 to RFK Stadium. Despite a slightly dire 
match, it augured well for the sport. 

Anybody who has ever visited a park in 
suburban America can see the potential of 
the game: the “soccer mom”, hauling her 
daughters off to matches in her sport-utility 
vehicle, has become a fixture of life. Yet, as a 
commercial proposition, women’s soccer 
dangerously combines two almost-rans of 
American professional sports: soccer (after 
five years, the male league is still a patchy af- 
fair), and women’s team sports (only wom- 
en’s basketball seems to draw the crowds— 
and itstill lags behind the male equivalent). 

The new Women’s United Soccer Asso- 
ciation (wusa) is building its hopes on the 
1999 women’s World Cup. That competition 
was both played in and won by the United 
States. The final was watched by 40m view- 
ers, more than tuned in to watch the men’s 
basketball and ice-hockey championships 
that year. It also produced two undoubted 
stars: Brandi Chastain, who not only scored 
the winning goal in the final but alsodecided 
to pull off her jersey as a way of celebrating; 
and Mia Hamm, atelegenic striker, who now 
pops up in commercials for everything from 
sports gear to milk. 

The posters for the game in Washington 
shrewdly focused on “Mia v Brandi”. Ms 
Hamm plays for the Freedom, Ms Chastain 
for the CyberRays. The 20 members of the 
national squad have been divided among 
eight teams, based in soccer-friendly cities 
like New York, Washington, pc, and Atlanta. 

That said, the wusa is generally eschew- 
ing the mainly male, largely Latino fan base 
of male soccer. As with the women’s World 
Cup, it is focusing on grassroots ticket cam- 
paigns, bringing in families, schools and the 
growing numbers of amateur senior players. 
The Washington Area Women’s Soccer 
League, one of three amateur women’s 
leagues around the District of Columbia, has 
grown vastly in the past two years; its 550 reg- 
ular players are now evangelists for the new 
professional league. 

The first plans are modest. wusa is hop- 
ing for average attendances of about 7,000 
people per game (roughly half what the male 
game gets). Ticket prices are being kept below 
$15. Most of the $64m that will finance the 
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Brandi doll 


first five years of the league has come froma 
group of cable-rv operators. Most games are 
shown live on cNn’s sports channel. 

The longer-run aim is to imitate 
women’s tennis, which attracts men as well 
as women, partly because the female version 
is more interestingly skilful. That would be 
heresy in Manchester, Turin or Barcelona. 
But America’s soccer women do seem better 
than its men, who have never got further 
than the first round of their World Cup. And 
the stars tend to follow the script. Just when 
the first game looked like being scoreless, up 
popped Brandi to foul Mia. The result:a pen- 
alty kick that led to the game’s only goal. 





Brownfield sites 


Muck-—spreaders 


CHICAGO 


B > hanging in the booth for Mallory 
Properties advertises boldly: “We buy 
contaminated properties!” Several aisles 
over, Environmental Control Systems show- 
cases its patented (and, to be frank, slightly 
disgusting) aerobic process for cleaning up 
solid-waste landfills. In the background, a 
lawyer offers passers-by rubber chilli pep- 
pers emblazoned with the firm’s logo and 
website address. 

Welcome to the second annual National 
Deal-Flow Conference, a trade show in a 
Chicago hotel that brings together all the 
parties with a professional interest in clean- 
ing up and redeveloping America’s hun- 
dreds of thousands of “environmentally im- 
paired” properties, or brownfields. This 
mingling of buyers, sellers, government offi- 
cials, engineers, machinery suppliers, demo- 
lition firms, insurers and, of course, lawyers 
is the most tangible evidence that the market 
is at last starting to clean up brownfields. 

It has taken its time. Congress tried to 
push the problem of cleaning up the coun- 
try’s most polluted industrial sites on to the 
private sector in 1980. The “Superfund” law 
imposed liability in such a way that prop- 
erty owners and even their banks could be 
held responsible for contamination caused 
decades earlier by somebody else. The result, 
according to Mark Johnson, the editor of 
Brownfield News, was that most owners re- 


sorted to “gate and lock technology”: they 
put a fence round their site and never 
touched it, “because you could not be sued 
unless you began doing something with it.” 

Fear of liability brought brownfield 
transactions toa standstill, leaving states and 
municipalities saddled with abandoned in- 
dustrial sites that would have been safer and 
more productive if put to some other use. 
With the federal government bogged down 
in Superfund litigation, the states began to 
design their own brownfield redevelopment 
programmes in co-operation with the Envi- 
ronmental Protection Agency (Epa). The ef- 
fort cascaded in the 1990s, so that 47 states 
now have voluntary clean-up programmes 
in place. More than 20 states offer financial 
incentives to firms that undertake brown- 
field redevelopment. 

Pennsylvania, often considered the 
brownfield leader, wants to make the re- 
development of brownfield sites as easy as 
developing greenfield ones. The state offers 
statutory relief from liability, a streamlined 
review process and straightforward 
clean-up standards. Pennsylvania will clean 
up its 1,000th brownfield site this summer, 
boasts Denise Chamberlain, a deputy secre- 
tary in the state’s Department of Environ- 
mental Protection. 

The technology for cleaning up indus- 
trial contamination has improved steadily. 
(Over lunch, your correspondent suffered 
through a soporific discourse on the anaero- 
bic degradation of chlorinated hydrocar- 
bons.) Innovation has come on the finance 
side as well. In 1995, insurance companies 
began issuing the first policies to cover the 
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SEATTLE 


fl liens before the women kicked offin 
Washington, pc, America saw two 
other sporting firsts. Ichiro Suzuki stepped 
up to bat for the Seattle Mariners. Pitching 
against him, for the Anaheim Angels, was 
Shigetoshi Hasegawa. Two Japanese-born 
players had never faced each other before 
in the American major leagues. Mr Suzuki 
got a hit, but Mr Hasegawa won the game. 
The losing pitcher was Kazuhiro Sasaki, the 
first time that both the official winning and 
losing pitchers were Japanese. 

Japanese players—particularly pitch- 
ers—are not new to American baseball. Hi- 
deo Nomo, a pitcher now with the Boston 
Red Sox, joined the Los Angeles Dodgers in 
1995. But this looks like something of a 
breakthrough season, with batters, such as 
Mr Suzuki, who joined the Mariners this 
year after a nine-year career with Japan’s 
Orix Blue Wave, and Tsuyoshi Shinjo, of the 
New York Mets, coming to the fore. 

The Mariners have had a Japanese con- 








A honruida for baseball 


nection ever since Hiroshi Yamauchi, pres- 
ident of Nintendo, a Japanese video-game 
firm, became the team’s majority owner in 
1992. That deal was nearly struck down by 
xenophobic owners of other teams, which 
may explain why the Mariners originally 
played down the link. Now, with Messrs 
Suzuki and Sasaki on board, there are no 
such quibbles. A portion of the team’s 
website is in Japanese. Team 
hats and jerseys are big sellers in 
Japan. And lots of Japanese 
shell out $1,900 each for four- 
day visits to Seattle that include 
two baseball games. 

One attraction of the Japa- 
nese players is that they recall 
the subtleties of an earlier era. 
Whereas other pitchers rely on 
pure power, Mr Sasaki’ s signa- 
ture pitch is a “split-fingered 
fastball” that appears to be 
heading straight for the middle 





Suzuki drives 


of the plate like a normal fastball before 
diving into the ground. Batters, with a frac- 
tion of a second to decide where the ball is 
going, flail helplessly. 

Japanese batters are subtle, too. Set be- 
side muscle-bound hunks such as Mark 
McGwire, the home-run-smashing St 
Louis Cardinal, Messrs Shinjo and Suzuki 
look like waifs. They also have decidedly 
old-world eccentricities. Mr Shinjo bows 
after a big hit and makes a little crow-like 
hop (he says it helps him focus) before 
catching a ball. Mr Suzuki has dazzled Seat- 
tle fans not just with his bat- 
ting but his sang-froid. 

The impact of the new ar- 
rivals on Japanese baseball is 
less helpful. Almost 130 years 
after a teacher named Horace 
Wilson introduced baseball 
to Japan, the country is ob- 
sessed by the game. But Japa- 
nese games are being eclipsed 
by broadcasts from America. 
A honruida (home run) for 
American fans, but a sanshin 
(strike out) for the Japanese. 
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risks associated with transferring environ- 
mentally impaired properties. The same 
year, private property companies began to 
specialise in buying and redeveloping 
brownfield sites. 

Meanwhile, regulators have become 
more tolerant of “risk-based clean-up”, 
which means sprucing up land only to a 
level consistent with its proposed future use. 
Property zoned for industrial use, for exam- 
ple, does not have to meet the same clean-up 
standards as that for residential homes. 
Environmental groups that once wanted 
former steel plants returned to their pristine 
state of nature now recognise that every 
brownfield site cleaned up toa level suitable 
for further industrial use spares a greenfield 
somewhere else. 

Along the way, public reaction to envi- 
ronmental contamination has grown less 
hysterical. Last year, construction of an$80m 
residential and retail development in down- 
town Chicago was halted when traces of ra- 
dioactive thorium from an old lantern fac- 
tory were found on the site. Two decades 
ago, that would have caused a media frenzy 
and a “Chernobyl-style” solution, says Mr 
Johnson. Instead, the developer removed 
the radiation hazard and continued build- 
ing. Tests by the era several months later 
found no signs of radiation. 

Brownfield clean-ups also now have a 
powerful supporter in the White House. 
Charlie Bartsch, senior policy analyst at the 
Northeast Midwest Institute, an environ- 
mental think-tank, points out that brown- 
field improvement was one of the very few 
environmental programmes to get more 
money in George Bush’s proposed budget. 

Christine Whitman, the new boss of the 
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EPA (and a former governor of New Jersey, 
which has plenty of old industrial sites), de- 
scribed brownfields as her number-one pri- 
ority during her confirmation hearings. Her 
first congressional testimony in her new job 
wasin favour of a Senate bill that would clar- 
ify the federal liability for brownfields, pro- 
vide more federal funding for clean-ups, 


UNITED STATES 


and sort out when the states have the au- 
thority todeclare a site successfully cleansed. 

But the most promising signs for brown- 
field sites are probably the crisply ironed 
suits and the glossy brochures at Deal-Flow. 
There is money to be made in cleaning up 
America’s brownfields. Where there is muck, 
to be sure, there is in the end always brass. 








Pornography 


Utah sets the pace 


SALT LAKE CITY 


HEN asked to perform the slightest 

task in his movie role as mayor of a 
frontier town in the American West, a char- 
acter once played by Mel Brooks had this ex- 
asperated reply: “Work, work, work, work, 
work, work!” Some may be tempted to par- 
rot Mr Brooks when they learn of Paula 
Houston’s job: basically, to look at dirty 
movies. But work it is. Miss Houston, a 41- 
year-old lawyer, has the newest government 
post in the state of Utah: “obscenity and 
pornography complaints ombudsman”, 
commonly known as “porn tsar”. 

Miss Houston’s task is to figure out what 
is pornography and what is not. Pornogra- 
phy does not feature in the American con- 
stitution, and the Supreme Court has never 
devised a standard for what is porn and 
what is not. Instead, local standards prevail. 
Enter Miss Houston, with Utah’s. 

So far, Miss Houston has not had to 
spend too much time ploughing through 
video versions of “Bad Wives” or “Betty 
Blue”. She decided whether a nude manne- 
quin was pornographic (no), and met city 
leaders to deal with questions about strip 
clubs and adult magazines. But she is no pu- 
ritan. “Nudity is not pomography,” she says. 
But she wants to help stop the flow of really 
hard-core pornography into Utah. 

Until recently, Miss Houston’s job might 
not have been all that difficult. Utah is the 
home of the Church of Jesus Christ of Latter- 
day Saints, better known as the Mormons, 
who famously eschew even coffee and tea, 
let alone salacious stuff. The church, which 
has some $30 billion in assets and 5m mem- 
bers nationwide, dominates politics in Utah. 

Nosurprise, then, that Utah is not exactly 
breast-deep in smutty movies. Not that it is 
without vices, of course. The Mormons used 
to be famous for their polygamy. Although 
the practice was officially forbidden in 1890, 
it is still fairly widespread, with perhaps 
50,000-100,000 polygamists in the western 
United States. Most of them are in Utah. 

Miss Houston, a Mormon who has said 
that she abstains from sex, claims her main 
foe is not Playboy magazine but the Internet. 
That makes sense. By simplifying the distri- 
bution of “adult” materials and eliminating 
the need for porn fans to cruise seedy back- 








Tsar of all that she surveys 


alley cinemas, the Internet has helped make 
pornography a $10 billion industry. The lucre 
has attracted companies one would not nor- 
mally associate with the “Debbie Does Dal- 
las” crowd—such as General Motors, which 
sells $200m a year in pay-per-view sex films 
through its Direcrv satellite-dish subsidiary, 
and arar, through its Hot Network sex 
channel, shipped digitally into homes over 
aTat’s cable lines. 

Some of this probably causes little harm. 
But the web has also proved to be a superb 
cover for paedophiles. In addition to allow- 
ing the easy exchange of photographs and 
films, it has created thousands of “chat 
rooms” as a global playground for sexual 
predators. On one such site, monitored by 
the Customs Service, some 3.2m images of 
sexually exploited children were down- 
loaded in one month in 1999. 

The ubiquity of computers and the diffi- 
culty of developing “filters” that skim off of- 
fensive material without restricting access to 
the useful sort make web-policing a for- 
midable job. Still, the sometimes comically 
conservative state of Utah may be leading a 
charge that needs to be led. And out in front 
is Paula Houston, porn tsar. 
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George Bush, big-government conservative 


ER since Barry Goldwater’s populist rebellion, the Republican 
right has defined itself by its opposition to big government. 
Ronald Reagan famously said that government is part of the pro- 
blem rather than partof the solution. The Gingrich revolutionaries 
set their sights not just on the Great Society but also the New Deal. 
For years the only debate on the right was whether governmentisa 
necessary evil or an unnecessary one. 

There are growing signs that George Bush is a different kind of 
right-winger: a card-carrying conservative who nevertheless be- 
lieves in active government. “Big-government conservatism is the 
animating principle of the Bush presidency”, argues Marshall 
Wittman, one of the more acute political pundits. “Itis a radical de- 
parture from the conservatism of the past 40 years.” 

Atfirst glance, this might seem alittle improbable. Isn’t the cen- 
trepiece of Mr Bush’s legislative 
agenda a $16 trillion tax cut? 
Doesnt his budget squeeze 
funding for such cherished gov- 
ernment programmes as subsi- 
dised housing for the poor? 
Hasn't he just made a bonfire of a 
mass of environmental regula- 
tions concerning everything 
from carbon dioxide emissions 
to arsenic in drinking water? 

All true. But Mr Bush argues 
(optimistically) that projected 
surpluses mean you can have 
both tax cuts and active govern- 
ment. His budget envisages a 
slowdown in the rate at which 
government grows rather than a 
reduction in its absolute size. 
Even his decision to ditch some 
of his predecessor's last-minute 
environmental regulations owed 
more to cost-benefit analysis than to ideology. Implementing Bill 
Clinton’s standards to lower the amount of arsenic in drinking 
water would have cost $65m for every life saved. 

As a candidate, Mr Bush resolutely refused to run against big 
government, campaigning instead on a programme of restoring 
faith in the nation’s institutions. As president, he has championed 
the cause of “active but limited government”. Government “has a 
role and an important role,” he declared in his budget speech to 
Congress, in a nice counterpoint to Mr Clinton’s declaration, in the 
same chamber, that “the era of big governmentis over.” 

Why has Mr Bush broken with his conservative forebears? 
Partly for personal reasons: as a governor, he was reared in the 
responsible executive branch of his party rather than the bomb- 
throwing congressional branch. And partly for political ones. The 
failure of the Gingrich revolution made many conservatives re- 
think their root-and-branch opposition to government, and the 
success of welfare reform has removed the most egregious exam- 
ple of government incompetence. The most compelling reason is 
much deeper, however. Mr Bush thinks that government can 
serve conservative ends as well as liberal ones. 

The clearest example that Mr Bush has a different attitude to 
government from his predecessors is his approach to education. 
Messrs Reagan and Gingrich wanted to scrap the Department of 
Education. Mr Bush plans to increase its funding by 10% a year and 
give it broader responsibilities for monitoring the performance of 
the country’s schools. He also plans to give the department 








responsibility for managing an expanded Head Start programme. 

But Mr Bush is even more ambitious in other areas of social policy. | 
Indeed, he has a clear penchant for what might be called conser- | 
vative social engineering. | 

Take the health of the family. Mr Bush wants to encourage 
family formation by doubling the child tax credit and removing 
the marriage penalty—or even introducing a marriage bonus. The 
president wants to sustain families by providing states with 
$500m next year alone to help keep children with their parents or 
return them from foster care. And he wants toencourage responsi- 
ble parenting by strengthening character education in the nation’s 
schools, distributing money to voluntary groups that promote fa- 
therhood and marriage education. 

Or take the state of the inner cities. Mr Bush wants to give gov- 
ernment money to faith-based 
organisations to help provide so- 
cial services. This is normally de- 
picted as replacing the existing 
social services. But it is also possi- 
ble to see it as an extension of the 
role of government. In effect, Mr 
Bush is co-opting voluntary in- 
stitutions to serve governmental 
ends. You don't get government 
money without having to meet 
government guidelines. 

There is danger in this ap- 
proach. Politically, Mr Bush runs 
the risk of opening fissures with- 
in the right. The libertarian wing 
of the Republican Party is already 
worried that conservative bossi- 
ness may be just as intolerable as 
liberal bossiness. More generally, 
he runs the risk of raising expec- 
tations that he cannot meet. 
Conservative social engineering may be no better at fixing social 
problems than liberal social engineering. 

On the other hand, Mr Bush is undoubtedly right that re- 
vamping the government machine makes more sense than either 
trying to close it down or letting it run on its own momentum. 
There is little public support for scrapping more social pro- 
grammes—however dysfunctional—and leaving the poor to sink 
or swim. And there is mounting support on both sides of the politi- 
cal divide for rethinking social programmes to put more emphasis 
on personal responsibility. 

The collapse of the American family is a national tragedy: 
around 20m children don’t live with their fathers,im babies a year 
are born to unwed mothers, 500,000 children are in foster care. This 
collapse is at the root of many social pathologies—a point first 
made clear by a Democrat, Patrick Moynihan. Mr Clinton fre- 
quently preached about the importance of personal character be- 
fore the Lewinsky affair forced him to change the subject. One of 
Al Gore’s campaign themes was the importance of fatherhood. 

Few phrases have passed from the status of rallying cry to cli- 
ché more rapidly than “reinventing government”. But Mr Bush is 
quietly implementing a programme that could reinvent govern- 
ment far more thoroughly than Mr Clinton’s programme of cut- 
ting staff and introducing fancy management techniques, 
Whether it will be possible to transform a liberal institution intoa 
conservative one is questionable. But the attempt todo socould yet 
provide a grand theme to the Bush presidency. 
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Patience runs out in Bolivia 


LA PAZ 


A new round of anti-government protests points to deep-seated discontent 


with reform 


OR the third time in a year, Bolivians are 

on the march. Across one of South Amer- 
ica’s poorest countries, farmers, coca-grow- 
ers, public-sector workers and the unem- 
ployed are taking to the roads, aiming to 
meet for a demonstration in the capital, La 
Paz, on April 23rd. Police attempts to disperse 
some groups before then 
have been met by threats of 
road blockades. 

The protesters’ de- 
mandsare broad and hardly 
new. They want more pub- 
lic investment in depressed 
rural areas, and an end to a 
United States-backed pro- 
gramme of coca eradication. 
But the underlying message 
is more serious. It is an ex- 
pression of fatigue with 15 
years of structural adjustment, pri- 
vatisation and free-marketry. 

That ought to worry reformers 
elsewhere in Latin America. Bolivia 
was a success story, combining stable 
democracy with steady economic 
growth, which averaged 4% a year in 
the 1990s. Under Gonzalo Sanchez de 
Lozada, a reforming president who 
pushed through privatisations, 
growth rose to 5% and Bolivia seemed 
set for rapid development. Now 
things have turned sour. Growth has 
slowed, income per head is below its 
1998 level, unemployment is rising, 
and the real value of wages is falling. 

The slowdown owes much to the 
problems of Bolivia’s big neighbours, 
Brazil, Argentina and Peru. But the 
current conservative government of 
Hugo Banzer, a military dictator 
turned democrat, has not handled 
matters well. Gonzalo Chavez, who 
teaches finance at the Catholic Uni- 
versity in La Paz, says the government 
was slow to grasp that two of its most 
successful policies were adding an 
extra brake to the economy: between 
them,coca eradication and acustoms 
reform, which clamped down on 
smuggling, removed several hundred 
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millions of dollars from the informal econ- 
omy, in which many unskilled workers 
make their living. 

The government has also been slow to 
implementan anti-poverty policy, as itis re- 
quired to do by foreign donors under the 
Highly Indebted Poor Countries scheme for 
debt relief. Such a policy 
waseventually agreed upon 
last year, but the law to put 
it into practice is still await- 


The start of a long march 









A slow road to recovery 
Bolivia's GDP, % increase on year earlier 








ing congressional approval. 

Meanwhile, Mr Banzer has kept tight 
controls on spending. Admittedly, the gov- 
ernment has been constrained by a budget 
deficit that is running at nearly 4% of GDP, 
partly because of the high transitional cost of 
a pension reform. But most of the deficit is fi- 
nanced by foreign aid. Critics argue 
that, given Bolivia’s record of reform, 
it could have persuaded donors to 
agree toa temporary relaxation of fis- 
cal policy. They also claim, less plau- 
sibly, that a government plan 
launched last year to “reactivate” the 
economy by helping businesses with 
their debts was too timid. 

Social unrest has been rising. Last 
September, ten people died during 
protests led by peasant farmers in 
which trunk roads were blocked for 
nearly three weeks, almost cutting off 
La Paz and Cochabamba, the coun- 
try’s third-biggest city. The govern- 
ment bought time by agreeing to 
many of the demonstrators’ de- 
mands. Officials say they have done 
two-thirds of what they agreed to last 
year, but need more time to find a 
compromise solution to the protes- 
ters’ demand to amend water privati- 
sation and a land-registration law. 
They also appeal for patience: they 
say the recent “reactivation” mea- 
sures need time to take effect. 

But the protesters are inno mood 
to wait. They are being backed by an 
increasingly co-ordinated anti-gov- 
ernment movement, one of whose 
leaders is Felipe Quispe, a radical and 
influential leader of the Indian com- 
munities of the Altiplano, the bleak 
plateau above La Paz. He is planning 
a separate protest starting on May 1st. 
Although vehemently opposed to 
the privatisations, Mr Quispe is using 
one such reform to his advantage. He 
has equipped far-flung supporters 
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with cheap and now widely-available mo- 
bile telephones, making the protests easier to 
organise and thus, perhaps, more effective. 

The government is right when it argues 
that Bolivia’s economic prospects are im- 
proving. Partly because of the privatisations, 
which involved oil, gas and transport as well 
as telecoms, foreign investment is rising 
(from around $450m in 1996 to over $1 billion 
in 1999). Rather than pay the government for 
their stakes, the buyers were required to 
make investment pledges (worth, in aggre- 
gate, $1.7 billion) in the privatised businesses. 
Half of the foreign investment is going into 
oil and gas, stimulated by the completion in 
1999 of a pipeline taking Bolivian gas to Sao 
Paulo in Brazil. 

The problem is that industries such as oil 
and telecoms are capital-intensive, generat- 
ing few jobs. Much of the economy remains 
depressed: demand for electricity is falling, 
for the first time in a decade. 

Mr Sanchez argues that the blame for the 
disappointing results of the reforms lies with 
his successor. He criticises the government 
for its economic management, and also for 
its “hyper-corruption”, something he 
blames on Mr Banzer’s decision to form a 
five-party coalition. “You have to give jobs 
and pork to an awful lot of people,” he says. 

Mr Banzer’s term lasts until mid-2002. 
Mr Sanchez might then be voted back into 
office, although he accuses the government 
of plotting to manipulate the election. Mr 
Banzer himself is likely to back Jaime Paz Za- 
mora, who ruled before Mr Sanchez. The 
current round of protests may well end in 
more talks, and more broken promises. But 
the signs are that a rising number of Boliv- 
ians are becoming increasingly tired of poli- 
tics as usual, and of the reforms that served 
many of them so well for a time. 








Argentina 


Basket case 


BUENOS AIRES 


AS Argentina’s currency board outlived 

its usefulness? The arrangement, which 
has pegged the peso at par to the dollar since 
1991, has brought the country economic sta- 
bility. But some economists and politicians 
believe that the peso’s resulting overvalua- 
tion in relation to the currencies of Argen- 
tina’s main trading partners is prolonging its 
recession, though they agree that undoing it 
would be costly. 

Yet, oddly, Domingo Cavallo, the econ- 
omy minister, who introduced the board in 
a previous stint in the job, now wants to 
modify it.On April 17th he sent a one-para- 
graph bill to Congress which would peg the 
peso to a currency basket made up in equal 
parts of dollars and euros. Since few politi- 
cians have spoken out against the measure, it 
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may be passed into law fairly quickly. 

A sneaky way of devaluing the peso? 
Probably not. The new scheme would take 
effect only when (some might say if) the euro 
reaches par with the dollar. It is currently 
worth around $0.90. Yet what makes the new 
plan even odder is that, if the euro were sub- 
sequently to appreciate, the peso would not 
get full relief from a weaker dollar. 

Mr Cavallo argues that the switch to a 
currency basket, which he has long fa- 
voured, would smooth out the impact of 
sharp fluctuations in the value of the dollar. 
In the longer run, he thinks the basket could 
form the basis for a single currency for the 
Mercosur trade group, which links Argen- 
tina with Brazil and others. And, since over 
two-thirds of Argentina’s debt is in dollars, 
any appreciation of the euro (and thus, in the 
future, of the peso) against the dollar would 
reduce Argentina’s debt as a proportion of its 
Gpr, reducing the likelihood of any default. 

That is the theory. The timing, says Mar- 
tin Redrado of Fundacion Capital, an econ- 
omic think-tank, “just creates confusion”. It 
comes only a month after Mr Cavallo was 
drafted in by President Fernando de la Rua, 
in a desperate effort to stave off a collapse of 
economic confidence. 

Mr Cavallo has also been sniping at Pe- 
dro Pou, head of the central bank, who he 
reckons has made the recession worse with 
an excessively strict monetary policy. That 
also seems an odd criticism, since under a 
currency board the central bank renounces 
an independent monetary policy; the 
money supply is restricted to the level of re- 
serves (hitherto of dollars; in future, if Mr Ca- 
vallo has his way, a 50-50 mix of dollars and 
euros). But Mr Cavallo reckons the central 
bank could inject some mild monetary stim- 
ulus by cutting the funds that commercial 
banks must deposit with it. 

If there is indeed a method, or at least a 
message, in Mr Cavallo’s seeming madness, 
it is that he will stretch the limits of the cur- 
rency board to seek policy flexibility, and 
that he has no intention of seeking full dol- 
larisation, a move favoured by his former 
boss and Mr de la Rua’s predecessor, Carlos 
Menem. Already, Mr Cavallo claims to have 
persuaded Mr Pou, previously a fan of dol- 
larisation, of the merits of the basket. 


But there are dangers. “The 
two institutions that have credi- 
bility in Argentina are the cur- 
rency board and the central 
bank,” says Lacey Gallagher of 
csFB, a Swiss bank. Mr Cavallo 
seems to be undermining both of 
them—although Mr Pou has al- 
ready been weakened by the 
bank’s failure to prevent a 
money-laundering scandal. 

As for the timing of Mr Ca- 
vallos announcement, maybe 
that had something to do with a 
need to distract attention from 
the economy’s woes. A 13% drop in tax reve- 
nues in March, compared with March last 
year, means that Mr Cavallo has had to pro- 
pose another $500m a year in public-spend- 
ing cuts. Still, businessmen, and investors, 
seem to have been won over. Financial mar- 
kets plunged after his announcement of the 
basket, but then recovered. 
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Mexico 


Rebels in search 
of a cause 


GUERRERO STATE 


SS HERE they are, the fearsome fighters of 
the Insurgent People’s. Revolutionary 
Army (ERP!), one of Mexico biggest guerrilla 
groups: a handful of shy, slight men in peas- 
ant clothes with bandannas over their faces, 
whocome to the clandestine midnight inter- 
view in a remote village in the southern state 
of Guerrero without their rifles. In halting 
Spanish they explain that, despite their 
name, their leaders’ Marxist-Leninist 
mouthings and the claims of Mexico’s press, 
they harbour no serious dreams of revolu- 
tion. “We're basically a self-defence move- 
ment,” says their spokesman, a medium- 
ranking member who calls himself Alvaro. 
“If the government never attacks us in a big 
way, we won't attack it either.” 

That might not be the message that the 
ERP!’s high command would like to transmit. 
Like several other small guerrilla groups that 
have appeared in the past seven years, the 
ERP! Claims to be fomenting mass insurrec- 
tion. But, although armed uprisings in the 
past have been central to much of Mexico’s 
history, today’s rebels live in an age of re- 
duced expectations. 

That is because Mexico’s political land- 
scape has changed radically: the election of 
Vicente Fox last year completed a successful 
transition to democracy after seven decades 
of rule by the Institutional Revolutionary 
Party (pri), rendering armed revolt illegiti- 
mate. That change in turn owed something 
to Mexico’s best-known rebels, the Zapatists 
of Chiapas. They revolutionised revolution 
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by giving up violence in favour of a global 
media campaign, led by their publicity- 
hungry spokesman, Subcomandante Mar- 
cos. It worked: the world learned how the pri 
had neglected Mexico’s Indians, and the 
government, which was used to just stamp- 
ing rebels out, found that the Zapatists were 
far better protected by international atten- 
tion than by guns and mortars. 

The Zapatists are now taking hesitant 
steps towards talks with Mr Fox’s govern- 
ment. With the pri gone, all the rebel groups 
have lost their main symbolic enemy; trying 
to keep one alive, the expt has claimed that 
the conservative, capitalist Mr Fox will do 
nothing for the poor. 

But Mexicans who might once have sup- 
ported rebellion as the only hope for change 
now have other options (see page79). Many, 
of course, migrate to the United States. Some 
look to politics, or to social activism: the 
number of non-governmental organisa- 
tions in Mexico, excluding political and reli- 
gious ones, has doubled in the past decade, 
according to the federal government. 

Armed struggle is, therefore, a dwindling 
market niche; today’s malcontents have a 
range of options to choose from. Even so, in 
the wilder parts of Mexico, the guerrillas’ 
time may not yet be past. When Alvaro ex- 
plains why hejoined the err, it could be any 
guerrilla of the past two centuries speaking, 
but it could also be any social activist: “Pov- 
erty, abandonment, malnourished children, 
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injustice, corruption... the government tries 
to silence any voice that clamours for the 
rights it deserves.” 

That still holds true in some states, in 
particular those still ruled by the pri. Guer- 
rero, the erpt’s heartland, has been espe- 
cially fecund in breeding armed groups, 
partly because it is dirt-poor, but also be- 
cause itis an opium-growing region in which 
many people go around armed. And it has 
had a particularly corrupt and despotic dy- 
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nasty of local rulers. The current pri gover- 
nor, Rene Juarez, has called for talks with the 
rebels. Even so, “the same groups are still in 
power,” says Juan Angulo, the editor of El 
Sur, a local newspaper. 

The guerrillas, weakened by splits and 
the capture of some of its leaders, have been 
quiescent in the past couple of years. But vig- 
ilante justice and armed protest are still 
common in Guerrero. Earlier this month, 
peasants blocked a highway to demand the 
reopening of an inquiry into a police massa- 
cre in 1995—and a thousand tonnes of fertil- 
izer. Half a dozen town halls were recently 
occupied by people protesting that their 
mayors were idle or corrupt, or possibly just 
because they belonged to a different politi- 
cal party. 

In Mexico's new political order, then, 
small-time rebels like Alvaro may be more in 
tune with reality than his hardline leaders. 
Revolution, no; self-defence and local activ- 
ism, yes. Mr Fox is still enjoying the goodwill 
that follows an electoral victory, but if his 
democratic changes do not reach the re- 
moter parts of Mexico, and in particular if 
the delicate negotiations with the Zapatists 
fail, frustration in the backwaters may grow, 
feeding isolated guerrilla activity. “This will 
never stop,” says Alvaro, “except perhaps 
when the president looks to what he should 
do, and feels what we, the ones who have 
been screwed, are feeling here.” 











HAVANA 


HE only country in the Americas not 

invited to the grand summit in Quebec 
this weekend is Cuba. That seems to annoy 
Fidel Castro, the country’s president. At the 
summit, he claimed this week, the United 
States would negotiate the “surrender” of 
Latin America, in the form of the proposed 
Free-Trade Area of the Americas (FTAA). 
“Cuba is the only country in the world that 
does not need to trade with the United 
States,” he said. 

The reality, of course, is that Cuba’s 
economy has been hurt badly by the Un- 
ited States’ four-decade trade embargo 
against it, as its officials frequently point 
out. But Mr Castro was in defiant mood. A 
rifle by his side, he was addressing a mass 
demonstration recalling his most famous 
victory over his enemy-in-chief. Forty 
years ago this week, at the Bay of Pigs in the 
south of the island, the fledgling revolu- 
tionary government turned back an inva- 
sion by exiles organised by the cia. That 
was a fateful moment for Cuba: it humili- 
ated the United States, consolidated Mr 
Castro's grip on power, and pushed him 
come into the arms of the Soviet Union, an 





Still no surrender in Cuba 


embrace that would be formalised the fol- 
lowing year in the Cuban missile crisis. 

In acountry that is obsessive about its 
history, it is not surprising that Mr Castro is 
milking the anniversary with gusto. Posters 
have gone up all over the place. Every eve- 
ning, the television shows footage from 
1961, with Fidel directing the troops. Apart 
from pride in its four-decade defiance of its 
giant neighbour, Cuba’s communist lead- 
ership has another reason for commemo- 
rating the battle: it never loses an opportu- 
nity toremind Cubans of whatitsees as the 
continuing threat from the north. “They 
are going to bomb us from above and we 
are going to mine them from below,” Raul 
Castro, the first brother and head of the 
armed forces said recently, in what has be- 
come a theme of official pronouncements 
since President George Bush took office in 
Washington. 

In fact, there is no likelihood of the Un- 
ited States trying to invade Cuba again—at 
least while Mr Castro is still in charge. But 
the message is designed to keep Cubans on 
their toes, and distract them from the is- 
land’s continuing economic difficulties. 
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Castro congratulates 


Many ordinary Cubans are proud of their 
small nation’s big history. But they also 
need the dollars they get from the exiles in 
Miami. And they would no doubt like to be 
included in any future Fra. Instead, they 
must make do with history. 
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Hopeless in Gaza 


JERUSALEM 


Despite America’s intervention, the fear is that neither Israelis nor 
Palestinians have much interest in anything but fighting 


ITHOUT ceremony, the United States 
stepped in on April 18th toease the lat- 
est escalation between Israel and the Pal- 
estinians. The Americans virtually ordered 
Israel to withdraw its troops from positions 
they had taken in Palestinian-held Gaza the 
night before. Colin Powell, the secretary of 
state, called the Israeli incursion excessive 
and disproportionate. He softened the slight 
to Israeli pride by blaming the Palestinians 
for having triggered this particular twist in 
the spiral of violence. Huffily, Ariel Sharon, 
Israel's prime minister, claimed that he had 
instructed the army to pull back before Mr 
Powell had delivered his rebuke. 
Nonetheless, the Palestinians were well 
satisfied with Israel’s apparent buckling to 
American pressure. “The American govern- 
ment now understands it has to take an ac- 
tive role, because if a firm government 
doesn’t stand up to the Sharon government, 
it will make more and more war,” said the 
Palestinian Authority's cabinet secretary, 
Ahmed Abdul Rahman, on April 17th. 
That realisation, if it has really dawned 
in Washington, comes not a moment too 
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soon. The latest trouble began on the night of 
April 16th, when Israeli warplanes bombed a 
Syrian radar installation deep inside Leba- 
non (see story on next page). This followed 
firing by Hizbullah at Israeli troops across 
the border. “There are new game rules now,” 
Israel’s minister of defence, Binyamin Ben- 
Eliezer, explained. 

The next afternoon, a salvo of 82mm 
mortar bombs hit the sleepy little Israeli 
town of Sderot, which is only four kilometres 
(2'2 miles) from the northern tip of the Gaza 
strip. There were no injuries, but retaliation 
was inevitable even if the Israeli prime min- 
ister had been someone other than Mr 
Sharon, who was leading retaliatory raids 
into Gaza nearly 50 years ago (and fibbing 
about them later). Within hours, tanks, mis- 
sile boats and helicopter gunships were 
pounding buildings throughout the strip be- 
longing to the Palestinian Authority's mili- 
tary and police units. It was the heaviest 
bombardmentin seven months of intifada. 

Tanks, bulldozers and infantry then 
rolled across the Gaza border at several 
points, cutting the strip into three. The troops 


spent April 17th flattening olive groves and 
digging in around Beit Hanoun, the north- 
ernmost Palestinian town. A brigadier said 
they might be there “for days, weeks or even 
months”. Later that night, the soldiers 
headed back across the border. Palestinian 
mortar fire continued as before. 

Israel’s entry into Palestinian-controlled 
“Area A” territory seemed to put the last 
nails into the coffin of the suspended Oslo 
peace process. In Hebron, the Jewish settlers 
redoubled their pressure on the government 
and the army to reoccupy the Abu Sneineh 
quarter, from where Palestinian snipers 
have fired on to the small Jewish enclave. 
“The Palestinians want to provoke us into 
this,” said Daliah Rabin-Pelosoff, the deputy 
minister of defence and the daughter of Yitz- 
hak Rabin. “But Sharon is standing fast.” 

This loyal praise from Ms Rabin for the 
prime minister’s moderation reflects the 
public mood. Hauntingly resembling her 
murdered father, she is something of an icon 
for the peace camp. But the peace camp is at 
war now, side by side with those it has long 
excoriated as warmongers. Yossi Beilin, the 
leading Labour dove, has spoken passion- 
ately in support of the decision to bomb the 
Syrians. And the incursion into Gaza has 
drawn scant criticism beyond the Arab fac- 
tions in the Knesset. 

By the same token, there is not much 
pressure on Mr Sharon from within his gov- 
ernment to respond to the Jordanian-Egyp- 
tian initiative that has been in the air for the 
past month: Israeli withdrawal from Pal- 
estinian civilian areas, a resumption of secu- 
rity co-operation, political talks for a year on 
issues such as Jerusalem, and a complete 
freeze on the building of Israeli settlements in 
the West Bank and Gaza. Unsurprisingly, 
Yasser Arafat has already agreed to this. 

Jordan’s foreign minister, Abdulilah 
Khatib, peddled the proposal in Jerusalem 
this week, but predictably got short shrift 
from Mr Sharon. Shimon Peres, the foreign 
minister and Labour elder statesman, sug- 
gested that the plan was “worth examining”. 
But he and his party were clearly inno mood 
to make an issue of it. 

That is where some energetic American 
involvement could make a difference. The 
doves in Israel are passive and dispirited, but 
imaginative American diplomacy could 
spur them to nudge the government back to 
the negotiating table. Mr Sharon, for his part, 
reminded everyone this week that, if negoti- 
ations do get going again, he will not be offer- 
ing much. In an interview in Ha'aretz, he 
said he would accept—once the hostilities 
end—a Palestinian state on 42% of the terri- 
tories, “or perhaps a little bit more”, in return 
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for a non-belligerency pact of indefinite du- 
ration. What of permanent peace? He 
frankly did not see it as a realistic goal. 

As for Mr Arafat, he is due in Damascus 
next week for talks with President Bashar 
Assad of Syria. After the coldness between 
Mr Arafat and Mr Assad’s father, Palestin- 
ians are seeing this as a genuine thaw. Na- 
tionalists from Mr Arafat’s Fatah movement 
view it as a chance to build a united Arab 


front against Israel. The Islamists from Ha- 
mas and Islamic Jihad see openings for 
greater military co-ordination with the guer- 
rillas of Hizbullah. Mr Arafat will almost cer- 
tainly want both messages to be received. 
The Palestinian leader is once again 
holding an olive branch and a gun. But he is 
also signalling—to the Americans above 
all—that it is Mr Sharon's decision as much 
as his as to which “falls first from my hands”. 





Lebanon and Syria 


The curse of strong friends 


BEIRUT 


Syria’s armed presence in Lebanon gets daily less tolerable to most Lebanese 


HE Lebanese are a resilient bunch. After 

15 years of civil war, two decades of Israeli 
troops in the south and 25 years of Syrian 
domination, they have just about stitched a 
coherent country together. Unfortunately, 
events keep pulling it apart again. 

This week Hizbullah guerrillas killed an 
Israeli soldier at Shabaa Farms, a remote en- 
clave on the Israeli-occupied Golan Heights 
that Lebanon says Israel should have re- 
turned. Israel’s answer was to rocket a Syrian 
radar post on the Beirut-Damascus high- 
way. This was the first direct Israeli attack on 
a Syrian target in Lebanon since 1996, and a 
marked escalation from Israel’s usual tit-for- 
tat exchanges with Hizbullah. 

To most Lebanese, the air strike was an 
unneeded reminder of the price they pay for 
playing host to a 30,000-strong Syrian “pro- 
tection” force. To the Syrians, it was a nasty 
warning of how badly, without the Soviet 
help they used to get, they are outgunned by 
Israel. Syrian officials expressed outrage and 
vowed revenge, but the state-controlled 
press played the incident down. Most Syri- 
ans are in no mood to take on Mr 
Sharon. Instead, Syria’s armed forces 
turned on their own: Mustafa Tlas, 
the defence minister, criticised 
Syria’s pro-democracy dissidents, 
accusing them of undermining na- 
tional unity and thus serving Israel. 

Syria’s press likes to paint Hiz- 
bullah as an independent resistance 
movement. The tightly disciplined 
militia, drawn from the third of Leb- 
anese who are Shias, certainly has its 
own gripes against Israel, which 
continues to hold more than a dozen 
of its members hostage. And Israel 
has been furious with Hizbullah 
since it captured four Israelis last 
year. Everyone knows, however, 
that the militia relies on Syria to let 
through supplies from fellow-Shias 
in Iran. In exchange, Hizbullah 
keeps the border hot to show that, so 
long as Israel remains in occupation 
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of Syria’s Golan Heights, it will have unfin- 
ished business there. 

After their country’s civil war, nearly all 
of Lebanon’s many factions put away their 
guns. The exception was Hizbullah, which 
said it was still fighting to chase out invaders. 
Since Israel’s retreat, only the simmering 
Shabaa Farms dispute has justified Hiz- 
bullah’s continued resort to arms. Most Leb- 
anese, however patriotic, see these few hun- 
dred acres of orchards as a flimsy excuse for 
exposing their country to Israel’s wrath, es- 
pecially since the United Nations has de- 
creed that the area is Syrian, not Lebanese. 
Now that Israel is out, the average Lebanese 
wants the Syrians out, too. 

Until recently, few were willing to say so. 
Syria plays Lebanon with a far lighter touch 
than the Israelis. The Arab neighbours are 
bound by language, culture, kinship and his- 
tory. When it first deployed its troops there, 
in 1976, Syria’s army came by invitation from 
Christian warlords who were losing the first 
round of the civil war. In 1989, the war ended 
after Syria crushed a Christian uprising. 





A blot on Beirut 


The Lebanese sense of debt for these ser- 
vices, and for providing security during the 
past decade of reconstruction, was one rea- 
son for staying quiet. Capital flying from 
Syria’s muddled socialist economy also 
props up Lebanon’s vital banking industry. 
More important, there was a fear that raising 
the issue of the Syrian presence would blow 
the old sectarian schisms open. 

Shia leaders welcome the Syrians be- 
cause of their shared enmity to Israel, and 
because Syria’s influence has helped to cur- 
tail the Christians’ historic dominance. Leb- 
anon’s 300,000 disfranchised Palestinians 
also see eye-to-eye with Damascus. The 
Druze minority was an ally of Syria for most 
of the civil war, and much of the Sunni Mus- 
lim business class has close Syrian ties. So do 
some Christians. 

However, the vast majority of Lebanon's 
im-odd Christians, who are unabashedly 
westernised and relatively rich, have long 
chafed under the tutelage of what they see as 
a grubby, grasping neighbour. They resent 
the slovenly Syrian checkpoints that still dot 
the country, as well as their own govern- 
ment for steering a foreign-policy course set 
in Damascus. They begrudge the fact that, 
whereas their own militias have been neu- 
tered, Hizbullah roams freely. And they be- 
moan Hizbullah’s effect on business. 

As the economy has begun to list ever 
more sharply in the past three years, anti- 
Syrian feeling has spread across the subtle 
boundaries between Lebanon’s 18 religious 
sects. Farmers say their market is being 
wrecked by uncontrolled imports of cheap 
Syrian produce. Working-class Lebanese 
complain about the influx of some 250,000 
Syrian labourers. Businessmen blame Syria 
for pervasive corruption. 

Still, it came as a surprise last September 
when the normally reticent Maronite patri- 
arch, Nasrallah Sfeir, launched a broadside 
against the Syrian presence. Eyebrows rose 
further when the leading Druze 
chieftain, Walid Jumblatt, called 
for a pullback of Syrian troops. 
Since then there has beena flurry of 
attempts to “mediate” between 
Syria and its critics. 

An accumulation of petty 
communal clashes has revived 
memories of the lead-up to the civil 
war. But the question in Lebanese 
minds is not whether the country’s 
factions will start killing each other 
again. All realise that the economy 
is too fragile to sustain more killing. 
All know that after ten years of 
salesmanship to lure investment, 
there is no one left to bail out Leba- 
non if it starts to sink. They wonder 
whether their neighbours will ever 
leave them alone, and whether 
their own government will ever 
have the guts to take the helm. 
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TTURNEDoutto be largely a false alarm. 
Short of news over the Easter break, edi- 
tors turned their attention to a rusting 
freighter chugging around the Bight of Be- 
nin allegedly with 250 child slaves on 
board. The boat, the Nigerian-registered 
MV Etireno, had left Cotonou, Benin’s capi- 
tal, on March 30th and had been turned 
away by Cameroon and Gabon. Since the 
boat was at sea, the story was uncheckable. 
Some speculated that the captain might 
have thrown the children to the sharks. 
When it eventually returned to Cotonou 
on April 17th, the boat was found to con- 
tain few children but 139 adult passengers, 
most of whom were desperately seeking 
jobs in west Africa outside poor Benin. 
Child slavery is indeed common in 
west Africa. Thousands of children are also 
exported from the region, some to work in 
the Middle East and Europe as unpaid la- 
bourers or for sexual exploitation. Poverty 
is the cause. The daily wage in rural areas of 
west Africa is $1 a day. The poor easily get 
into debt, and some are willing to give up 
their children for a few dollars. Hence the 
supply. The demand is created by richer 
west Africans who want domestic servants 
and garden workers. Cocoa and cotton 
farmers need labour. But they are not al- 
ways willing to pay. 
In Africa children are generally treated 


Slave-ships in the 21st century? 


as mini-adults; from an early age every 
child will have tasks to perform in the 
home, such as sweeping or fetching water. 
It is also common to see children working 
in shopsor on the streets. Poor families will 
often send a child to a richer relation as a 
housemaid or houseboy, in the hope that 
he will get an education. Sometimes the 
rich relations provide for and treat the 
child as one of their own, but sometimes 
the child ends up as little more than a do- 
mestic slave. When such children grow up, 
they may be thrown on to the streets and 
turn to prostitution to survive. 

Poor families who get into debt will 
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traditionally lend a child to the debtor as a 
bond or to work their way out of the debt. 
Getting out of debt is difficult, so the chil- 
dren often get sold on. That is where slav- 
ery turns from a domestic arrangement 
intoa commercial market. Middlemen buy 
from parents, or persuade them that the 
children will be sent to school or get well- 
paid jobs. Sometimes the children are sim- 
ply kidnapped. These children, like the 
ones supposedly on the Mv Etireno, are 
sent across borders, often from poor coun- 
tries like Mali or Benin to richer ones like 
Côte d'Ivoire. There they work unpaid on 
farms or plantations, beaten if they try to 
run away or forced into prostitution or 
drug-pushing. 

There are no accurate figures, partly 
because there is no clear definition of slav- 
ery, especially for children. The Interna- 
tional Labour Organisation says that 250m 
children between the ages of five and 14 
work as slaves, mainly in Asia and Africa. 
Figures for west Africa are particularly elu- 
sive, but thousands of child soldiers have 
been easily recruited in civil wars in Sierra 
Leone and Liberia. 

Only 20 African countries out of 53 
have ratified a un convention aimed at 
eliminating the worst forms of child la- 
bour. Even where governments have rati- 
fied it, petty officials can be bribed to turn a 
blind eye. In such countries, freeing child 
slaves and giving them a home and educa- 
tion would be almost impossible. | 








































Human rights 


Chickens and 
foxes 


GENEVA 


| bees at this year’s membership of the 
un’s Human-Rights Commission, Reed 
Brody, who works for Human Rights Watch, 
alobby group, concluded that the foxes were 
guarding the chicken coop. The commission, 
whose members are drawn from 53 govern- 
ments, is holding its six-week annual session 
in Geneva, ending on April 27th. It is a huge 
assembly, with 3,000 delegates. Each coun- 
try serves a three-year term until it is re- 
placed by another elected by states in its re- 
gion. Of this year’s new intake of 14, Human 
Rights Watch singles out Algeria, Congo, 
Kenya, Libya, Saudi Arabia, Syria and Viet- 
nam as “abusive governments”. 

The commission’s job is to establish 
standards and take stock of shortcomings. It 
passes resolutions and appoints special rap- 
porteurs on particular issues or countries. 
But it relies on majority voting, and govern- 
ments tend to club together to defend their 
mutual self-interest, especially when they 
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havea record of brutality that is criticised by 
non-governmental organisations (NGOs) or 
by western governments. 

A self-styled “like-minded” group of 
countries, mainly from South-East Asia but 
including China, Cuba, Algeria and Sudan, 
reject this sort of finger-pointing. They 
would like to curb the number of Ncos—at 
present around 200—that lobby in the corri- 
dors and air their views to the commission. 
When western governments talk about civil 
and political rights, their Asian and other 
counterparts respond with talk of economic 
and social rights. The un’s institutions, how- 
ever, already do plenty in that field. 

Voting, which got under way on April 
18th, is largely predictable. American-spon- 
sored resolutions on China are thrown out 
every year, and the situation in Israeli-occu- 
pied territory has been condemned regu- 
larly since 1970 to no effect. European coun- 
tries hesitate to be tough on Chechnya, 
though everyone keeps a stern eye on Af- 
ghanistan. The most powerful countries of- 
fer business deals, or help with a seat on the 
Security Council, in exchange for a vote. 

The commission pays little heed to the 35 
experts it appoints. A former investigator 
still smarts about the way his warnings on 
Rwanda were ignored before the 1994 geno- 


cide. Emergency sessions over the past few 
years on Bosnia, Kosovo, Rwanda and Pales- 
tine have done little to revive confidence in 
the commission as a body that can provide 
early warning. Nor has the commission any 
means of enforcing its recommendations. 
Yet governments, which on the surface 
appear impervious to shame, spend a re- 
markable amount of money and energy try- 
ing to ward off criticism, even when itis kept 
under the wraps of the commission’s special 
confidential procedure. Beneath their defen- 
sive bluster, they are also starting to use the 
system they object to. This year, Algeria has 
publicly criticised human-rights shortcom- 
ings in Europe, and China has produced a 
pamphlet on violations in the United States. 
Although the commission puts up a 
poor performance as the practical embodi- 
ment of the “conscience of humanity”— 
which Mary Robinson, the high commis- 
sioner for human rights, believes it should 
be—hope, and the lack of an alternative, still 
prompt victims to take the risk of going to 
Geneva. Publicity can be as damaging to the 
perpetrator as a formal resolution. And 
some of the diplomats now sitting round the 
table were once political victims who looked 
towards Geneva for support and attention. 
—_s 
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Will Western Europe receive the 
. great unwashed—one day? 


BRUSSELS AND FRANKFURT~ON-THE-ODER 


Central Europeans who hoped that joining the European Union would give 
them immediate access to jobs in the west have already had a nasty shock 


T THE customs post on the bridge divid- 
ing Germany from Poland, Polish bor- 
der-guards grin as they ask all those wishing 
to cross into their country to wash their 
hands and walk across mats of disinfectant. 
This is meant to protect Poland from the 
spread of foot-and-mouth disease. But it is 
also rather gratifying to those Poles who sus- 
pect their rich German neighbours of dis- 
daining them as the great unwashed. 

During the protracted negotiations to 
admit as many as ten countries, mostly in 
Central Europe, into the European Union, 
the applicants’ suspicion that West Europe- 
ans want to keep them at arm’s length has 
flared up from time to time. So it was no sur- 
prise that Poles and others reacted angrily 
this month to the news that the European 
Commission, the Eu’s bureaucracy, would 
propose restrictions on the free movement 
of labour, even after they join the Eu. 

The commission’s proposal is close to 
one made by Gerhard Schroder, the German 
chancellor. The idea is that the new mem- 
bers’ citizens will not be allowed complete 
access to the western countries’ job markets 
for up to seven years after they join the Eu. 
The commission stresses that the arrange- 
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ments will be reviewed after two and five 
years, and may be dropped at an early stage. 
But the proposal has still gone down badly in 
the applicant countries. 

The basis for West European wariness is 
clear, if flawed. There is an enormous wage 
gap between the ev’s current 15 members 
and the would-be members—some of 
which are likely tojoin the Eu as soon as 2004 
or 2005. In nominal terms, average wages in 
the ten Central European applicants are only 
14% of the average in the Eu 15 (see chart); 
even adjusted for purchasing power, the gap 
is stark, with Central European wages less 
than 40% of those paid in the eu 15. This gap 
has led to fears among the Eu’s present 
members of a flood of cheap labour from the 
east, dragging down the wages and social 
standards of the west. 

Curiously, both sides of the debate—the 
commission in Brussels and the govern- 
ments in Central Europe—agree that such 
fears are exaggerated. All countries in the Eu 
15 have minimum wages, which workers 
from Poland or elsewhere could not legally 
undercut even if they were willing to work 
for less. The real “threat” to the unskilled 
workers of the west comes from illegal la- 


Why east may want to go west 
Gross monthly wages, mid-2000 
as % of EU average 














bour from the east, and there is already 
plenty of thatin the eu 15, because most Cen- 
tral European countries already enjoy visa- 
free travel to the Eu. 

Poor Central Europeans may also be 
more reluctant to uproot themselves than is 
often assumed. Even within countries, 
populations can be strikingly immobile. In 
the Czech Republic and Hungary, the capi- 
tals, Prague and Budapest, are booming, 
whereas other parts of the country have high 
unemployment. But there has been no mass 
migration to the cities. When it comes to 
skilled labour, many of the current eu 15 are 
crying out for workers in industries such as 
information technology. But again it is far 
from clear that Central Europeans are des- 
perate to move. Indeed, when Germany re- 
cently announced that it would grant visas 
to rr-workers from some non-£u countries, 
the Poles failed to take up their whole quota. 


Where the heart is 


Both sides agree that the issue of the move- 
ment of labour is, therefore, largely political 
and symbolic. The applicant countries fear 
that a refusal to grant immediate free move- 
ment sends a signal that they will be “sec- 
ond-class members” of the club. The com- 
mission, however, believes it is politically 
essential to assuage fears in the west, par- 
ticularly in Germany and Austria, about an 
influx of labour from the east. Eurocrats 
know that Jörg Haider, the leader of Austria’s 
far-right Freedom Party, has played upon 
fear of immigrants in his political cam- 
paigns. And they also think that Germans in 
particular are pretty cool about the Ev’s ex- 
pansion. Recent opinion polls show that 
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only 36% of Germans actually support it. 

The commission points out that similar 
fears about mass immigration were ex- 
pressed when Spain, Portugal and Greece 
joined the £u in the 1980s. Those countries 
also suffered a seven-year restriction on 
freedom of movement. But, even when it 
was lifted, no large-scale migration followed. 

Recent analyses suggest a similar pattern 
when the Central European countries join 
the £u. A study by the European Integration 
Consortium, a group of think-tanks, esti- 
mated that, in the first years after complete 
freedom of movement was established, 
around 335,000 Central Europeans would 
move west each year. Over the course of a 
decade some 2.9m people would move—of 
whom roughly 65% would end up in Ger- 
many, 12% in Austria. Within 30 years 
around 2.5% of the population of Germany 
would be of Central European origin. 

Such a limited transformation would 


surely be manageable. But the authors of the 
study are careful to acknowledge that their 
figures can be little more than informed 
guesses. A serious political or economic up- 
heaval in one of the new member states 
could easily throw calculations out. 

Moreover, though Western Europe as a 
whole will probably easily absorb—and in- 
deed benefit from—a flow of migrants from 
the east, particular groups and areas may 
find it hard to adjust. In eastern Germany, 
unemployment is now around 20% of the 
workforce, and local German workers are al- 
ready chafing at competition from across the 
border. 

As things stand, it is hard to see why resi- 
dents of Frankfurt-on-the-Oder would have 
their hair cut in town, when they could have 
it done at a quarter of the price by walking 
across the bridge to the Polish town of Stub- 
ice. These days, they would even geta dose of 
disinfectant thrown in for nothing. 

a 





Germany 





The feelbad factor 


BERLIN 


An economic slowdown poses a political threat to Germany’s chancellor 


"Pome SCHRÖDER, Germany's 
chancellor, thinks that the economic 
climate is formed by psychology as much as 
by hard statistics. That may explain his de- 
terminedly cheerful response to mounting 
evidence of a slowing economy. He no lon- 
ger suggests, as he did in December, that 2001 
may be an even better year than 2000, when 
the economy grew by 3%, its fastest rate for a 
decade. But he does insist that Germany is 
still on a path of “robust growth”. 

Even he, however, has been forced toad- 
mit that the government's forecast of 2.6- 





Schroder doesn’t like his own medicine 
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2.8% growth for this year may now be “hard 
to achieve”. Indeed. Last week Germany’s six 
leading economic-research institutes re- 
vised their growth forecast for this year 
down from 2.7% to 21%. Unemployment, 
having been falling steadily, has been on the 
rise again for the past three months. Business 
confidence is at its lowest ebb since July 1999. 
And, faced with dwindling tax revenues, the 
government is desperately looking for the 
least painful way to balance its books before 
next year’s general election. 

Analysts are predicting that next 
month’s publication of the lat- 
est forecast of tax revenues will 
show a shortfall of around 
DMbo billion ($4.5 billion) from 
the government’s budget. It 
may be obliged either to cut 
spending or to pile up more 
public debt. Neither option ap- 
peals toa government facing re- 
election, one of whose strongest 
selling-points is its strict adher- 
ence to a long-term austerity 
programme. 

Hans Eichel, the finance 
minister, has staked his reputa- 
tion on his promise to balance 
the budget and to start reducing 
Germany’s towering DM1,500 
billion of public debt, some 60% 
of Gpr, by 2006. At the same 
time, he is continuing to cut 
taxes—by an estimated further 
DM4s5 billion this year—and 


has pledged to keep the rise in government 
spending below the level of inflation, mean- 
ing a small cut in real terms. Messrs Eichel 
and Schroder are both wary of deeper cuts, 
not least for fear of further jeopardising 
growth. But they are equally anxious not to 
forsake austerity by borrowing more. 

So what can be done? There has been 
talk of using the proceeds of privatisation to 
bridge the gap between revenue and spend- 
ing. But that would rile the European Com- 
mission, whose rules do not allow such pro- 
ceeds to be used in calculating the public 
deficit. Last October, Germany told the com- 
mission that it would hold its deficit to 1.5% 
this year. But with a revenue shortfall of 
DMbo billion, it would rise to 1.7%. 

Yet, only a few months ago, everything 
had looked so rosy. With the scandal- 
plagued opposition party, the Christian 
Democrats, still in disarray, the Social Dem- 
ocrats’ Mr Schroder seemed a shoo-in for re- 
election toa second four-year term. Now the 
government suddenly seems in danger of 
being blown off course. Even Mr Schroder’s 
fairly modest goal of bringing unemploy- 
ment down to 3.5m by next year’s general 
election might not be met. Some 3.8m Ger- 
mans have no job—only 300,000 fewer than 
when Mr Schroder was elected in 1998. 

But the chancellor still has some options. 
For a start, he could loosen Germany’s still 
rigid labour market. Mr Schröder is in no 
hurry on that score, since it would be an un- 
popular action. But he has begun making 
some distinctly crusty noises about the un- 
employed. Germans had “no right to lazi- 
ness”, he said, adding that those who reject 
“a reasonable job” might lose benefits. Ger- 
many has around 1.5m unfilled job vacan- 
cies, some 40% of them for unskilled or semi- 
skilled workers. Mr Schréder’s threats have 
provoked squeals from the trade unions. But 
some right-wing leaders, such as Edmund 
Stoiber, the premier of Bavaria, have ap- 
plauded him. 

The next 18 months will certainly not be 
easy for the government. But the outlook is 
not as gloomy as it may seem. Despite the 
economic downturn, two-thirds of Ger- 
mans consider the government is doing a 
reasonably good job; only 14% believe the 
Christian Democrats would do any better. 
Mr Schroder remains Germany's best-liked 
politician, and deemed capable of trouncing 
either of his two most likely rivals for the 
chancellorship: Mr Stoiber or Angela Merkel, 
the Christian Democrats’ leader. 

Still, the tide could turn against him. The 
latest polls suggest that, despite Mr 
Schroder’s popularity and the lack of enthu- 
siasm for the Christian Democrats, the Social 
Democrats are still only 3-6 points ahead in 
actual voting intentions—and that is before 
voters begin to feel the effects of the down- 
turn. No wonder Mr Schröder is trying so 
hard to talk the economy up. 
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- France 
Lionel’s share 


ANIGNON 


ILL the tide now turn, and sweep Lio- 

nel Jospin, France’s Socialist prime 
minister, to the presidency in next spring's 
election? If so, the pundits may yet praise his 
43-minute television interview on April 17th, 
his first for six months. If not, they can sim- 
ply picture him as the helpless pilot of a rud- 
derless boat, unable to steer his own course 
or to execute what Mr Jospin described as 
the function of government: “‘toconfrontcri- 
ses and misfortunes, to deal with problems.” 
Certainly, over the past month, the 
prime minister has had his share of pro- 
blems. First came the disappointment of the 
local elections. Instead of a left-wing “pink 
wave” rolling across France, it was the right— 
supporters of President Jacques Chirac— 
who unexpectedly made net gains. Then, 


with the Easter holidays beckoning, came a 
double blow: France’s cosseted railwaymen 
went on strike and two large companies— 
Marks & Spencer, a British chain-store, and 
Danone, a food giant—announced fierce re- 
trenchment plans. To cap it all, a visit to the 
Somme region to show “solidarity” with 
flood victims turned into a public-relations 
disaster: locals heckled Mr Jospin, removed 
wooden walkways to make sure he too 
would get his boots wet, and accused his 
government of diverting water-courses to 
keep Paris dry at their expense. No wonder 
the prime minister's promise to make it cost- 
lier for profitable firms to lay off workers 
smacks of headline-grabbing desperation. 
Such events, of course, provide the usual 
strains of politics, and more will doubtless 
follow: other big manufacturers such as 
Moulinex-Brandt, Philips and Valeo are also 
likely to lay off workers in France. What is 
unusual for Mr Jospin, who likes to project 
Protestant sang-froid in public, is his reac- 
tion to the strains. Earlier this month, on a 












visit to Brazil, he made aspeech on globalisa- .- 


tion and then answered a couple of ques- 


tions from his audience of students on the 
French localelections. When French journal- 
ists travelling with him chose to ignore his 
speech and highlight his views on the French 
elections, his fury was such that he reduced 
one journalist to tears. Subsequently, Mr Jos~ 
pin apologised for his “brutality”, not be- 
cause he regretted his words, but because the 
brutalised journalist was a woman. All of 
which prompted his Green (and female) 
environment minister, Dominique Voynet, 
to suggest he needed “a week’s holiday”. 

Instead, the Jospin remedy was to goon 
television and tell everyone to calm down: 
with America’s economy slowing, France is 
the world’s “motor”; lay-offs happen, but 
are happening at a lower rate than before; all 
we have to dois stick to our course. 

Will that course involve the prime min- 
ister stepping down in order to prepare his 
bid for the presidency? Mr Jospin says not: “I 
have been entrusted with a mandate, and I 
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LECCE 


T WAS Massimo D'Alema, a former 
| A prime minister and chairman of the ex- 
communist Democrats of the Left, who 
rocked the boat—by declaring on televi- 
sion that in the general election due on May 
13th he would stand only in his constitu- 
ency round Lecce, in the heel of Italy. “It’s 
not a safe seat,” he said. “But TIl fight to 
keep it. P've established a strong link with 
the place. I'm their member of parliament. 
Pm not joining the queue to get in by pr.” 
Trouble-maker, muttered other politi- 
cians. A quarter of the seats in Italy’s lower 
house are allocated by proportional repre- 


least 4% of the vote—any candidate who 
can climb near the top of his party list is 
safe. Most party leaders do that. Some 
claim it is so that their names can help to 
| drag voters towards their party. That may 
| be true for the big three on the right: Silvio 
Berlusconi, Gianfranco Fini and Umberto 
| Bossi, whose coalition is forecast to win an 
| overall majority, were never going to have 
| trouble finding a safe seat. For others less 
| 





secure, however, pr is a lifeline—but one 
they would sooner not draw attention to. 
Giorgio La Malfa, the leader of a small, 
| free-market party that has switched horses 
and now backs Mr Berlusconi, has been re- 
warded with a number-two spot on a 
| party list in Emilia (lists are regional). Mr 
Berlusconi’s trusted spokesman, Paolo Bo- 
naiuti, will stand only on Forza Italia’s pr 
| list. Cesare Previti, Mr Berlusconi’s lawyer 
and briefly minister of defence in1994,cur- 
rently on trial for alleged bribery, will sit 
EREE a e 





sentation. So—provided his party gets at 


| Why old Italians like a list 





and wait for results in Calabria. 

On the left things are more frantic. A 
few safe seats have been snapped up by big 
shots: the foreign minister, Lamberto Dini, 
is entrenched in Florence, and refuses to 
budge. But there is cut-throat competition 
for a spot on the party lists. The Greens’ 
leader, Grazia Francescato, will be stand- 
ing on their pr list, in both Apulia and 
Piedmont. Walter Veltroni, the leader of the 
Democrats of the Left, will do likewise in 
Lazio, although he says that, if elected, he 


will give up his seat; he is also competing to 
be mayor of Rome. His colleague Luciano 
Violante, ex-speaker of the lower house, 
had the same idea, until peer pressure 
forced him to test his campaigning skills in 
Turin, where the left is in trouble. 

Ministers too are joining the pr lists. 
Enzo Bianco (interior), Salvatore Cardinale 
(telecoms) and Sergio Mattarella (defence), 
all from the centrist alliance within the 
government known as “the Daisy”, all 
wanted to run in Sicily. But it has only two 
worthwhile spots on the list there. So Mr 
Mattarella was dispatched to Trentino, in 
the north, to the rage of his local party ac- | 
tivists who took the matter to court. | 

Mr D’Alema’s refusal to play this game | 
went down badly in Rome. pr used tobe | 
the rule, until, in 1993, after a referendum, 
parliament passed a law that was intended 
to produce stable governing majorities by | 
bringing in first-past-the-post,asin Britain | 
and America, for 75% of the seats. The 25% | 
left to PR was meant to aid small parties. | 
But they still have to get at least 4% of the | 
national vote. To help them, a device was | 
invented: votes cast for a first-past-the- | 
post winner do not count towards his | 
party’s total for pr purposes. 

| 
| 
| 
| 
| 
| 
f 
| 





Alas, the big parties have decided to rig 
the system. They have invented for the pr 
count “decoy lists” of phoney parties to 
which, in theory, their candidates be- 
long—in addition to their better-known 
affiliation. So if Mr A is elected, his real 
party, Party B, will not lose pr votes. That, 
the parties hope, will leave the pr seats— 
“parachutes”, the public calls them—as 
life-savers for party members afraid of a 
hard landing if they jump into some con- 
stituency fray in their own names. 
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EUROPE 

will use it while I have a majority.” And then 
he adds coyly that a presidential bid is not a 
foregone conclusion; he has, he insists, no 
personal, driving “need” for the job. 

But that is surely a disingenuous tease. 
Mr Jospin still matches Mr Chirac in the 
opinion polls, and although his rating as 
prime minister is falling (by five percentage 
points in the last recorded month), at 52% it 
remains comfortingly high. 

Perhaps the real problem is that Mr Jos- 
pin is beginning to bore the voters. “We've 
been governing for almost four years,” he 
told his television interviewers, “and the 
French have their own temperament: they’re 
an emotional people who don’t always have 
a sense of perspective or time.” True enough, 
and the tide may ebb and flow several times 
before they choose their next president. 





Russia 
Media muzzle 


MOSCOW 


O HEAR some journalists talk, it is time 

to pack for Siberia. Yevgenia Albats, a 
veteran KGB-watcher, says that “democracy 
died in Russia” over Easter. Mikhail Berger, 
the editor of Sevodnya (Today), a daily 
newspaper that closed two days later, talks 
of a “quasi-Soviet” system being restored. 

What is certainly true is that the remains 
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of Russia’s frayed and battered independent 
media have taken another walloping from 
the Kremlin. The country’s main indepen- 
dent television channel, ntv, in effect came 
under government control with the Easter 
takeover by new management that answers 
to Gazprom, the national gas monopoly in 
which the state is the largest shareholder. 
The same fate has befallen Itogi (Results), a 
weekly, as well as Sevodnya. Like ntv, both 
were part of the media empire of Vladimir 
Gusinsky, a tycoon much disliked by the 
Kremlin, who is in Spain fighting extradition 
to Russia to face fraud charges back home. 

It is not over yet, though. Many journal- 
ists from ntv have temporarily migrated to 
TNT, a small and hitherto lightweight cable 
channel also owned by Mr Gusinsky. ntv’s 
editor has joined tv6, another minor but 
bigger channel owned by Boris Berezovsky, 
once a powerful tycoon but now also a fugi- 
tive (in Paris) from the Kremlin’s brand of 
justice. His news programme will be 
screened on both channels. Journalists from 
Itogi hope to start a new magazine, also in 
partnership with Newsweek, an American 
magazine that this week hurriedly sus- 
pended its licensing agreement with Itogi. 
All the victims’ websites are still functioning. 

While the journalists keep up a shrill 
chorus of protest, Gazprom crunches on. Its 
next targets are TNT and Ekho Moskvy (Mos- 
cow’s Echo), an influential radio station 
whose programmes are widely rebroadcast 
across Russia. Some hope that the Kremlin 
will call its dogs off before then. 
Meeting the German chancellor, 
Gerhard Schroder, last week, Presi- 
dent Vladimir Putin insisted that he 
believed in press freedom. Ensuring 
that what is left of it survives the 
summer would be a good start. 

The panicky reaction of Russian 
liberals may yet be proved right. In- 
dependent media in the provinces 
of Russia have been shrivelling for 
years, under the combined assault 
of powerful regional bosses and 
their business friends. Now the 
same is happening at the centre. But, 
for the time being at least, informa- 
tion is still available to anyone with 
an Internet connection or a decent 
radio. The Kremlin’s line so far 
seems to be that it will whack pow- 
erful opponents but ignore weak 
ones. And the process is a slow one, 
with at least a light dressing of legal- 
ity. Mr Gusinsky’s large unpaid 
debts to Gazprom made him an 
easy target. 

In other circumstances, Mr Gu- 
sinsky’s empire would be hard for 
lovers of press freedom todefend. Its 
history of sleazy practices (such as 
blurring editorial and advertising) 
and toadying to the authorities (no- 
tably in the Yeltsin era) make some 


Russian journalists think that the official 
media are on the whole less bad. The new 
tie-up with Mr Berezovsky, who mixed 
money and politics as flagrantly as any of his 
fellow magnates, tests even the most cynical 
journalists’ stomachs. 

Mr Putin and his government may bene- 
fit in the short term from silencing their crit- 
ics. In past days, he has also consolidated his 
position in parliament. In the lower house, 
the Duma, the main non-Communist oppo- 
sition grouping, Fatherland-All Russia, has 
decided to merge with Unity, the main party 
that was in the Kremlin’s camp. Two other 
factions are set to join too. That would give 
the governmentan overall majority. “Mr Pu- 
tin’s team is building a structure where the 
regime will have no competitors in any 
field,” says Mr Berger. 

Shooting (or bankrupting) the messen- 
gers does not change the message though: 
economic growth is slowing, reform is flag- 
ging, the Chechen war is at stalemate, and 
the country continues its downhill slide. 





Armenia and Azerbaijan 
Crossroads in 
Karabakh? 


TALYSH 


T LEAST until this month, when pros- 
pects suddenly brightened for the set- 
tlement of a bitter 13-year-old feud between 
the Armenians and the Azeris, western talk 
of a rosy future for the southern Caucasus 
sounded like a sick joke. Now there really is 
fresh hope of a lasting peace. 

In diplomatic theory, the region’s three 
small states—Georgia, Armenia and Azer- 
baijan—were supposed to provide a natural 
thoroughfare between Europe and Asia for 
gas and oil from the Caspian Sea and Central 
Asia. In practice, more than a decade of con- 
flict has turned the region into a patchwork 
of poorly-observed ceasefire lines, mine- 
fields and dead ends—preventing humdrum 
local trade, let alone big international deals. 

Few ends are deader than Talysh, a com- 
munity of Armenians surrounded on two 
sides by troops guarding a ceasefire line at its 
most north-easterly point in Nagorno-Kara- 
bakh, a disputed Armenian-held territory 
that is internationally recognised as part of 
Azerbaijan. The villagers’ freshwater supply, 
the river Indzhachai, is now out of reach on 
the frontline. In the old days, the Azerbaijani 
town of Ganje and all its business opportu- 
nities were just 50km (30 miles) away. Now 
the nearest metropolis is Armenia’s capital, 
Yerevan, a twisting and circuitous eight-hour 
drive to the west. 

After six years of worsening strife, when 
the two sides took turns to bombard, shell 
and ethnically cleanse territory with scant 
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regard for civilian life, some locals 
may have been grudgingly thankful, 
in 1994, when the losing Azerbaijani 
side cut its losses and agreed to a 
truce. But economic development 
has been frustrated by the lack of a 
long-term settlement. 

Things look better, though, after 
a five-day conference that ended 
earlier this month at Key West in 
Florida, bringing together Presidents 
Heidar Aliev and Robert Kocharian 
of Azerbaijan and Armenia respec- 
tively, the American secretary of 
state, Colin Powell, and senior 
French and Russian officials. The 
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“controlled 


EUROPE 


settlement to his son and heir-ap- 
parent, Ilham. France’s president, 
Jacques Chirac, has also been in- 
volved in negotiations. And, intrigu- 
ingly, the senior American negoti- 
ator at Key West, Carey Cavanaugh, 
said Iran was being kept informed of 
developments too. 

So the region may finally emerge 
from its morass of sputtering conflict 
and closed borders. Not before time: 
the combined cpr of Armenia, 
Azerbaijan and Georgia is a pitiful 
$10 billion a year; and the talented 
from all three countries have been 
steadily emigrating. 








State Department said “substantial 
progress” had been made after international 
peace-makers relayed proposals between 
the Armenian and Azeri leaders, who later 
flew to Washington to see President George 
Bush. More talks are planned for Geneva in 
June; there are hopes that at a further meet- 
ing in Moscow the two Caucasian presidents 
may even sign a binding accord. 

The contours of a possible deal are be- 
coming clear. The Armenians would give 
Azerbaijan back six of the seven regions they 
captured. Nagorno-Karabakh and the adja- 
cent Lachin region that links it to Armenia 
would be granted self-governing status. 
Azerbaijan would be compensated with an 
internationally protected road, linking it to 


* its isolated exclave of Nakhichevan. 


If the logjam were at last to break, it 
would be a rare example, these days, of co- 
operation among the big powers. The Bush 
administration has been energetic in the 
Caucasus, even as it vows not to micro-man- 
age the Balkans or the Middle East. It seems 
willing to accept Russia as a partner in di- 
plomacy; for its part, Russia may have been 
persuaded that it has more to gain from co- 
operation than from wrecking. 

Meanwhile, the Kremlin has begun to re- 
pair relations with Azerbaijan, which had, 
until recently, been among the most Russo- 
phobic of ex-Soviet republics. If the Azerbai- 
jani position has become less rigid, that may 
be because Mr Aliev, a 77-year-old veteran 
of the Soviet Politburo, wants to bequeath a 


But to win a lasting peace, you 
have to persuade people like the villagers of 
Talysh of its virtue. So far the region’s leaders 
are adopting the Soviet practice of keeping 
their citizens in the dark. 

Talysh was captured and recaptured 
during the Karabakh war; three-quarters of 
its 600 houses are still in ruins. The inhabit- 
ants, most of them old, scrape a living from 
their animals and pensions of around $12 a 
month. Securing peace will mean persuad- 
ing such people that the benefits of a settle- 
ment, such as the possibilities of trade with 
Azerbaijan all around them, outweigh the 
perceived risks, such as the return of people 
they see as enemies to live among them. That 
job has barely begun. 
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INY Montenegro, the only republic still 

yoked to Serbia in the rusty Yugoslav 
federation, often seems as if it is in a time- 
warp. Until recently it was among the few 
bits of the Balkans where photographs of 
Marshal Tito, post-1945 Yugoslavia’s foun- 
der, remained on display. Podgorica, the 
communist-era capital of the Yugoslav re- 
public of Montenegro, seems uncannily 
like Moscow around 1990, leavened by 
some Mediterranean sunshine, pine for- 
ests and cafés. As for Cetinje, the capital of 
the kingdom of Montenegro until 1918, it 
feels like a self-consciously designed stage- 
set, with its miniature, pastel-coloured pal- 
aces and embassies waiting for a magic 
wand to bring them back tolife. 

Just as in the dying days of the Soviet 
Union, visitors to Montenegro meet clever, 
dishevelled anti-communist intellectuals, 
brilliantly dissecting the old system’s fail- 
ings but not sure how to build a new one. 
And in the background there are less artic- 
ulate but tougher figures: politicians, fac- 
tory bosses and criminals who want a 
stake in the new order. 

With the general election on April 
2and, Montenegro’s history may take a 





Will Montenegro go independent? 


sudden leap forward; supporters of Presi- 
dent Milo Djukanovic and his campaign 
for independence may haul in at least two- 
thirds of the vote. They should then be well 
placed, after holding a referendum and 
perhaps new elections, to re-establish 
Montenegro as a sovereign state. A mooted 
date for the plebiscite is July 13th—the day, 
in 1878, when the kingdom won interna- 
tional recognition. 

A third or so of the voters may, how- 
ever, plump for parties that favour keeping 
a close union with Serbia, and with it the 
rump federation of which Vojislav Kos- 
tunica is president. Dragan Soc, a politician 
who recently left the ruling coalition tojoin 
the opposition, says he is counting on 
France, Italy and Russia to stop Yugo- 
slavia’s final break-up. 

Although countries that have been 
historically friendly to Serbia may regret 
Montenegro's secession, they seem un- 
likely to send any gunboats to prevent it. 
For one thing, they can hardly object to 
Montenegrin independence if Serbia itself 
swallows that bitter pill. Moreover, unlike 
his war-mongering predecessor, Slobodan 
Milosevic, Mr Kostunica seems to accept 


that Montenegrin independence, however 
undesirable, may now be inevitable. 

Indeed, Mr Kostunica may already 
have other things on his mind. For unless 
he moves artfully and fast, he could be left 
as head of a non-existent state, much as 
Mikhail Gorbachev, the last Soviet presi- 
dent, was in 1991. So he will probably make 
a bid for the state presidency of Serbia as 
part of a general overhaul of the Serbian 
constitution. 

Late Soviet history has other lessons. 
Once the break-up of acommunist federa- 
tion goes beyond a certain point, it be- 
comes irreversible. Not only do the smaller 
states within it want to break free, but the 
bigger one can no longer accept the econ- 
omic and political price demanded by its 
junior partner(s) for staying together. 

That certainly applies to the creaky old 
Serbian-Montenegrin union. Even the 
most pro-Serbian of Montenegro's politi- 
cians are probably looking for a better deal 
than Serbia can give. So, by the end of the 
year, Montenegro could be an indepen- 
dent state and the Yugoslav federation null 
and void. Then the hard part would begin: 
deciding what to do with Kosovo, which 
has been deemed by the United Nations to 
be part of Yugoslavia, though not necessar- 
ily of Serbia. 
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E MUST be one of Central Europe’s canniest survivors from 

the communist era, for Leszek Miller is the only Pole still in 
the forefront of politics who was a member of his country’s last 
Politburo to take its cue from the Kremlin. Under the communists, 
whose memory most Poles still revile, he was an eager appa- 
ratchik. Yet now, in his shiny new social democratic guise, he looks 
set to become the country’s prime minister after the general elec- 
tion due this autumn, as the ruling right, under its once-glorious 
Solidarity banner, collapses amid recrimination and muddle. Is 
Mr Miller up to the task? 

If he gets it, he is likely to be in the top job at a historic mo- 
ment—just when Poland joins the European Union. Indeed, Mr 
Miller will probably be in charge of the negotiations as they reach 
their most delicate stage, in the first half of next year. It will be 
tricky. Two bad bits of news hit Poland 
last week. First, the orco suggested 
that nearly 17% of Poles would soon be 
out of a job. Second, the European 
Commission in Brussels decided to 
back a German proposal that, even 
when Poland and other Central Euro- 
pean countries have joined the Union, 
they must still wait for up to seven 
years before their people can travel 
freely around the Ev looking for jobs. 

The economic shake-up and job 
losses following communism’s fall are 
now linked in many Polish minds to 
efforts to prepare the country for the 
EU. But jobless Poles are being denied 
the safety-valve of automatic access to 
labour markets in the west. If the ru 
keeps its doors shut, the poorest Poles, 
who have suffered most under the past 
decade’s rough switch to the market 
and who are Mr Miller’s natural sup- 
porters, could become very angry. 
Some are already. When Romano 
Prodi, the commission’s head, visited 
Poland earlier this year, a few ungrate- 
ful Poles pelted him with eggs. 

Yet, with the election looming, 
both sides are finding it ever harder to 
make concessions, for fear of looking 
weak and unpatriotic in the voters’ eyes. Mr Miller, for example, 
says that any transitional period before Poles can go freely to the 
west for jobs is “unacceptable”. But privately he must know that 
concessions on a host of issues, from the free movement of labour 
to Polish access to farm subsidies, are inevitable if a deal is to be 
struck. In a hint that he recognises as much, he adds: “We know 
that Poland is negotiating to join the £u, not the other way round.” 

Certainly the bureaucrats in Brussels trying to clinch a deal are 
hoping that Mr Miller will be flexible when, early next year, the 
critical issues of farming and regional aid will be tackled. But this is 
where the sneers of his compatriots on the right may make him 
hesitate. His past, they say, predisposes him to truckle to foreign- 
ers. “Moscow, Brussels—it’s all the same to him,” says one. 

Mr Miller is indeed notably unrepentant about his commu- 
nist past—unlike, by contrast, President Alexander Kwasniewski, 
another ex-communist who was once minister of sport in the old 
era. Mr Miller, now 54, still justifies the ruthless, Soviet-approved 
imposition of martial law and the crushing of dissidence under 


Leszek Miller, Poland's wily man of the future 














General Wojciech Jaruzelski in 1981, when he was an obedient 
party hack. “He saved us from something much worse,” says Mr 
Miller, meaning the bloodier Soviet repression meted out in simi- 
lar circumstances to Czechs and Hungarians. And, though he talks 
the lingo of social democracy, he still presses the buttons of class 
struggle. “In Poland there are people feeding off rubbish dumps,” 
he says, bemoaning the widening gap between rich and poor. 

In fact, Mr Miller has cleverly created a political persona that 
bows loyally to the proletarian past and the old welfare state while 
at the same time praising the market and modernisation. The 
nationalist right, at the heart of the current government, insists— 
naturally enough—that under his fresh veneer Mr Miller is still a 
dogged socialist who will readily betray his country’s new-found 
sovereignty. Some say he still has a hot line to the Kremlin and still 
quietly cherishes old links with the 
Russian intelligence service; some 
even hint—without hard evidence— 
that he got Russian money to help 
found his party, the Democratic Left 
Alliance. He was, they darkly point 
out, interior minister in the ex-com- 
munist government of 1993-97. 

Moreover, he readily acknowl- 
edges that his government would be 
less friendly to the Roman Catholic 
church, long the repository of Polish 
nationalism and a buttress of the 
right. Mr Miller says he will ease laws 
against abortion and against sex edu- 
cation in schools, and will legislate to 
make women more equal to men. He 
says he will tilt welfare to give bigger 
handouts to the poorest. Unlike many 
on the right, he does not romanticise 
the countryside; he was brought up in 
a small milling town. 

But his style has changed drasti- 
cally, even in the past few years. He is 
learning English—he spent a month 
last summer with a family in Canter- 
bury—sports natty golf sweaters 
bought by his wife, skis in Austria and 
tells of his emotion when granted an 
audience with the pope. He expresses 
admiration for some of the old dissidents he used to fight against, 
such as Adam Michnik and Jacek Kuron. He says his favourite 
book is “The Master and Margarita”, the uproarious lampoon of 
early Soviet Russia by Mikhail Bulgakov. All too neat a conversion? 
“A dancing monkey auditioning for a part,” is how a sceptical am- 
bassador in Warsaw describes a meeting with him. 

But few deny that Mr Miller is a consummate politician, and a 
good example of how much Poland’s ex-communists have 
changed. His solution to unemployment? Let the economy grow 
faster. Taxes on business and investment must be cut. It should be 
easier to hire and fire. Joining the eu will, he says, be the third great- 
est moment in Poland’s history, after its conversion to Christianity 
a millennium ago, and the union of Poland and Lithuania in 1569, 
when Poles agreed to be ruled by a Lithuanian king in a joint do- 
main that later once stretched from the Baltic to the Black Sea. “We 
have no alternative” to joining the zu, he says. “We can’t be on the 
outside of a European civilisation that is prosperous and demo- 
cratic; we must modernise ourselves—and we can’t doit alone.” 
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The untouchables 


The profits from organised crime are soaring, and its bosses are invulnerable. 
That is why so many top policemen want new laws, of the sort America used 


against its mafia 


OUR months ago, Tony Blair summoned 
the heads of Britain’s intelligence and 
law-enforcement agencies to a meeting at 
Downing Street. The purpose of the unprec- 
edented summit was to discuss the alarming 
growth in organised crime. All that resulted 
from the meeting, at least in public, was a 
bland statement that the government was 
determined to crack down on organised 
crime. But the threat is regarded as so serious 
that ministers are wondering whether to in- 
troduce a law like America’s Racketeer Influ- 
enced Corrupt Organisations Act (RICO). 
Aimed at those who engage in “a pattern 
of racketeering activity”, RICO helped smash 
the New York mafia families in the 1980s. 
- Bosses received long sentences for offences 
ranging from extortion to murder, after a sur- 
veillance operation involving 171 court-au- 
thorised wire-tapping and bugging opera- 
tions monitored by hundreds of rsx agents. 
In its evidence to Lord Justice Auld, who is 
examining the case for criminal-law reform, 
the Association of Chief Police Officers 
(acro) is arguing that Britain should have 
something similar. acro is calling for a new, 
all-embracing conspiracy law, a prosecution 
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right of appeal from court rulings, and better 
protection of intelligence. The law as it 
stands, says Sir David Phillips, chief consta- 
ble of Kent, is “out of step” with the methods 
needed to tackle organised crime. 

The targets of a R1co-style law would be 
a group of so-called super-criminals. Police 
chiefs say that, as the law stands, it is virtu- 
ally impossible to convict these people. Part 
of the problem is that they distance them- 
selves from the stuff that goes on in the 
streets. “They don’t commit crimes them- 
selves, they manage criminal enterprises,” 
argues Sir David. He says that the number of 
untouchables is growing. 

The director-general of the National 
Criminal Intelligence Service (Nc1s), John 
Abbott, admits that there has been “ a huge 
increase” in the reach of organised crime 
over the past decade. The ncis’s latest re- 
view, a classified document, says that the 
number of “core nominals”—officialese for 
top-rank criminals—has risen, on average, 
by a third every year for the past five years. 
There are around 150 of these top criminals. 
A group of around 750 lieutenants working 
for them are known as “current nominals”. 









The Home Office estimates that, in all, about 
1,000 organised criminal groups are operat- 
ing in Britain. 

Between them, they are making a lot of 
money. One reason is the steady growth in 
the market for drugs. The Office for National 
Statistics estimates that the illegal drugs 
market alone accounts for nearly 1% of na- 
tional output, equivalent to £8.5 billion ($12 
billion) a year. The profit margins are gener- 
ous. Heroin can be bought in Pakistan for 
£850 kilo and sold in Britain for £24,000. The 
falling street prices of drugs in Britain (see 
chart) suggest that more and more is being 
imported. 

Criminals, feuding over profitable mar- 
kets, are increasingly resorting to violence. 
The number of drug-related murders and 
kidnappings has risen sharply. More than 50 
murders had links to organised crime in 1999, 
according to the police. Kidnap and black- 
mail are also on the increase. In the past three 
years, the number of such crimes, often 
linked to turf feuds over illegal drugs, in- 
creased four-fold, the ncis says. 

The growing trade in illegal immigrants 
is also helping the growth of organised crime. 
It is almost as profitable as importing hard 
drugs, and the penalties for being caught are 
lighter. The Home Office admits that the 
dozen gangs which control the trade have 
“infrastructures, communications and sur- 
veillance capabilities far in excess of any- 
thing that the law-enforcement agencies in 
transit and source countries can muster.” 

But bootlegging is the fastest-growing 
criminal activity of all, because of the in- 
creasing disparity between alcohol and to- 
bacco taxes in Britain and Europe, and the 
ease with which the stuff can be imported. 
According to one chief constable, “There is 
not a housing estate in Britain where some- 
one is not selling bootlegged cigarettes and 
spirits.” More than £2.5 billion is being lost in 
tax revenue each year from tobacco smug- 
gling alone, nearly a third of the amount law- 
fully collected. Bootlegged sales now ac- 
count for 80% of the domestic market in 
hand-tolling tobacco. The illegal tobacco 
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trade is estimated to be worth more than 
£500m to criminals, big and small. 

This trade used to be left to entrepre- 
neurial individuals, the men in the white 
vans. But the bigger the business became, the 
more tempting it looked to organised crime. 
Now it is run by professional organisations 
using lorries, false documents and large 
warehouses. 

Counterfeiting of credit cards is another 
useful earner. The association which repre- 
sents the credit-card companies, APACS, says 
the involvement of organised crime led to 
“frightening losses” of more than £100m last 
year, double those of the previous year. 

Many of the “core nominals” who con- 
trol these criminal rackets have been under 
police surveillance for years. Few have been 
successfully prosecuted, because they keep 
their distance from the actual crimes. Even 
their key lieutenants are difficult to prose- 
cute, according to the ncis. Big trials of or- 
ganised criminals all too often end in failure 
because of flaws in police procedures and 
failures to disclose surveillance evidence. 
Brian Doran and Kenneth Togher, described 
in court as “two of Britain’s biggest gang- 
sters”, were freed last year after their 24-year 
sentences for importing 300 kilograms of co- 
caine were quashed. The Appeal Court ruled 
that information that the suspects’ hotel 
rooms had been bugged without authorisa- 
tion had been improperly withheld. 

An unpublished Home Office research 
study supports the view of policemen that 
they are being outpaced by a new, highly 
professional breed of criminals. The author 
of the study, Michael Levi, professor of 
criminology at Cardiff University, says 
“there are significant areas of organised 
criminality that are effectively immune from 
prosecution.” His paper points out that, once 
criminals have acquired big business inter- 
ests, itis almost impossible to tackle them ef- 
fectively. The British judicial system aggra- 
vates the problem, he says, because it is “so 
poor at protecting sensitive information and 
sensitive techniques, as a result of the ever- 
growing pressure on judges to disclose.” 

The biggest obstacle to convicting the 
“core nominals” is the ban on the use of evi- 
dence acquired by tapping telephones, 
known as wiretap evidence, in British courts. 
This is a curious anomaly, since evidence ac- 
quired by much more intrusive methods— 
bugging somebody's house, for instance— 
can be used in court, and its consequences 
are serious. Without wiretap evidence, it is 
hard to connect the man who ordered a 
crime with the man who committed it. Un- 
less and until this is changed, a r1co-style 
law would probably achieve very little. 

The ban on wiretap evidence, confirmed 
by the Regulation of Investigatory Powers 
Act, passed last year, has undoubtedly re- 
sulted in major criminals escaping prosecu- 
tion. One of Britain’s biggest heroin dealers, 
Curtis Warren, was subject to years of inten- 
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Togher and Doran got off 


sive surveillance by Merseyside police with- 
out being prosecuted. It was only when he 
unwisely moved to the Netherlands, in the 
mid-1990s, that he got jailed for 12 years, 
thanks to wiretap evidence, 

Most other European countries, along 
with the United States and Canada, permit 
wiretap evidence to be used in court. Lord 
Lloyd of Berwick, who reviewed Britain’s 
anti-terrorist legislation in 1995, recom- 
mended that the government should follow 





HERE is a rather superior town in Ox- 

fordshire, Henley-on-Thames, that is 
famous for two things: a posher-than- 
thou Regatta at which public-school boys 
drink themselves silly on Pimms; and its 
mp, Michael Heseltine, a blond-maned 
Conservative widely credited with Mar- 
garet Thatcher’s downfall. Last week Hen- 
ley had a chance to acquire 
fame in a new area of life, 
and rejected it. 

The business in ques- 
tion exemplifies many of 
the virtues Conservatives 
hold dear. It oils the wheels 
of international trade, by 
catering to business parties 
and city slickers. It enables 
itsemployees to haul them- 
selves out of poverty by 
their garter straps, pay their 
way through university or 
subsidise their lowly pub- 
lic-sector incomes. It has 
been imported from Amer- 
ica and it is booming, espe- 
cially in London. 

But the prospect of its appearance in 
Henley, says Tony Lane, the town’s mayor, 
left the (somewhat elderly) residents 
aghast. Despite all the extra visitors it 
would bring, Mr Lane thinks this particu- 
lar business would be happier else- 
where—in Reading, say, or Slough, grimier 
towns in the same general vicinity. 

The offending industry is lap-danc- 
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Not in my lap-yard 


their example. But the intelligence services 
are determined that wiretap evidence 
should not be disclosed. Itseems that they do 
not want the extent of their surveillance net- 
works to be revealed. 

Until now, the police have gone along 
with this peculiarly British restriction. But, as 
organised crime grows, there are signs that 
attitudes may be changing. A senior police 
officer says, off the record, that wiretap evi- 
dence is bound eventually to be used in 
court, because it is by far the most effective 
way of tackling organised crime. 

If wiretap evidence is to be made avail- 
able, it will have to be used sensitively. At 
present, the law demands details of the ori- 
gins and pedigree of every piece of evidence. 
Some wiretap evidence is acquired by the 
intelligence services, in ways that they donot 
want the world to know about. Ifitis to be re- 
vealed, the rules on disclosure may have to 
be made more flexible. So be it. Wiretap evi- 
dence is a powerful weapon in the fight 
against organised crime, and the criminal 
justice system should be able to use it. 

Ee 
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ing. A plan was mooted to stage an inau- 
gural national lap-dancing champion- 
shipin Henley in July, tocoincide with the 
end of the Regatta. The organisers thought 
the town’s infrastructure lent itself to just 
this sort of event; there was even talk of 
borrowing the Regatta’s tents. 

Despite protestations that lap-danc- 
ing is a misunderstood art, 
the level of outrage in Hen- 
ley has obliged the promot- 
ers, NiteDance Entertain- 
ment, to think again. 
Residents fear hordes of 
libidinous oiks descending 
on their town—a misplaced 
anxiety, given the fact that, 
apart from anything else, 
the clientele needs plenty of 
spare £50 notes. 

Peter Stringfellow, who 
first imported the subtly 
different art of table-danc- 
ing to London, and hopes 
soon to open an establish- 
ment in Paris, says he caters 
mainly to the “corporate male”. Andrew 
Latham, Managing Director of sri group, a 
publicly listed company which owns a 
string of clubs called For Your Eyes Only, 
points out that his clubs enforce strict 
rules, limiting the sort of liaisons clients 
can enjoy with performers. 

But the good burghers of Henley were 
apparently beyond such reassurances. 
Pimms, yes; gyrating pelvises, no. 
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Rebuilding London 


Market forces 


Two versions of market economics are at war over the redevelopment of 


Spitalfields 


N THE eastern fringe of the City of Lon- 

don lies the old fruit and vegetable 
market of Spitalfields. Named after a 12th- 
century hospital for poor brothers of the or- 
der of St Augustine, the area used to be one of 
the seediest in the East End. Jack the Ripper’s 
favourite watering-hole was opposite the 
north-east corner of the market. Successive 
waves of immigrants have set themselves up 
in Spitalfields, from the Huguenots who 
came from France in the17th century and the 
Jews fleeing the pogroms of the 19th century 
to the Bangladeshis seeking jobs who settled 
in nearby Brick Lane in the later decades of 
the 2oth century. 

Given Spitalfields’ large stock of elegant 
Georgian townhouses and its proximity to 
the money men of the City, it was only a 
matter of time before the area was rediscov- 
ered and smartened up. It has now hap- 
pened. The distinctive green sheds of the 
largely Victorian market now stand in the 
middle of a conservation area, boasting the 
carefully restored houses of Fournier and 
Folgate Streets, beloved of the Georgian Soci- 
ety. And in the 1990s Spitalfields drew in art- 
ists and Internet entrepreneurs. 

The influx of money into the area over 
the past 20 years, along with pressure for 
space in the City, has made the 120,000 
square-foot (11,000 square-metre) site of Spi- 
talfields market one of the most desirable in 
London. The eastern half of the market is on 
a preservation list, and cannot be demol- 
ished; but, since 1987, a development consor- 
tium called the Spitalfields Development 
Group (spc), led by the market's owner, the 
Corporation of London, has been trying to 
build an office block in place of the western 
half of the market. 

The fruit and vegetable market was relo- 
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cated in 1991, and after that soc must have 
thought that redevelopment was going to be 
straightforward. In the intervening years, 
however, the old market took on a new lease 
of life, at the centre of the revived Spitalfields. 
As a result, it has become the focus of two 
quite different visions of urban life. 

After years of wrangling over the mar- 
ket’s future, soG may get the go-ahead to 
send in the bulldozers in the next few 
months. If it does not, the decision will have 
repercussions not only for the City f 
of London but also for similar 
schemes throughout England. 

spG wants to redevelop the 
market as a 10-storey block loosely 
based on a design by Lord Foster, the 
grandest of British architects. The 
scheme would create some 96,000 
square metres of office space. But a 
group of locals is struggling to per- 
suade Tower Hamlets council, 
which has the power to grant or 
withhold planning permission, not to give 
the scheme the go-ahead. 

Oddly, spc is responsible for nurturing 
opposition to the plan. During the recession 
of the early 1990s, when nobody needed 
new offices, sp>G encouraged a model of 
private-sector-led urban regeneration in the 
empty market. It moveda sports hall into the 
market, opened the “food-court”, and 
leased the shops to small businesses. As a re- 
sult, the market became one of the most 
thriving indoor spaces in London. With 
about 400 stalls, it can attract up to 20,000 
people on Sundays. It is this lively alternative 
hubbub that the locals now want to save 
from the developers who pioneered it. 

Indeed, one of the principal opponents 
of the present redevelopment scheme used 
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to work with spc in reviving the market. 
William Taylor, a local vicar and long-time 
local resident, has nothing but praise for the 
vision of spc in starting this local regenera- 
tion. But he is also realistic about the com- 
pany’s motivation: “In the end, developers 
are developers.” 

Mr Taylor is one of the leaders of the 
campaign to save the market, Spitalfields 
Market Under Threat, which, while taking 
ironic pleasure in its acronym, claims to rep- 
resent a coalition of local groups, including 
the Spitalfields Small Business Association 
and the East London Mosque, where the 
many local Bangladeshis congregate. The old 
Georgian streets around the market also 
house some of the most determined con- 
servationists in the country. The last thing 
they want is a ten-storey office block casting 
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yet more shadow over the candlelit gloom of 
their period interiors. 

Mr Taylor calls the market not a green- 
field site or a brownfield site, but a “bright- 
field site”, where people can associate infor- 
mally and trade flexibly. As a student of 
history, he argues that this is just the place 
where the “little platoons” of Edmund Burke 
can gather. Mr Taylor reckons that, far from 
being against the capitalism of the City 
which is trying to demolish the market, 
places like Spitalfields should be allowed to 
flourish and to embed the market economy 
in local civil society. Spitalfields, says SMUT, 
is not a declining area ripe for demolition, 
but a nursery of small-scale capitalism. If the 
market is demolished, it will send out all the 
wrong signals to other local authorities look- 
ing at the uses of “brightfield sites”. 

All very nice, say the scheme’s propo- 
nents, but a food-and-crafts market will not 
help London in its struggle to stop business 
slipping off to Frankfurt and other financial 
centres, Judith Salomon of the pressure- 
group London First argues that it is vital for 
the scheme to go ahead to ensure that the 
City retains its world-class status. 

The high cost of office space in London is 
already deterring inward investors, and the 
large Spitalfields scheme would increase the 
supply of space and cut those costs. What is 
more, if it turns out that spG’s imaginative 
encouragement of the new market has scup- 
pered its plans, nobody will invite in the 
craftsmen again. All eyes are now turned to 
see what Tower Hamlets council does. 
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And now that you haven't voted... 


HEN Tony Blair’s government made it known to the Sun 

newspaper that the general election expected on May 3rd 
was now going to take place on June 7th, a wail went up from Brit- 
ain’s political classes. All that would happen now, muttered the 
worldly-wise, was that the election campaign would last for eight 
miserable weeks instead of four. But they were wrong. They were, 
in fact, too optimistic. An extra month of campaigning would at 
least have had the merit of making politicians pay some attention 
to citizens. Instead, Britain has had to endure an extra month of 
speculation about the internal dispositions of the parties after the 
election—even though, as you may or may not have noticed, the 
election has neither yet been held nor formally announced. 

This used to be a game that only 
Tories played. It madea sort of sense, 
for them. Since the Conservatives 
are a racing certainty to lose, their 
mes have been chattering for some 
time—some of them have talked of 
little else since the last general elec- 
tion—about whether William 
Hague should be kept on as party 
leader after the next one. Bagehot 
had expected the Conservatives’ in- 
stinct for self-preservation to si- 
lence this internal conversation for 
at least the final few weeks before 
polling day. But the party has in- 
stead turned the volume up. News- 
papers were buffeted this week by a 
cacophony of stories reporting that 
Kenneth Clarke, the party’s most 
prominent supporter of euro mem- 
bership, intends to support a post- 
election leadership challenge by 
Michael Portillo, the shadow chan- 
cellor; and then by a cacophony of 
follow-up stories in which all of this 
was (more or less) denied. Lady 
Thatcher, of all people, is being 
called upon to stop the din. Accord- 
ing to the Daily Telegraph, which is 
as often a participant in these ma- 
noeuvres as a reporter of them, the 
former prime minister is “livid” that her wayward party is appar- 
ently putting more energy into these post-election stratagems than 
into the business of fighting the election itself. 

Perhaps she should relax. For it is not only the Conservatives 
whose attention has drifted lately from the big night to the morn- 
ing after. A few weeks ago, it was a hanging offence inside New La- 
bour to show a scintilla of complacency. Officially, this prohi- 
bition is still in place. To be seen tobe taking re-election for granted, 
party managers believe, is to risk persuading voters that they do 
not need to turn out. But even Labour now hums with rumours 
about the shape of political life beyond the election. Some ru- 
mours are more reliable than others. You can file as “more reliable” 
the swathe of reports that David Blunkett, the education secretary, 
expects Tony Blair to reward him for a gold-star performance in 
the first term by making him home secretary in the second. Mr 
Blunkett did not go out of his way to quell this suggestion by saying 
cheerfully to a conference of querulous teachers last weekend that 
he was, alas, taking his leave of them. Rumours about the fate of 
John Prescott, the deputy prime minister, belong in the “less reli- 








able” category. But they are no less intriguing for that. | 
Mr Prescott, whose formal responsibilities include roads | 
(clogged), trains (late) and sorting out the funding of London’s Un- 
derground (stuck in the courts), isnot considered by all in the La- 
bour Party to have been an outstanding success. His public stand- 
ing has improved since Lord (Gus) Macdonald, a junior minister, 
took over many of his transport duties, but he is still accident- | 
prone: he went to America this week promising to do battle on | 
global warming and the Kyoto treaty, but seems to have found no- | 
body of consequence available to listen to him. Moving Mr Pres- | 
l 

| 





cott somewhere else after the election would allow Mr Blair to 
snap apart the super-ministry of environment, transport and the 
regions which he created expressly 
for his deputy in 1997, but which has 
turned out too big to handle. Where, | 
though, would Mr Prescott go? One | 
line of speculation (less reliable) has | 
him moving to the Cabinet Office, 
with a mission to shore up Mr Blair’s 
position in the parliamentary party, | 
which, for reasons the speculators 
do not adequately explain, is ex- 
pected to become dodgier in La- 
bour’s second term. 

Another top cabinet minister 
whose star has waned during the 
first term is Robin Cook, the foreign 
secretary. Though capable enough, 
he is in the unhappy position of 
occupying a senior job from which 
he is unlikely to rise higher but 
which upwardly mobile colleagues 
lust after for themselves. Bagehot is 
excited to disclose private informa- | 
tion suggesting that Mr Blair is | 
tempted to solve this problem by | 
moving Mr Cook into the House of | 
Lords, where he would become La- | 
bour’s leader in place of Lady (Mar- | 
garet) Jay. This makes perfect sense, | 

| 
| 
| 
| 
| 
| 





except perhaps in the eyes of Mr 
Cook himself, because Labour 
would otherwise lack a political 
heavyweight at a time when the upper house is likely be em- 
broiled in complex struggles, not least concerning its own future. 
You might therefore label this rumour “reliable”, except that, | 
disconcertingly, the Times has reported with no less confidence 
that Mr Blair is being urged by Lord Irvine, the lord chancellor, to 
make Lord Macdonald into Labour’s leader in the Lords. Since 
even Mr Blair cannot have two leaders in the Lords, best change | 
that toa “less reliable”. | 
In theory, newspaper people confused by the conflation of so | 
many firm but mutually excluding rumoursare entitledtoturnfor | 
guidance to Alastair Campbell, the prime minister’s official | 
spokesman. For fear of ridicule, your columnist has refrained from 
doingso. Apart from anythingelse, the difficulty is that Mr Camp- | 
bell has once again become the story, not its teller. It is said (reli- | 
able) that he intends after the general election to slip out of the | 
limelight, even if he stays on (less reliable) in Downing Street as a | 
grey eminence (almost impossible to imagine). All will presum- 
ably become clear after the general election. Remember the elec- | 
tion, anyone? | 
i 
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COLOMBIA 


Drugs, war and democracy 


T IS a country with many qualities. Though only 

the fifth-largest in Latin America by area, Colom- 
bia is the third-largest by population (with 41m 
people), and the second (after Brazil) in biodiversity. 
More of its women work outside the home than 
elsewhere in Latin America. It is the world’s second- 
biggest supplier of coffee and of cut flowers. For 
much of the past century, Colombia was a rare 
model of Latin American economic stability and 
success. Between 1945 and 1995, its economy grew at 
an annual average rate of almost 5%. It was one of 
the few countries in the region to enjoy an invest- 
ment-grade credit rating. Among foreign business- 
men, it came to be known as Latin America’s best- 
kept secret. 

Colombia also claims to be the region's oldest 
democracy (though that requires some qualifica- 
tion), and it takes its culture seriously. Not only does 
it have a living Nobel-prize-winning novelist in Ga- 
briel Garcia Marquez, but its cities are teeming with 
bookshops, and its exports of books exceed those of 
any other Latin American country. Colombian- 
born Fernando Botero is perhaps Latin America’s 
greatest living visual artist. 

But nowadays Colombia has become associated 
with less attractive features: the prevalence of illegal 
drugs, and the violent disorder of its guerrillas and 
paramilitary bands. For the past two decades, Co- 
lombia has been the world’s main supplier of co- 
caine. Its role in this industry was originally that of 
an entrepôt. It would import the coca (whose leaves 
provide the raw material for the drug) in semi- 
processed form from Peru and Bolivia, where most 
of it was grown, and re-export it as refined cocaine 
to the United States and Europe. But in the 1990s, 
coca growing became concentrated in Colombia. 

The country’s central role in the illegal-drug 
business has fuelled a wider breakdown in public 
order. Violence in Colombia is not new, but it has 
taken on new forms. The drug gangs have turned a 
generation of unemployed urban youths into sica- 
rios, or hired killers. At the same time, the drug busi- 
ness has supplied finance, and given new military 
strength, to three irregular armies: on the left, the 
guerrillas of the Revolutionary Armed Forces of Co- 
lombia (FARC) and the smaller National Liberation 
Army (ELN); and on the right, bands of paramilitary 
vigilantes, most of whom are organised in the Un- 
ited Self-Defence Forces of Colombia (auc). 

Conflict between the guerrillas and the security 
forces, which enjoy the unofficial (and increasingly 
unwelcome) support of the paramilitaries, began 
four decades ago, but it has recently become more 
intense. The number of civilian casualties is rising. 
The government's writ now runs over only about 
half of this vast country—though that half includes 
the cities, where most Colombians live. 

The statistics of violent death in Colombia are 
shrouded in confusion, some of it deliberate. The 
murder rate climbed steadily in the 1980s; it then re- 
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mained broadly constant during the 1990s. In pro- 
portion to the population, it is the world’s highest 
(see charts 1 and 2, next page). 

According to the Defence Ministry, there were 
1,777 deaths in combat last year. But the Colombian 
Commission of Jurists (ccj), a human-rights group, 
says that in all, 6,067 people were killed as a result of 
“socio-political violence” in the 12 months to Sep- 
tember 2000—an increase of almost 50% compared 
with the previous 12 months. The security forces’ 
traditionally poor human-rights record has im- 
proved. But the cc identifies the paramilitaries as 
the authors of 49% of the non-combat killings, with 
the guerrillas responsible for 11%. 

All the armed groups target civilians who are 
held to be “collaborators” with rivals, The paramil- 
itaries do this with particular savagery: their massa- 
cres of civilians are aimed at “cleansing” territory. 
Over the past five years, some 1m Colombians are 
thought to have fled to the cities to escape rural vio- 
lence. Last year, the International Committee of the 
Red Cross gave emergency aid to 130,000 such “dis- 
placed people”. 

The paramilitaries’ raison d’étre, they say, is the 
state’s failure to provide security against kidnapping 
and extortion by the guerrillas. In kidnaps, too, Co- 
lombia is the world leader. Last year the police re- 
corded 3,707 kidnaps, or roughly ten every day, well 
over treble the number in 1996. The guerrillas were 
responsible for about 60% of these, according to the 
defence ministry. Some kidnap victims are rich, but 
many are merely not poor. Some are seized at im- 
promptu roadblocks; some are children. 

To make matters worse, the economy no longer 
seems immune to the insecurity of everyday life. In 
1999 Colombia suffered a steep recession: GDP 


Can President Pastrana make peace? 


The world’s 
demand for drugs 
has given new fuel 
to old conflicts in 
Colombia. 
Establishing 
democratic order 
will take time, and 
outside help, writes 
Michael Reid 




















4 SURVEY COLOMBIA 7 


shrank by 4.5%. A tentative recovery is now under 
way, but unemployment stands at 20%. Until secu- 
rity improves, investment may be held back. 

In search of safety and better economic pros- 
pects, record numbers of Colombians are leaving 
their country for the United States, Venezuela, Ecua- 
dor and Central America. According to ANiF, an 
economic think-tank in Bogota, ım Colombians 
have moved abroad since 1996. 

To add to the gloom, Colombians are disillu- 
sioned with their political leaders. The guerrillas 
have little public support; the paramilitaries have 
only slightly more, though approval of them is 
growing. But democratic politics has become tar- 
nished not just by the apparent helplessness of gov- 
ernment in the face of the country’s problems, but 
also by rising corruption in public life. 

In 1998, Colombians elected as their president 
Andres Pastrana, a Conservative former television 
news anchorman from a prominent political family. 
Faced with a dispiriting panorama, Mr Pastrana 
took two big steps. The first was to begin peace talks 
with the Farc. The second was to start repairing Co- 
lombia’s relations with the United States, which had 
suffered under his predecessor, Emesto Samper. 

The peace talks have moved slowly, but Mr Pas- 
trana’s second initiative has been more successful. 
In Washington, drug fighters were fretting over the 
surge in coca cultivation. Policy buffs were alarmed 
that Colombia—strategically located between the 
Panama Canal and Venezuela’s oilfields—was de- 
teriorating into a “failed state”, which in turn could 
endanger the weak democracies of its Andean 
neighbours. 


Uncle Sam steps in 


Their answer was Plan Colombia, drawn up jointly 
by Colombian and American officials and launched 
by Mr Pastrana in September 1999. It is officially des- 
ignated as “a plan for peace, prosperity and the 
strengthening of the state”. It is meant to involve an 
investment of $7.5 billion over three years, including 
$4 billion from Colombia itself. 

But Plan Colombia has a hard core. Last year the 
United States granted Colombia $1.3 billion in emer- 
gency aid, to be spent over two years. Most of this is 
military aid, but it includes $8:m for schemes to 
wean farmers off coca, as well as $122m for human 
rights and for the judiciary. It was approved with 
strong bipartisan support in America’s Congress, 
and comes on top of an annual aid programme of 
some $330m, most of it for fighting drugs. This 
makes Colombia the biggest recipient of American 
aid anywhere outside the Middle East. 

The Clinton administration insisted that the 
military aid was to fight drugs, not 
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guerrillas—but that by cutting the 
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nervous, fearing overspill from an intensified war. 
The presence of American military advisers in a for- 
eign jungle conjures up memories of Vietnam. Hu- 
man-rights groups note the history of brutality in 
Colombia’s armed forces, as well as links between 
some military officers and the paramilitaries. 

Some critics ascribe Colombia’s difficulties 
mainly to what they consider to be the failings of its 
democracy, and see the guerrillas as the product of 
political exclusion and socio-economic injustice. 
Others, especially in Europe, claim to favour more 
“social investment” rather than military aid—but 
the European Union has so far offered only a mod- 
est $100m in aid to Colombia, though Spain has also 
offered a similar sum. 

According to a second set of critics, Plan Colom- 
bia’s military aid is too narrowly focused on the Un- 
ited States’ war against illegal drugs rather than on 
Colombia's own problems. Two decades of repres- 
sion of the drug industry in the Andean countries 
have failed to make a dent in its overall output. 
These critics fear that Plan Colombia may simply 
move coca cultivation to other parts of Colombia, or 
to neighbouring countries. They think that foreign 
aid should instead be concentrated on strengthen- 
ing Colombia's democratic state across the board. A 
recent joint report by the Council on Foreign Rela- 
tions and the Inter-American Dialogue, two Ameri- 
can foreign-policy think-tanks, concluded that: 
“The core problem has to do with state authority, 
the inability of the government to protect its citi- 
zens. In seeking to strengthen the capacity of Co- 
lombia’s security forces, more emphasis should be 
placed on professionalisation and training than on 
supplying equipment to fight drugs.” 

It is true that Colombia’s problems have been 
hugely aggravated by drugs, which in turn have 
flourished in the country’s atmosphere of general 
lawlessness. Since the rich countries that are the 
world’s main consumers of cocaine show no sign of 
depriving the drug gangs of their vast profits by le- 
galising the stuff, they have a responsibility to help 
the country that has suffered most from their habit. 

But mending Colombia goes beyond trying to 
tackle the drug trade. It means dealing with three 
other problems: public insecurity, lack of economic 
confidence and political cynicism. That requires an 
understanding of how Colombia got into its current 
mess—not least because Colombians’ perception of 
the present is shaped by myths about their past. 
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A country apart 


F ALL the countries in Latin America, Colom- 

bia is “the least studied and perhaps the least 
understood (by outsiders)”, according to David 
Bushnell, an American historian. That may be, as Mr 
Bushnell suggests, because Colombia defies many 
regional patterns. It was spared the pendulum 
swings between military dictatorships and unstable 
civilian governments, or between economic liberal- 
ism and populism, that most of its Andean neigh- 
bours suffered in the 20th century. 

Colombia’s armed forces have always been rel- 
atively weak, and distrusted by the civilian elite. Nor 
has the country had strong socialist or populist par- 
ties. Instead, apart from one four-year interlude of 
(mild) military rule in the 1950s, Colombia since the 
mid-i9th century has been ruled by only two par- 
ties, the Liberals and the Conservatives. Economic 
policy relied on political consensus and evolution- 
ary change. That made Colombia an exception to 
the Latin American pattern of boom-bust volatility. 

What makes Colombia so different from its 
neighbours? A geography that is difficult even by 
Latin American standards predisposed the country 
towards introversion, regionalism and a weak cen- 
tral state. In southern Colombia, the Andes break 
into three chains, splaying out towards Panama, the 
Caribbean coast and Venezuela respectively. The 
highland valleys and tablelands, where most of the 
population lives, are separated from each other by 
the tropical valleys of the Magdalena and Cauca riv- 
ers. The Pacific littoral is clothed in dense rainforest, 
much of the Caribbean one backed by swamps or 
semi-desert. To the south-east of the Andean chains, 
almost half of the country is occupied by the trop- 
ical lowlands of the llanos. 

Even today, transport is difficult. Take, for ex- 
ample, Medellin, Colombia’s second city and the 
home of much of its manufacturing industry. It is six 
hours from the sea in the Gulf of Uraba, which lacks 
a deep-water port, along a road often blocked by 
guerrillas. Many of its exports, therefore, make a 15- 
hour journey by truck to Cartagena. Bogota, the 
capital and now the main business centre, is even 
further from the sea. No wonder that air transport 
has long been important in Colombia, which boasts 
the world’s second-oldest scheduled airline. 

Colombia’s political history is marked by the 
conjunction of legalism and lawlessness. In a coun- 
try of many internal frontiers, frontier “justice” 
flourished. “Our penal system is full of checks 
against tyranny, but is lax on crime,” says Luis Fer- 
nando Ramirez, the defence minister. 

The anti-militarism of the political elite was re- 
inforced by the war of independence. Although Si- 
mon Bolivar and his fellow Venezuelan generals had 
played a big part in freeing Colombia from Spain, 
they came to be resented in Bogota. Bolivar fa- 
voured an Andean confederation, but also strong 
central government. He was opposed by Colombia’s 
Francisco de Paula Santander, a soldier too, but one 
who had studied law. 

The Liberal Party descended from Santander’s 
supporters; it was federalist and anti-clerical. The 
Conservatives, more loosely, claim descent from Bo- 
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livar. The two parties fought periodic civil wars, os- 
tensibly over how Colombia should be governed, 
but in reality for power. They became perhaps the 
only truly national institutions. Both were socially 
mixed. Although their ideological differences 
waned, party loyalty remained fierce; it was passed 
on within villages and families. 

Colombia’s emerging political stability was 
shattered in 1948, when Jorge Eliecer Gaitan, a pop- 
ulist Liberal, was assassinated in a Bogota street. The 
ensuing riots and subsequent feuding between sup- 
porters of the two parties developed into a rural civil 
war, fuelled partly by land disputes. In a decade of 
bloodletting and guerrilla warfare known as la vio- 
lencia, between 100,000 and 200,000 died. 

That national trauma marked the subsequent 
half-century. It led to military govemment, fol- 
lowed by formal power-sharing. In an arrangement 
known as the National Front, the two parties agreed 
in 1958 to alternate in the presidency for 16 years, 
and to divide ministerial jobs and Congress seats 
between them. The front commanded widespread 
support and restored peace and stability. But it 
stored up problems. 

First, it was undemocratic. Governments im- 
posed an almost permanent state of emergency. 
This had “almost no meaning in everyday life”, ac- 
cording to Malcolm Deas, a historian at St Antony’s 
College, Oxford; but it allowed opponents to argue 
that political competition was blocked and civil lib- 
erty curtailed, and that they should take up arms. In 
1964, the Farc was founded by Communist guerril- 
las left over from la violencia. A year later, the pro- 
Cuban ELN was launched. 

Second, the front had the paradoxical effect of 
weakening the two main parties, because political 
competition took place within each party rather 
than between them. Both parties were broad and 
loose: for example, Communists were sometimes 
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elected as Liberals. 

To many critics, the institutional arrangements 
bequeathed by Colombia’s peculiar history lie at 
the heart of its current difficulties. Take the political 
system. The two parties are accused, variously and 
somewhat contradictorily, of elitist paternalism and 
of pork-barrel “clientelism”. The state is charged 
with being absent as well as repressive. These criti- 
cisms are heard not only from the left but, more sur- 
prisingly, often also from self-styled members of the 
establishment, a term much used in Colombia. 

Colombian politics certainly had the appear- 
ance of a cosy club. Since 1930, a handful of families 
have dominated presidential politics: the line-up of 
presidents has included two Lopezes, two Lleras and 
two Pastranas, and each political dynasty had a tele- 
vision news franchise or a newspaper. Even though 
power-sharing in the formal sense withered away in 
the 1980s, it remains a habit: for example, Liberals 
hold important jobs in Mr Pastrana’s government. 
But it is not as cosy as all that. Eduardo Posada 
Carbo, a Colombian historian at the Institute of 
Latin American Studies in London, argues that Gai- 
tan’s assassination and the national front prompted 
“a petrification of Colombian politics in the collec- 
tive memory” which led to a disregard for the vir- 
tues of the country’s representative democracy, as 
well as a failure to recognise its evolution. 


Institutional flaws 


Continuous political reforms since the 1970s in- 
cluded a new constitution in 1991, following peace 
talks that had seen three small guerrilla groups (but 
not the FARC or the ELN) lay down their arms. Many 
of the provisions of the new constitution were de- 
signed to make government more democratic by 
placing restrictions on the executive, to broaden the 
political system and to encourage new parties. 

The constitution has some good points. Inspired 
by Spain’s model of regional autonomy, it has given 
new powers to mayors and departmental gov- 
ernors, created a new office of attorney-general and 
set up new institutions to improve human rights. 
Now, a decade on, Colombian democracy does 
seem more vigorous than it was. Voter turn-out in 





elections has been rising, to a record 59% in 1998. Pol- 
itics has many new faces, especially at local level. 

A particular success has been Bogota, which has 
undergone a municipal renaissance under several 
reforming mayors, including Enrique Penalosa, a 
Liberal, and Antanas Mockus, an independent now 
in his second term. They have cleaned up the city’s 
finances, built a new and cost-effective public- 
transport system, created new parks and built new 
secondary schools in poorer districts. The capital’s 
murder rate has fallen sharply, helped by Mr 
Mockus's citizen education campaigns, which have 
included stronger regulation of alcohol and guns. 

The constitution also had flaws. It combined 
rigid micro-management with a system of gov- 
ernment that is “both unchecked and unbalanced”, 
according to a recent study of Colombia’s institu- 
tions by a team of academics led by Alberto Alesina, 
an economist at Harvard University. 

First, the constitution added to political pres- 
sures to increase state spending, which contributed 
to the 1999 recession. An activist constitutional court 
has not helped. Until this year, seven of its nine 
members happened to be labour lawyers, who have 
added to the government's fiscal problems (and to 
the unemployment rate) by decreeing wage in- 
creases. The court has also done severe damage to 
one of the most successful housing-finance systems 
in Latin America by capping interest rates. 

Much of the extra spending came from the de- 
centralisation of government mandated by the con- 
stitution. According to Juan Jose Echeverria of 
Fedesarrollo, a Bogota think-tank, Colombia in 1995 
transferred 39% of public revenues to local gov- 
ernment, well over twice the Latin American aver- 
age. But Colombia has not embraced federalism; 
most revenue-raising remains with central gov- 
ernment. Many local governments are now bank- 
rupt. Under a new law, they are supposed to cut 
costs in return for a government bail-out. 

Second, party politics has evolved in unex- 
pected ways. Under the constitution, the Senate is 
elected on a national rather than a regional basis. 
The idea was to encourage third parties. There has 
been a rise in support for independents (though 
some of these come from the main parties). But the 
traditional parties remain in control. In practice, 
though, they are increasingly fragmented. Gov- 
ernments must negotiate with individual cong- 
gressmen—and are free of the scrutiny of an effec- 
tive opposition. Corruption has flourished, 
especially in the form of well-organised scams in- 
volving local politicians, as Fernando Cepeda, a po- 
litical scientist and former minister, points out. 

Third, the administration of justice has im- 
proved only slightly, as the modest fall in the mur- 
der rate attests. In Colombia, murder usually goes 
unpunished. According to Mauricio Rubio, a Co- 
lombian economist at Carlos III University in Ma- 
drid, only around 40% of murders are ever investi- 
gated, and only one murder in ten results in an 
arrest. The conviction rate is a mere 7%, and even 
then the murderer can expect to serve an average of 
only four-and-a-half years in jail. 

This failure of public policy has encouraged 
private (in)justice. There are as many private security 
guards in Colombia as there are policemen. For de- 
cades, death squads operated within the security 
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forces, killing both alleged guerrilla supporters and 
social undesirables such as beggars and prostitutes. 
One reason for that was because military officers 
felt that their fight against the guerrillas received in- 
sufficient backing from the state, but they in turn re- 
lied on being able to act with impunity. Both points 
apply, writ large, to the paramilitaries. 

Yet for all Colombia's failings, its institutions 
also notched up some striking successes. Economic 
growth went hand in hand with social progress. In 
the 1960s, income distribution was highly unequal, 
even by Latin American standards, but between 
1970 and 1995, progress in cutting poverty and in- 


| equality was “well-nigh spectacular’, according to 
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Juan Luis Londoño, an economist at Bogota’s Uni- 
versity of the Andes. Measured by unmet basic 
needs, the percentage of the population living in 
poverty fell over that period from 70% to 27%, and 


inequality declined steeply. 


This progress was the fruit of economic growth, 
but also of well-targeted social spending by gov- 
emment. Sadly, it has since been jeopardised by re- 
cession: over the past three years, an additional 3m 
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Colombians have fallen into poverty, Mr Londoño 
reckons. But talk of institutional failure in Colombia 
needs to be kept in perspective. A more powerful 
factor in the country’s current ills is the corrosive ef- 


fect of the drug trade. 





Spraying misery 


AN JUAN DE CERRO AZUL, despite its impres- 

sive name, consists of just half a dozen wooden 
huts. It stands on a ridge overlooking steep hillsides 
at the end of a bruising dirt track, an hour by jeep 
from the riverside town of San Pablo, on the Magda- 
lena in the south of Bolivar department. For the past 
ten years, San Juan has been home to Eliecer Galvis, 
a 38-year-old farmer. 

Mr Galvis, whose bare upper torso carries a long 
scar across the stomach, says he has 30 hectares (74 
acres) of land on the scrabbly soils of the hillside be- 
hind San Juan. Like many Colombian farmers, he 
grows bananas, yuca and maize. But “food crops 
don't give a decent income”, he says. So three years 
ago, he began to plant coca. He had four hectares of 
the green-leaved shrub, enough to provide a living 
for his family of seven. 

That was until the weekend in mid-February 
when the police helicopters arrived, escorting a 
crop-duster that swooped low over the fields and 
sprayed the coca with glyphosate, a powerful agri- 
cultural weedkiller. Ten days later, Mr Galvis’s coca 
field looked brown and withered. So, he claims, 
were his food crops. “Who knows what we're going 
to do now? They've destroyed everything. At least 
they should pay us something, and build a decent 
road, so that we could make a living from agriculture 
or cattle,” he complains. 

Mr Galvis was the target of a vigorous coca- 
spraying campaign that American officials see as a 
key element in tackling their drug problems. Over 
the past two decades, the United States has honed a 
three-pronged strategy for the Andean countries, 
aimed at cutting the supply of cocaine reaching its 
shores: first, going after drug-processing labs and 
transport routes to disrupt the market for coca 
leaves, thus driving down their market price; sec- 
ond, eradicating coca growing, by consent if possi- 
ble, by force if necessary; and third, financing the 
development of alternative sources of income for at 
least some of the coca farmers and labourers. 

This strategy has been a qualified success in Bo- 
livia, where acreage under coca decreased from 
48,000 hectares in 1996 to 15,000 last year, according 
to the State Department's annual report on interna- 
tional narcotics control. In Peru, too, land under 
coca fell from 115,000 hectares in 1995 to 34,000 last 
year. Unfortunately the coca simply moved to Co- 
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lombia, where cultivation has risen steadily over the 
past decade (see chart 3). In the early 1990s, Colom- 
bia’s drug traffickers also introduced opium pop- 
pies, which are grown on the high Andean slopes in 
the south. Colombia is now a small heroin producer. 

What makes matters worse for the drug war- 
riors—and for Colombia—is that most of the coca is 


Illegal drugs have 
done huge damage 
to Colombia, but 
the war against 
them risks being 
counterproductive 


in areas which are under the control of one or more 
of the country’s armed groups, rather than the gov- 
emment. That is not coincidental: as an outlaw in- 
dustry, drugs thrive in a lawless environment. Su- 
perimpose a map of the coca crop on one of guerrilla 
and paramilitary territories, and the two will prove 
a good fit (see map towards end of this article). Al- 
most half of the coca crop comes from the southern 
department of Putumayo, which is controlled partly 
by the rarc and partly by the paramilitaries. Coca 
cultivation has increased in southern Bolivar, Na- 
riño and Norte de Santander departments—battle- 
grounds contested by all three illegal armies. 


A blitz on coca 


Wiping out Colombia’s coca crop is, ostensibly at 
least, the chief aim of the United States’ contribution 
to Plan Colombia. Several years’ spraying has so far 
failed to stop the growth of the coca harvest, but of- 
ficials insist that for the first time they now have 
enough resources, both in hardware and in cash. 
Some $440m of American aid is being used to 
train three anti-drugs army battalions, totalling 
around 2,500 men, and to equip them with 16 Black- 


hawk helicopters. These will not 
start arriving until June, but the first 
two batallions have already gone 
into action, using 22 Vietnam-era 
Huey helicopters. 

On December 19th, when the 
thousands of raspachines (migrant 
coca-leaf pickers) had gone home 
for Christmas, the Colombian po- 
lice began a lightning spraying 
campaign in Putumayo. By mid- 
February, with the protection of the 
battalions, they had sprayed some 
29,000 hectares without encounter- 
ing serious armed resistance. Over 
half of this was in paramilitary- 
controlled areas, and much of the 
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Farmers claim that glyphosate is dangerous to 
health, though there is no firm evidence of that. The 
spraying may be damaging to the environment, but 
so is growing coca: large areas of forest have been 
cleared to make way for it, and millions of gallons of 
chemicals used in its processing. 

Much of Putumayo’s coca is in large, industrial 
plantations. Farms with less than 3 hectares of coca 
are spared; if food crops are hit, that is because they 
have been cunningly planted amid or next to the 
coca. If mistakes are made, compensation is paid. 
Officials say that the crop-dusters’ nozzles are com- 
puter-controlled; the targeting system uses Ameri- 
can satellite imagery. 

That is the theory. In practice, this is not an exact 
science. And for the farmers, growing coca is a ratio- 
nal economic choice; being made to stop growing it 
causes them serious problems. Plan Colombia does 
recognise this. “The whole project is carrot and stick: 
they see the spray planes and sign up for manual 
eradication,” says Anne Patterson, the United States’ 
ambassador in Bogota. Already, about 2,000 coca 
farmers in three municipalities in Putumayo have 
signed up for manual eradication. Gonzalo de Fran- 
cisco, the Colombian official in charge of the pro- 
gramme, says he hopes that in all, 26,000 families in 
Putumayo, with 16,000 hectares of coca, will sign up. 
They will have a year to destroy their coca; in return, 


they will get emergency aid, and long-term help to 
develop alternative livelihoods. These could include 
cattle, forestry, fish, palm hearts and natural medici- 
nal products. 

One problem is that the emergency aid has been 
so slow to reach the farmers. Another, as American 
officials admit, is that alternative development in 
Putumayo will be far harder than in, say, Bolivia. 
“The infrastructure is poor, so is access to markets, 
quality of soil and climate, and the security situation 
is complex,” says George Wachtenheim, the outgo- 
ing Colombia director of the United States Agency 
for International Development. There is also a high 
risk that coca will simply move on: already it is be- 
ing planted in the inaccessible rainforests along the 
Pacific coast. 

In Putumayo, the government is spending $50m 
on improving roads, but the biggest question mark 
is security. As part of an agreement reached with Mr 
Pastrana in February to revive the moribund peace 
talks, the Farc said they would not obstruct volun- 
tary coca-eradication schemes. But will that stick? 
And if the government fails to provide swift alterna- 
tives, how many of the disgruntled farmers and la- 
bourers will join the guerrillas? 

In the middle-Magdalena region, which in- 
cludes southern Bolivar, a development project run 
by Desarrollo y Paz, a non-government organisa- 
tion, gives some grounds for hope. This is perhaps 
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OR a century, coffee has been at the 

heart of Colombia’s economy and of 
its democracy. As recently as 1986, it 
made up more than half of the country’s 
total exports. It still accounts for a third 
of rural employment. Unlike in Central 
America or Brazil, coffee in Colombia is 
a democratic and labour-intensive in- 
dustry. It is grown by 400,000 farmers, 
mainly smallholders, who employ a 
similar number of labourers. 

Coffee created a rural middle class, 
provided a market for industry, and fi- 
nanced a local welfare state that was 
perhaps the finest achievement of Co- 
lombia’s paternalist democracy. The re- 
sults can be seen around Manizales, the 
capital of the coffee belt. It is a clean, 
modern city of 380,000 people, 2,250 me- 
tres up in the central cordillera of the 
Andes. The hillsides are studded with 
neat farmhouses that have electricity, 
running water and telephones, and are 
linked by asphalted roads. 

Coffee’s success was a triumph of 
enlightened regulation, overseen by the 
powerful Federation of Coffee Growers, 
an organisation financed by a small 
charge on its members’ coffee sales. 
Founded in 1927, the federation set up a 
research centre to develop new varieties 
and pest-control systems, offered tech- 
nical advice and credit to the farmers, 


and worked to ensure 
quality. It was also 
responsible for one of 
Latin America’s few suc- 
cessful international 
brands, Café de Colom- 
bia, with a logo featuring 
a jovial moustachioed 
farmer. In conjunction 
with the government, 
the federation also oper- 
ated the national coffee 
fund, which fixed guar- 
anteed minimum internal prices for cof- 
fee, intervening as a buyer of last resort. 


Make mine black 


Now all of this is under threat. Trends 
such as the advent of new low-cost pro- 
ducers such as Vietnam and the in- 
creased efficiency of Brazilian growers 
have created a permanent glut in the 
world coffee market. Colombian coffee 
attracts a premium over other arabica 
coffee of $0.10 a pound for its quality, 
but its price, at around $0.76 a pound, is 
at its lowest for eight years. At that level, 
many farmers barely break even. Last 
October the federation had to suspend 
its charge and cut the guaranteed price. 

This crisis has highlighted the fed- 
eration’s conservatism. Jorge Cardenas, 
the current president, has been in the 





tion’s 74 years of life. But 
his members’ problems 
are hardly Mr Carde- 
nas’s fault. The federa- 
tion has been close to 
the farmers. Had it been 
closer to the consumers, 
it might have been 
quicker to market and 
promote higher-priced 
speciality coffees. 

There are no easy 
answers for the coffee 
belt. It is hard to increase productivity 
on steep mountain plots, and the land is 
not suitable for other crops—except, on 
the lower slopes, coca. Already, coffee 
production has fallen from 16m 60-kilo 
bags in 1995 to 10m bags last year. Un- 
employment in the area is rising, and so 
is violence. Some Colombians see the 
problems of coffee, and of other crops 
such as cotton, as a big factor in the rise 
in coca cultivation. 

In Manizales, they are working on 
other ideas, including mushroom farms 
(using coffee waste) and bamboo pro- 
duction for building materials. The 
mayor has an ambitious plan to set up 
technology parks and promote invest- 
ment in software businesses. That might 
be a more promising way to spend aid 
money than spraying coca fields. 
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the most violent and conflict-ridden area of Colom- 
bia. But by taking a politically neutral stance, Desar- 
rollo y Paz is managing to work, more or less in 
peace, with around 5,000 peasant farmers. It gives 
advice and arranges credit (through private banks, 
though with government subsidies and guarantees) 
for projects ranging from organic farming to buffa- 
loes, sugar cane and African palm. 

A well-managed small farm can provide an in- 
come of at least three times Colombia’s minimum 
wage, says Francisco de Roux, the director of Desar- 
rollo y Paz and a Jesuit priest. “Nothing is more prof- 
itable than coca, but the farmers know it has a very 
high social cost. They say: show me an alternative 
that offers a reasonable living, and I'll leave coca.” 


Vicious circle 


Tired of the United States’ bullying hypocrisy over 
drugs, Colombians have often downplayed the in- 
dustry’s disastrous effect on their own country. For a 
while, a decade or so ago, that became impossible. 
The traffickers based in Medellin, led by Pablo Esco- 
bar, sought political and economic power: when 
thwarted, they resorted to bomb attacks and assas- 
sinations of judges, politicians and journalists. In 
1989, three presidential candidates were murdered. 

With help both from the rival gang based in Cali 
and from the United States, the police eventually 
dismantled the Medellin cartel, killing Escobar in 
1993. The Cali traffickers preferred bribery to ter- 
rorism: their undoing was to respond to a request 
for campaign cash from aides to Ernesto Samper, 
who was elected president in 1994. 

Mr Samper survived impeachment over the 
matter, but the affair had some disastrous conse- 
quences. One was that the United States sought to 
weaken Mr Samper's government, cutting aid to Co- 
lombia. That was one reason why both coca and the 
illegal armies flourished in the mid-1990s. 

The Samper government did crack down on the 
Cali gang. The police, with much American tuition, 
regularly bust traffickers and laboratories. But none 
of this has cut the flow of drugs from Colombia. 
Nowadays, according to Bruce Bagley, a researcher 
on drug trafficking at the University of Miami, up to 
60% of the trade is in the hands of small “boutique” 
syndicates, run by family groups of middle-class 
professionals with close links to the paramilitaries. 
Much of the remainder is controlled by an old- 
established gang in the Cauca valley, north of Cali. 

American officials periodically link the FARC to 
international trafficking, but without firm proof. 
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Still, nobody disputes that the guerrillas make 
money from taxing coca farmers and traffickers, and 
from running processing laboratories and airstrips. 
The best estimate of their income from drugs, extor- 
tion and kidnapping is perhaps $250m-300m a year. 
Alfonso Cano, a member of the FARc’s seven-strong 
secretariat, as its top leadership is called, admits that 
the guerrillas receive money from “retentions” (kid- 
naps). “We know that this is bad, but we have a very 
large force that needs to eat and to dress, and we 
need arms and munitions.” He adds that drug 
money is “everywhere in the world economy”. The 
paramilitaries eam perhaps $200m from similar ac- 
tivities, reckons Mr Bagley. 

That is the vicious circle that is at the heart of 
Colombia’s plight. As an illegal product, cocaine at- 
tracts a risk-inflated price. Although most of the 
profits go to dealers in consumer countries, what fil- 
ters back to Colombia amounts to significant wealth 
in a poor country: estimates of the money repatri- 
ated by the drug industry range from $2.5 billion to 
$5 billion a year (or 2-4% of Gpp). For comparison, 
Colombia’s defence budget is $2.8 billion, including 
army and police pensions. Whether the drug money 
is used to finance illegal armed groups or to corrupt 
officials, the outcome has been a catastrophic weak- 
ening of the democratic state and the rule of law. 

“= = —— 





Talk of peace, acts of war 


A FIRST glance, San Vicente del Caguan looks 
: like any other small frontier town on the fringes 
of the Amazon basin. On its stiflingly hot, bustling 
streets, lined with half-finished houses of concrete 
and brick, Japanese pick-ups and motorbikes jostle 
with horse-drawn carts. From early afternoon, Mex- 
ican rancheras blare out from the brothels’ loud- 
speakers. Each day, 30 trucks of cattle leave the 
town, most for the slaughterhouses of Cali. 
What makes San Vicente unusual is the pres- 
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ence in the main square of a small office of the FARC, 
staffed by neatly uniformed women and youths. 
Outside, in a dusty park, a billboard denounces Plan 
Colombia (“The gringos provide the weapons; the 
Colombians provide the dead”). For the past two 
years, the government has allowed the Farc to con- 
trol a 42,000-square kilometre swathe of mountains, 
jungle and grassland around San Vicente. The army 
battalion outside the town was withdrawn. The 
FARC had demanded this “demilitarised zone” as a 





The FARC shows 
no signs of giving 
up its fight, but the 
army is getting 
stronger 
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condition for getting peace talks going. 

An hour away by a dirt road leading across cattle 
pastures carved from cleared jungle is the village of 
Los Pozos. There, in a fenced-off enclosure, is a large, 
government-built block of offices and meeting 
rooms. In its grounds, seated on white plastic chairs 
beneath an open-sided palm-thatched hut, gov- 
ernment negotiators talk with their counterparts 
from the FARC. 

Yet during two years of intermittent talks, the 
only thing agreed on has been a cumbersome 
agenda. At the FARc’s request, discussions have cen- 
tred on how to reduce unemployment, with some 
20,000 people attending public hearings in San Vi- 
cente and Los Pozos. Meanwhile the war has gone 
on, with increasing savagery. 

Many Colombians believe Mr Pastrana has 
made too many unilateral concessions, and many in 
the armed forces worry that the demilitarised zone 
helps the rarc’s military operations. “They've ac- 
quired a very large logistical and operational base. 
They are supplying, equipping and training with no 
action by the state to hinder them. It’s an advan- 
tage,” says General Fernando Tapias, the armed- 
forces commander. But, he adds, “It has allowed the 
country and the world to see the government's will- 
ingness to seek a negotiated settlement, and the op- 
position to democracy of the insurgents.” Some mil- 
itary analysts also think that the zone is slowly 
turning the rarc into a sedentary force, marked by 
internal dissension and corruption. 

With public confidence in the “peace process” 
vanishing, in early February Mr Pastrana made an- 
other of the bold theatrical gestures that are his chief 
political virtue. He flew to the zone for two days of 
talks with Manuel Marulanda (known as “Tirofijo” 
or Sureshot), the FARc’s 69-year-old leader, and the 
two of them hammered out a fresh accord. They 
agreed to speed up the talks, to start discussing a 
ceasefire, and to set up a committee to discuss ways 
“to end paramilitarism and to diminish the inten- 
sity of the conflict”. The Farc also agreed to “a 
mechanism” to check that the demilitarised zone 
was not being abused, and to regular meetings with 
foreign diplomats. 

Many Colombians hope that the “Los Pozos Ac- 
cord” will breathe fresh life into the talks. So far, the 
peace process has increased the rarc’s trust in the 
government, says Camilo Gomez, Mr Pastrana’s 
chief peace negotiator (though the guerrilla leaders 
at Los Pozos clutch their AK-47s and wear uniforms, 
revolvers and machetes even as they talk). “Now we 
have to restore citizen confidence in the process, 
with agreements that show it has been moving for- 
ward,” says Mr Gomez. 

But the rarc sees things rather differently from 
the government. “Our struggle is to do away with 
the state as it now exists in Colombia, preferably by 
political means, but if they don’t let us then we have 
to carry on shooting,” says Alfonso Cano, of the 
FARC’S ruling secretariat. 

The rarc is unlike any other Latin American 
guerrilla movement, not least in its longevity. Its ori- 
gins lie in peasant self-defence groups organised by 
the pro-Moscow Communist Party in or near To- 
lima during la violencia, and later driven by the 
army to the mountains in what is now the demili- 
tarised zone. Even today, most of its members are of 





peasant origin, says Mr Cano. Sociologically, the 
FARC can be seen as representing the interests of two 
groups of Colombian peasants: small farmers who 
have colonised “internal frontiers” such as the An- 
dean foothills, the llanos and the middle-Magda- 
lena region, and whose farms are threatened by cat- 
tle barons; and farmers and day-labourers in the 
coca industry. In the cities, Mr Cano admits, its 
influence is “not as great as we would like”. 

The FARC combines peasant stubbornness with 
narrow dogmatism. Mr Marulanda has never vis- 
ited a city larger than Neiva (population: 248,000), 
the capital of Huila. The farc still claims to be com- 
munist, even though Colombia's Communist Party 
has shrivelled into insignificance, but it now dilutes 
its communism with “Bolivarianism”. That means a 
“gaseous mixture of populism and anti-imperial- 
ism”, aimed at attracting middle-class support, says 
Alfredo Rangel, who was a security adviser to Mr 
Samper’s government. Colombian officials worry 
that the rarc has gained the sympathy of Hugo 
Chavez, Venezuela’s president (who also calls him- 
self a “Bolivarian”). But there is no evidence that 
Venezuela is giving active help to the FARC. 


A distrust of democratic politics 


The Farc’s distrust of democratic politics was exac- 
erbated by the failure of peace talks in the 1980s. 
After a ceasefire was agreed in 1984, the FARC 
launched a political party, the Patriotic Union, 
which won 4.5% of the vote in the 1986 poll and 
elected several mayors. But over the next five years 
more than 1,000 of its members were murdered, in- 
cluding two of its presidential candidates. Some 
were killed by paramilitary death squads linked to 
the armed forces, and others by the drug gangs— 
with which the Farc were now in competition. One 
result of the massacre of the Patriotic Union is that 
the rarc is an army without a party or politicians. 
“They're military giants, but political dwarfs,” says 
Ingrid Betancourt, an independent senator. That 
makes the talks more difficult. 

Mr Pastrana says that he would like to sign a 
peace deal before he leaves office in July 2002, but if 
that proves impossible, “I hope we'll advance to the 
point where the process becomes completely irre- 
versible.” Officials hope that through the talks and 
the links with foreign diplomats, the Farc will be 
persuaded to account for its actions, scale down its 
demands and accept representative democracy. 

That has not happened yet. Mr Cano insists that 
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the rarc will not demobilise in return for “houses, 
cars and scholarships”, or a few seats in Congress. 
“This country will be saved when we have the 
chance to run the state”, he says. 

While it talks peace, the rarc is still building its 
war machine; its forces now number perhaps 
18,000, of whom some 6,000 are lightly armed urban 
militia, according to the defence ministry. The 
FARC’S troops are divided into some 70 “fronts”, 
each averaging about 150 people, and a handful of 
“mobile columns”. Thanks partly to Vladimiro 
Montesinos, the disgraced intelligence adviser to Al- 
berto Fujimori, Peru’s former president, they are 
well armed. Last year the Farc received 10,000 
AK-47 automatic rifles from Jordan via Peru, in a 
deal arranged by cronies of Mr Montesinos. 

During Mr Samper’s government, the FARC be- 
gan to operate in larger units. It inflicted several hu- 
miliating defeats on the armed forces, where small 
detachments were overwhelmed by forces of sev- 
eral hundred guerrillas, and some 500 police and 
troops were taken prisoner. 

Mr Pastrana has set about making the armed 
forces more effective. They have been fighting the 
guerrillas for four decades, but they have never 
been given much economic or political support by 
the Colombian elite. Tellingly, conscript soldiers 
who have completed secondary education (known 
as bachilleres), and are therefore considered middle 
class, cannot by law be sent into battle. 

The armed forces number only 140,000. There 
are 100,000 police, who also come under the defence 
ministry. By international standards these numbers 
are small, especially considering the size of the irreg- 
ular forces, which total perhaps 35,000. Standard 
counter-insurgency doctrine suggests that Colom- 
bia needs at least another 100,000 troops. 

Instead, the government has tried to improve 
the quality of its forces, in two ways. It has increased 
the numbers of salaried professional soldiers, from 
10,000 in 1998 to 43,000 now (and a planned 55,000 
by the end of this year). They are paid around $200 a 
month. These soldiers are replacing the conscript 
bachilleres, who “cost money but didn’t do any- 
thing,” says Luis Fernando Ramirez, the defence 
minister. Soldiers now get training in human rights, 
and the military code has been reformed. 

The army has also been reorganised. Small, vul- 
nerable detachments have been withdrawn. The 
emphasis is now on mobility. A rapid-deployment 
force of about 5,000 professional troops has been set 
up for which the government has bought two dozen 
Blackhawk helicopters. “For the first time we have 
an attack force,” says Mr Fernandez. 

The air force and the navy (whose marines pa- 
trol the rivers) are also working more closely with 
the army. Some 650 Colombian officers and Ncos go 
on training courses in the United States every year. 
Under a contract with the Pentagon, mpri, a private 
company run by retired American generals, was ad- 
vising Colombia on “force modernisation”. The 
company was successful in helping Croatia in 
1994-95, but in February General Tapias ended the 
arrangement. “Nobody else has our kind of experi- 
ence in this unique war,” he says. 

Some weaknesses remain, especially in night 
operations and logistics. And the armed forces are 
not strong enough to retake much territory for the 
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state. Last year, however, they did eject the FARC 
from the Sumapaz massif, just south of Bogota, 
whence the guerrillas had been kidnapping resi- 
dents of weekend homes near the capital. The FARC 
had built 6okm (37 miles) of road there, using ma- 
chinery “borrowed” from nearby municipal coun- 
cils. The army is now building a base there. Late last 
year, when a rarc column from the demilitarised 
zone attempted to move to Norte de Santander de- 
partment, it was routed by the army. Many of the 
guerrillas deserted; some of them turned out to be 
children, suggesting that the rarc is having trouble 
recruiting. 

Overall, the rarc is no longer winning the war— 
though neither, yet, is the army. When a base is at- 
tacked, the army can now react within the hour, 
says Rafael Pardo, a former defence minister. So the 
FARC has returned to guerrilla war and uncon- 
ventional weapons. The latest tactic is to attack po- 





The FARC in fighting form 


lice posts in small towns, using cooking-gas cylin- 
ders stuffed with explosives—a devastatingly 
inaccurate weapon. 

But it would take a different sort of weapon to 
swing the balance back in the rarc’s favour. There 
have been many reports, all unconfirmed, that the 
guerrillas have acquired ground-to-air missiles. If 
true, that could neutralise the army's new helicop- 
ter-borne strategy. It is not hard to acquire such mis- 
siles, but they are delicate things, and hard to main- 
tain in working order in the tropics. 

Even so, most military analysts believe that the 
FARC’S leaders—or at least Jorge Briceño (popularly 
known as “El Mono Jojoy”), its top military com- 
mander—are not yet persuaded that they cannot 
win the war. The guerrillas have said they are plan- 
ning for an army of 30,000—sufficient, they hope, to 
stage a “final offensive” against the armed forces, 
which would lead to the collapse of the state. Many 
political analysts believe that it will take another 
two to four years of fighting before the Farc aban- 
don such plans and start negotiating seriously. But 
Colombia’s conflicts are far messier than a straight 
fight between the army and the rarc—and most of 
the casualties are civilians. 

= 
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The paramilitaries 
are the greatest 
political threat to 
Colombian 
democracy 








The curse of the vigilantes 


O GET a sense of the murderous complexity of 

Colombia’s conflicts, visit Barrancabermeja, a 
city of 283,000 people on the banks of the broad 
Magdalena river. It has long been Colombia’s oil 
capital, its skyline dominated by the flaring chim- 
neys of a large refinery owned by Ecopetrol, the 
state oil firm. Partly to guard the refinery, two army 
battalions are based in the city; a 70-man special- 
forces squad was dispatched there in January. 

Even so, in the first three months of this year, al- 
most 200 people were murdered in Barrancaber- 
meja. Most were killed by the paramilitaries, who 
are laying siege to the working-class suburbs east of 
the railway line that divides the city in two. For most 
of the past three decades, these suburbs have been 
controlled by the ELN (which in the past had influ- 
ence over the oil workers’ union) or by the FARC. 

By day, the army has checkpoints in the sub- 
urbs, and the police patrol the area. But what was 
once a police station there is a shell, bombed by the 
ELN years ago. At night, the murders begin. The vic- 
tims are guerrilla sympathisers, say the paramil- 
itaries. Their critics disagree. In January, the para- 
militaries declared the Popular Feminine 
Organisation, a grassroots group, to be a “military 
target”. In one suburb, they gave six members of this 
group two hours to leave their homes, or risk death. 

What is at stake in this battle is not just political 
control of the city, but money. The refinery pro- 
duces 80% of Colombia’s petrol. Around 3% of this is 
stolen from the distribution pipelines and sold, 
costing Ecopetrol $30m a year, says Alberto Calde- 
ron, the firm’s chief executive. For years the guerril- 
las did the stealing; now it is the paramilitaries. 

Those paramilitaries are the fastest-growing 
armed group in Colombia. They have over 8,000 
troops, up from 4,500 in 1998 (and only 1,200 in 1993), 
according to the defence ministry. Most of these are 
organised in the auc, led by Carlos Castaño, the son 
of a dairy farmer kidnapped and murdered by the 
FARC. They are responsible for many of the worst 
atrocities against civilians. 

Rural vigilante groups existed in Colombia dur- 
ing la violencia, but the origins of the auc lie in the 
late 1980s, when the drug barons acquired a taste for 
the life of the landed gentry. During the 1980s, traf- 
fickers bought 1m hectares of land in rural areas, ac- 
cording to an estimate by Semana, a news maga- 
zine. That was more than the government's Agrarian 
Reform Agency had managed to distribute to land- 
less farmers in 25 years, and led to talk of a land 
“counter-reform”. 

The traffickers’ acquisitions were mainly cattle 
farms in the middle Magdalena valley, in Meta in 
the llanos, and above all in Cordoba, Antioquia and 
Sucre in the north-west. These areas were infested 
by guerrillas, who routinely demanded protection 
money. The traffickers’ countered such demands by 
organising militias, which evolved into the auc. 

The auc retains close links with the drug trade, 
but it also enjoys the support and financial backing 
of many cattle farmers who have nothing to do with 
drugs, and some politicians and military officers. In 
Cordoba, in particular, the auc controls local gov- 













The mounting terror 


Number of massacre victims" 





~~ Gd By paramilitary groups 
GB By guerrilla groups 








“Massacre defined as an attack in which more than four people are killed 
L Source: Colombian National Police 





J 





ernment. Opinion polls show that 10-15% of the 
population approve of Mr Castaño and the auc (the 
equivalent figure for the guerrillas is around 3%, 
though that is probably an underestimate). Some 
Colombians see the paramilitaries as the only 
means to defeat the guerrillas and restore order. 
“The auc exists because [the] armed forces have not 
done their institutional duty of guaranteeing lives, 
property and honour,” Mr Castano recently told the 
Washington Post. 

The paramilitaries are not short of money. They 
pay their gunmen comparatively handsome wages 
of $300-400 a month, and arm them with mini-Uzi 
machine guns. Mr Castaño said in the same in- 
terview that his forces have more than 800 former 
guerrillas in their ranks, more than 1,000 former sol- 
diers, and at least 135 ex-officers and Ncos. 

The auc uses terror to win territory from the 
guerrillas. In the first ten months of last year, the pa- 
ramilitaries carried out 75 “massacres” (defined as 
incidents in which more than four people are killed) 
in which 507 civilians died. In some cases, these 
massacres involved gruesome acts of torture. The 
paramilitaries have also targeted human-rights 
workers, trade-union leaders, academics and jour- 
nalists. Many of Colombia’s leading social scientists 
and journalists have been forced into exile (though 
in some cases it has been the guerrillas, rather than 
the paramilitaries, who have been behind this). 


Staining the state with blood 
Read any human-rights report about Colombia, 
and you will find many testimonies showing that, 
across the country, the paramilitaries operate un- 
molested close to many of the security forces’ bases. 
The government says it is taking action against 
both the paramilitaries and their military friends. 
The security forces claim to have killed 76 paramil- 
itaries in the ten months to October last year, more 
than double the number for the same period the 
year before, and to have captured 248. Mr Pastrana 
has ordered the sacking of scores of officers alleged 
to have links with the auc. But of one group fired 
last year, 23 promptly joined up with Mr Castano. In 
February a retired army general was sentenced by 
court-martial to 40 months in jail for having failed 
to halt a paramilitary massacre in 1997. But the case 
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sent a mixed message: the colonel who had blown 
the whistle was given a similar sentence. 

Mr Ramirez, the defence minister, says that “in 
three or four years’ time, [the paramilitaries] will be 
our biggest headache.” But it may happen much 
sooner, for two reasons. The first is that Mr Castano 
appears to be seeking political influence to match 
his increased military might. Many politicians, in- 
cluding Mr Pastrana, draw a distinction between the 
guerrillas, to whom they ascribe some degree of po- 
litical motivation (and in practice, legitimacy), and 
Mr Castano, whom they see as a thug. But Mr Cas- 
tano wants a place at the peace table. 

To that apparent end, for the past two years the 
auc has been blocking a second set of peace talks, 
between the government and the etn. Under a plan 
agreed on with the government, the ELN would as- 
semble for a nine-month “peace convention” in a 
“demilitarised zone” of 4,000 square kilometres 
(1,550 square miles) in southern Bolivar, just across 
the Magdalena river from Barrancabermeja. But this 
area is strewn with obstacles. “All the problems of 
the country are there in microcosm: the paramil- 
itaries, the FARC, the ELN, drugs and crime,” says Mr 
Pastrana. 

The auc controls the towns and the coca indus- 
try in this zone. It twice ordered the local population 
(which has no great enthusiasm for the ELN) to stage 
roadblocks in protest at the planned peace zone. 
That was an open challenge to the government. In 
February, it responded by sending 3,000 troops to 
the area, and spraying 5,000 hectares of coca (in- 
cluding those of Mr Galvis). Agreement on setting up 
the zone at last seems imminent. 


Peace hopes 


Ironically, the ELN appears much keener to reach an 
early peace than the rarc. Though it still has some 
3,500 fighters (and perhaps the same number of ur- 
ban militia), it has been badly weakened by para- 
military attacks against its civilian base. It has agreed 
to far tighter conditions over its use of the proposed 
haven than those applied to the rarc. If its hopes of 


After the crash 


IVEN the country’s enviable economic record 

over the previous decades, it was a sad irony 
that when emerging markets from Asia to Brazil got 
into trouble in 1997-98, Colombia’s economy turned 
out to be the most vulnerable in Latin America. By 
1998, its current-account deficit was running at over 
5% of Gop, the highest in the region, and its fiscal def- 
icit at 5% of Gpr, second only to Brazil’s. “For the first 
time in its history, Colombia had totally heterodox 
economic management during the 1990s,” says Mr 
Echeverria, of Fedesarrollo. 

However, the average Colombian politician 
firmly believes that the blame lies elsewhere—with 
the neo-liberal policies introduced in the early 1990s 
by President Cesar Gaviria. Those policies were not 
especially bold by the standards of the region. Aver- 
age tariffs fell from 34% in 1985 to 11.7% in 1997. Some 
state firms were privatised, but large parts of the te- 
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Another day, another massacre 


peace are thwarted, it will doubtless redouble a ter- 
rorist campaign that in the past two years has in- 
cluded several mass kidnaps, as well as constant 
acts of sabotage against the electricity grid and oil 
pipelines. 

The second, and more important, reason why 
Mr Castano is becoming an ever bigger headache 
for the government is that by undermining the le- 
gitimacy of the state and weakening the rule of law, 
he is jeopardising both the peace process and the 
continuation of foreign aid to Colombia. 

At the top, the armed-forces commanders know 
that their institution must be seen to sever all links 
with the paramilitaries—or risk seeing the United 
States Congress cut military aid. But lower down, at- 
titudes are harder to change. The paramilitaries 
never attack the security forces, with whom they 
share a common enemy. “We need a historic rupture 
between the armed forces and the paras, and it 
hasn't happened at all levels,” says Alfonso Gomez 
Mendez, the attorney-general. 

- ms —_s 


lecoms and energy sectors remain in the hands of 
government, national or local. 

But two things coincided with the opening, un- 
dermining many of its aims. First, the exchange rate 
quickly became overvalued. In part, this was the re- 
sult of big capital inflows. Some of these were repa- 
triated drug profits, some were attracted by new oil 
finds, and some reflected Colombian firms’ borrow- 
ing abroad, taking advantage of the country’s in- 
vestment-grade credit rating. 

A strong peso also became the policy of succes- 
sive governments and the central bank as they tried 
to comply with the new constitution’s requirement 
to cut inflation. On this front at least, they were suc- 
cessful: inflation in 2000 was 8.7%, down from 32% in 
1990. But the strong peso hit farmers and textile 
manufacturers hard. And although capital and im- 
ports were cheap, labour became increasingly ex- 





How long will it 
take Colombia to 
rebuild its 
economy? 
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pensive. Cheap foreign credit flooded into inexpert 
and inadequately supervised local banks. It also 
pushed up asset prices, especially for property. 

The second big jolt to the economy was a spend- 
ing binge. Total public spending increased from 24% 
of Gpr in 1990 to 36% in 1998, for three reasons. First, 
central government was required by the new con- 
stitution to increase transfers to local government, 
but failed to make corresponding cuts in its own 
spending. Second, Mr Samper’s battle against im- 
peachment and the hostility of the United States 
proved expensive. As he tried to buy popularity, the 
public-sector wage bill increased by 70% during his 
term. Third, Colombia’s internal conflicts exacted a 
mounting financial toll. 


Descent to recession 

All these imbalances pushed Colombia first to- 
wards slower growth and rising unemployment 
from 1996 onwards, and then, in 1998-99, into the 
novel experience of deep recession. The credit bub- 
ble burst, property prices crashed, several banks col- 
lapsed, and the fiscal deficit ballooned. Colombia 
lost its cherished investment-grade rating, which in- 
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creased its borrowing costs. Unemployment soared. 

Recovery has been swift, but is still shallow (see 
chart 6 on next page). The central bank devalued the 
peso, scrapping an exchange-rate band system and 
allowing the currency to float. That restored the real 
exchange rate to its level of a decade ago. Exports 
grew by 13% last year, and the current account went 
back into balance. Under an agreement with the imr 
for loans totalling $7 billion over three years, the 
government committed itself to a moderate dose of 
fiscal rectitude. The overall fiscal deficit declined to 
3.6% of GDP, from 5.4% in 1999. 

The government took three banks into public 
ownership, liquidated three mid-sized private 
banks and gave subsidised loans to another ten, on 
condition that their shareholders pumped in extra 
cash. This staved off a collapse of the financial sys- 
tem. Foreign banks (notably Spain’s sscu and BBVA) 
now account for 31% of the system’s assets. 

All the same, the economy remains handi- 
capped by several structural weaknesses which will 
need fixing before growth and employment can re- 
gain their buoyancy. The government is cheerfully 
forecasting growth of almost 4% this year, but some 














Business looks outwards 


EDELLIN became notorious in the 

mid-1980s because of its drug traf- 
fickers. But for most of the past century, 
the city has been famous for something 
else: the strength of its local manufactur- 
ing firms, which still form an important 
part of Colombia’s economy. In Antio- 
quia department, industry accounts for 
32% of GDP, compared with 14% for the 
country as a whole. 

These firms grew by concentrating 
on the domestic market. Until the trade 
opening of 1990, they were largely pro- 
tected from foreign competition. Multi- 
nationals in Colombia still account for a 
relatively small share of the economy. 
After a brief period of buccaneering 
equity capitalism in the 1950s, Colom- 
bian firms retreated into the Latin 
American mould of family conglomer- 
ates—or into a dense protective web of 
cross-shareholdings, as in Medellin. 

Cheap capital during the 1990s soft- 
ened the blow of opening the economy. 
Colombia’s three biggest conglomer- 
ates—the Santo Domingo, Ardila Lulle 
and Sarmiento —_ groups—borrowed 
heavily and snuggled up to government, 
expanding into regulated businesses 
such as mobile telephony and television. 

Recession has speeded up change. 
The conglomerates are streamlining 
their businesses, and cutting costs. Take 
Ardila Lulle, whose empire spans soft 
drinks, beer, glass, radio and television, 
textiles and sugar. Whereas in 1992 the 
group employed 47,000 people, num- 
bers have now shrunk to 25,000. In 1999 


the group made a big operating loss, but 
last year it managed a small net profit of 
$9m on sales of $1.1 billion. 

Santo Domingo and Sarmiento, for 
their part, have pulled out of telecoms, 
selling their stakes to BellSouth. Santo 
Domingo is merging Avianca, its airline, 
with Aces, a rival part-owned by the 
Federation of Coffee Growers. But old 
habits die hard. Santo Domingo and Ar- 
dila Lulle have swapped beer and asso- 
ciated assets with the express aim of 
keeping out foreign predators. 

Change has gone further in the 
Grupo Empresarial Antioqueño (pop- 
ularly known as the Sindicato Antio- 
queno). Based in Medellin, this group is 
made up of 125 firms with a total work- 
force of 80,000. The group has three pil- 
lars: Suramericana, a large financial 
group which also has stakes in retailing 
and catering; a clutch of food compa- 
nies led by Compañia Nacional de 
Chocolates; and Argos, a cement firm 
with a range of interests in coal and 
building materials. 

Because of devaluation and reces- 
sion, the group's consolidated sales fell 
in dollar terms, from $7.9 billion in 1998 
(with a net profit of $670m) to $4.2 bil- 
lion last year (with a net profit of 
$320m). But it looks well placed to grow 
again. Unlike the Bogota-based con- 
glomerates, the Sindicato is run by pro- 
fessional managers and is becoming 
more international in outlook. Last year 
its exports rose to $450m, from $9om in 
1990; it now has $500m in investments 


abroad, mainly in the Andean countries 
and Central America. 

In addition, some of the Sindicato 
firms have taken on foreign partners. For 
example, Exito, its Medellin-based 
hypermarket business, has recently 
merged with a local supermarketeer to 
become Colombia’s largest retailer, and 
sold a 25% stake to France’s Casino. Ac- 
cording to Gonzalo Restrepo, Exito’s 
chief executive, this deal was partly to 
gain capital to open new stores, but also 
to gain know-how. And the staff is be- 
coming more cosmopolitan: when Mr 
Restrepo arrived a decade ago, he says, 
“I was the only one who spoke English; 
now 500 speak English and 40 are learn- 
ing French.” 

That change is fundamental, and 
long overdue. “For the first time, Colom- 
bian firms are looking at the interna- 
tional market, not as a temporary thing 
but as a long-term strategy,” says Marta 
Lucia Ramirez, the trade minister. She is 
working with a host of small and me- 
dium-sized businesses to develop their 
export potential. Exports of manufac- 
tured products are starting to take off. 

Colombia’s natural markets are the 
Andean countries, Central America— 
and the United States. For the past ten 
years, many of its exports have enjoyed 
tariff-free entry to the American market 
under the Andean Trade Preference Act, 
but this is due to expire in December. 
Mr Pastrana would like to see it replaced 
by a broader mechanism: “The message 
is we don’t just want their aid dollars. 
We want to compete, to generate jobs. 
That's the only way to stop youths from 
going to the war.” 
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independent economists put the figure at 2.5%. 

Juan Manuel Santos, who became Colombia’s 
finance minister last year, says that he hopes to 
hand over to the next government (in mid-2002) “if 
not investment grade, then conditions from which 
we can recover it”. But that, he concedes, will re- 
quire more work on the public finances. 

To meet the imr’s target for last year’s fiscal defi- 
cit, Mr Santos managed to persuade a reluctant 
Congress to permit tax increases equal to 1.8% of Gop 
in a full year. He claims to have shaved the gov- 
ernment’s primary deficit (ie, excluding debt-inter- 
est payments), despite a ruling by the constitutional 
court that overturned a public-sector wage freeze. A 
new law requires local governments to cut their 
running costs. And the government is seeking ap- 
proval in Congress for two further measures: a con- 
stitutional reform to freeze transfers to local gov- 
emment until 2008 and, more problematically, 
pension reform. 

In 1993, Colombia introduced a Chilean-style 
system of individual pension accounts, to run 
alongside existing pay-as-you-go arrangements that 
made especially generous provision for congress- 
men, teachers, oil workers and the armed forces, 
among others. This burden has become increasingly 
heavy: central-government spending on pensions 
rose from 0.8% of Gpr in 1991 to 2.3% last year. The 
government wants to increase contributions, raise 
the retirement age and eliminate the special regimes. 
“We won't get everything, but we will get progress,” 
says an adviser to Mr Pastrana. 

With oil income falling, analysts worry that the 
government will not meet its targets for the fiscal 
deficit of 2.8% of Gpr this year and 1.8% in 2002. In 
the midst of a war, and with unemployment al- 
ready high, fiscal austerity is politically difficult to 
impose, so the im is likely to be lenient. But the cost 
of public profligacy is borne by the private sector, in 
the form of higher interest rates and scarce credit. 

Another barrier to growth is the financial sys- 
tem. Estimates of the final cost of bailing out the 
banks range from 6% of cpr (Mr Santos's) to as 
much as 15% (a private banker’s). The worst may be 
over, but many banks are not yet strong enough to 
expand their lending. Last December, bad loans still 
accounted for some 11% of the total, according to Fo- 
gafin, the government agency charged with cleaning 
up the system. To add to that, the banks will have to 
write off some of their loans to bankrupt local gov- 
ernments, according to a senior banker. 





The long road back [6] 


GDP and private investment 
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The key to faster growth lies in a recovery of 
private investment, which is picking up only slowly 
after its collapse in 1999. That is partly because of the 
credit shortage, partly too because firms are strug- 
gling to clean up their own balance sheets; many 
had borrowed heavily before the crash. 

Oil is now Colombia’s biggest foreign-exchange 
eamer, and coal is set to oust coffee as the second- 
largest exporter next year. Both energy businesses 
are largely in the hands of foreign investors. Oil has 
a history of flattering to deceive: large new fields 
were discovered in the 1970s and again in the 1990s, 
encouraging hopes that Colombia would become a 
big exporter, but exploration then slumped. Produc- 
tion is dropping too: last year it fell from 816,000 bar- 
rels per day in January to 685,000 in December. 

To lift it up again, the government has eased 
contract terms for Ecopetrol’s foreign partners. That 
seems to have produced results: 32 new exploration 
contracts were signed last year, up from only one in 
1999. In addition, Occidental and sr are now going 
ahead with development work in two promising ar- 
eas after their contracts were re-negotiated. 

The prospects for coal are also bright. Colombia 
is the world’s fourth-largest coal exporter, selling 
34m tonnes last year. It has large, low-cost deposits 
close to the Caribbean coast. El Cerrejon, managed 
by Exxon, an American energy company, is a huge, 
high-tech open-cast mine, with its own railway and 
port. Carlos Caballero, the minister for energy and 
mines until last month, reckons that coal exports 
could double within four years. 

But both oil and coal are capital-intensive. Cut- 
ting unemployment depends on industries such as 
construction, where the constitutional court ruling 
capping mortgage interest rates has paralysed in- 
vestment. The government plans to help the mort- 
gage banks by rolling their old debt into new securi- 
ties, but until Congress, or the court, issues a new 
ruling, bankers will remain cautious about lending. 


Risk premium 

How much damage is public disorder doing to the 
economy? Some of the costs can be quantified. The 
conflict has added $80m-100m per year to dis- 
tribution costs, according to anpi, the confedera- 
tion of private businesses. Sabotage to the electricity 
grid cost perhaps $175m last year, as well as blocking 
privatisation of two electricity firms. Spending on 
bodyguards and armoured cars for managers also 
adds up. Then there is extra defence spending, and 
the loss of tax revenue caused by a large drug- 
fuelled informal economy. 

But the effect of the war is more insidious than 
the numbers imply. It has undermined investors’ 
confidence in the country’s future, making it harder 
for local firms to raise funds. Last month the coun- 
try’s three stockmarkets announced plans to merge 
later this year, but that will make little difference. 
Few shares are traded on the exchanges, and foreign 
investment in the stockmarket has plunged. 

Many of Colombia’s own businessmen, how- 
ever, are less gloomy. “Colombia has problems, but 
it is not the riskiest country in the world—prices of 
firms are much lower than their real value,” says 
ANDI'’s Luis Carlos Villegas. If only the rest of the 
world shared his optimism. 
=n — | 
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Colombia will 
need outside help 
for a while yet, but 
the main effort has 
to come from 
within 
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The rule of law 


N MAY 2002, Colombia faces a presidential elec- 

tion. Mr Pastrana (who cannot run again) is un- 
likely to have concluded peace by then, but he will 
leave the country less vulnerable than he found it. A 
start has been made on modernising the armed 
forces. And Colombia is better off with the peace 
process, for all its flaws, than without it. 

Who will take over? For now, the polls give a 
slight lead to Horacio Serpa, the Liberal leader. He 
has backed Mr Pastrana on the peace talks, but says 
he would like Europe to become more involved. Mr 
Serpa is an experienced social democrat, but his past 
closeness to Mr Samper may count against him. 

However, the electoral agenda is being set by Al- 
varo Uribe, a former Liberal governor of Antioquia 
who is standing as an independent. He would make 
talks with the Farc conditional on an end to hostil- 
ities and international verification of the demili- 
tarised zone. He wants a bigger army, helped by a ci- 
vilian auxiliary force. His critics accuse him of 
favouring the paramilitaries, but he denies it. His 
hardline approach is gaining support among the 
middle classes. 

Somewhere between the two stands Noemi Sa- 
nin, a former Conservative minister who in 1998 was 
an independent, anti-corruption candidate for the 
presidency, winning a 27% share of the poll. She is 
being advised by some of the brightest technocrats 
in Colombia, and would probably push furthest in 
modernising the state. But can she get the votes? 

Whoever wins will inherit Plan Colombia, as 
well as the peace talks. The Bush administration has 
asked Congress for some $500m in aid for next year. 
Most of this would be to keep the anti-drugs brigade 
going; $100m or so would be for Ecuador and other 
neighbours, to help them deal with any overspill of 
refugees and coca. But the aid flow could be inter- 
rupted if the United States were to become disillu- 
sioned by Plan Colombia’s failure to stop drugs. 

What about Europe? It has “begun to un- 
derstand that Plan Colombia is not 
just military. If there is any frustra- 
tion, it's that Europe doesn't see the 
drug issue as their issue,” says Mr 
Pastrana. As a drug consumer, how- 
ever, Europe has done much to add 
to the violence in Colombia. 

The next president will have not 
only to build on Mr Pastrana’s lega- 
cy, but also to tackle those areas that 
he left untouched. On the economy, 
the priority should be to reduce un- 
employment and help the unem- 
ployed. That means sorting out the 
regulatory tangle holding back the 
construction industry, as well as 
more thorough reform of the state, 
cutting public spending overall to 
make room for lower interest rates 
but boosting spending on some sec- 
tors. Political reform is also required. 
An electoral system under which 
each party presents a single list of 
candidates, rather than the current 


multitude of individual lists, would be an improve- 
ment. Media ownership needs to be widened, and 
decentralisation rethought to eliminate duplication 
of spending and to instil a stronger sense of local fi- 
nancial responsibility. 


The risk of doing nothing 


There is a broader question that both Colombia and 
its friends may have to face. Is the present strategy 
the right one? It is not hard to see that Plan Colombia 
could go wrong. The biggest worries are human 
rights and drug policy. The mounting paramilitary 
terror, with the complicity of mid-level army offi- 
cers, could—some would argue, should—lead to for- 
eign aid being cut off. There is indeed something 
odd about an aid programme which in practice 
concentrates on attacking the guerrillas while ap- 
parently ignoring the paramilitaries: both are 
equally involved in drugs. And there is little reason 
to believe that Plan Colombia will lead to a sus- 
tained reduction in the overall flow of cocaine to the 
United States. 

But nor is doing nothing an option. For Colom- 
bia, the overriding challenge is to provide security 
for all its citizens—replacing legalism and extra-legal 
violence with the rule of law. It is difficult to see how 
that can be achieved without stronger armed forces, 
especially since they now face a war on two fronts. 
But Colombia cannot achieve peace by military 
means alone. Establishing the rule of law means 
more and better police forces, prosecutors and 
judges, as well as soldiers. 

It also involves a political settlement, through 
the peace process. But there are limits to what is ne- 
gotiable. It would be unwise to redesign the coun- 
try’s institutions at gunpoint. So what can the gov- 
ernment offer? Agrarian reform, certainly; and, after 
hostilities are over, the chance for rank-and-file 
guerrillas to join local police forces, perhaps. But the 
most important thing is a guarantee of the guerrillas’ 
right to participate in democratic politics, without 
threat to their lives, and on equal terms. 

Outsiders have a vital role in weaning the guer- 
rillas off their political maximalism. As well as on 
drugs, Colombia’s conflicts have thrived on the 
country’s introversion—a trait shared by business, 
politicians, soldiers and guerrillas alike. So “interna- 
tionalising” the conflict might help to end it. 

But if Colombia is to emerge from its turmoil, the 
main effort has to come from its own leaders. Too 
many wealthy Colombians still delude themselves 
that the paramilitaries represent a solution rather 
than an exacerbation of the problem. The biggest 
danger remains that of a spiral of violence in which 
a future government colludes with vigilantism and 
the guerrillas respond with yet more kidnapping. 

It need not be like that. Colombians face several 
more tough years, but their country’s history in- 
cludes under-appreciated successes, as well as con- 
tinuing problems. If Colombians make intelligent 
choices, and the outside world gives them the sup- 
port they need, a stronger and more democratic na- 
tion state may yet emerge. 
= —_ | 
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After the flood 


SAN FRANCISCO 


Bad news from Cisco and many of its peers shows that no corner of the 
technology industry is immune from the downturn 


OHN CHAMBERS, chief executive of 

Cisco Systems, is known to choose his 

words carefully. So it was telling that, dur- 
ing a conference call on April 16th with Wall 
Street analysts to give a warning of sharply 
lower results, he described his company as 
the victim of a natural disaster. In the net- 
working business, he said, the equivalentofa 
once-a-century flood would be a drop in 
sales of 10-15%. How, then, to describe the 
first full quarter of this year, when his com- 
pany expects sales to fall by 30% over the 
previous quarter? “We never built models to 
anticipate something of this magnitude,” Mr 
Chambers admitted. 

His candour confirmed what industry 
analysts have been worrying about for some 
time. After an unprecedented boom, in- 
formation-technology companies are now 
in the midst of an unprecedented bust. 
Many of their corporate customers appear to 
have frozen their technology spending until 
further notice. Now the question is whether 
there are any safe havens and how long this 
“buyers’ strike”, as itis already being called in 
Silicon Valley, will last. 

After this and next week’s quarterly 
earnings reports it will be clearer how bad 
the damage is. So far, the news has not been 
_ encouraging—though there has been the 
odd positive surprise. Intel was one of the 
few firms that exceeded expectations, but 
even its first-quarter figures paled in com- 
parison with previous results: revenue was 
down 16% from a year ago. 18m announced 
strong revenue growth of almost 9%, and a 
15% rise in net profits. 

The tech industry’s woes stem not only 
from weak demand, but also from excessive 
optimism that it would continue to grow at 
breakneck speed—particularly in the case of 
Cisco, once the leading light of the “new 
economy”. Because its orders regularly ex- 
ceeded forecasts last year, lead times were 
getting too long; for some products, custom- 
ers had to wait up to 15 weeks. To reverse this 
trend, Cisco ordered piles of components, in 
particular the customised parts that them- 
selves have a long lead time, even though 
there were already signs of a slowdown. 

So when demand for networking gear 
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dropped dramatically in mid-December, 
Cisco was particularly vulnerable. Upstart 
telecoms firms, which have been in trouble 
for some time, cut back sharply, buying 40% 
less Cisco equipment in the first quarter of 
this year than in the previous quarter. Mean- 





while, dotcoms are dying by the dozen, sell- 
ing off their hardly used Cisco gear at steep 
discounts. Spooked by the current uncer- 
tainty, and under less competitive pressure 
from start-ups, many old-economy compa- 
nies have also stopped buying new network- 
ing equipment. 

All this leaves Cisco stuck with a huge in- 
ventory, much of it custom-made parts that 
the firm cannot easily sell. It has more than a 
year’s supply of some components, and 
plans to write off a whopping $2.5 billion in 
inventory—though even that will leave it - 
with $16 billion-worth of components in 
stock. To restore its profitability Cisco will, 
among other things, reduce its workforce by 
no fewer than 8,500 people. 


Not unsinkable, after all 


Gone is the old idea that companies such as 
Cisco, which sell network plumbing, would 
be insulated from the demise of the In- 
ternet’s frothier firms. That said, it is unlikely 
thatall other companies will be quite as hard 
hit. Juniper Networks, one of Cisco’s main 
competitors, has so far managed to continue 
growing. Its revenues reached $332m in the 
first quarter, more than five times more than 
in the same quarter last year. However, it 
also gave a warning that reduced spending 
by telecoms companies and Internet service 
providers would soon cut into its growth. 

Such lucky exceptions aside, analysts 
have a hard time finding bright spots. Tech- 
nology businesses that were also once be- 
lieved to be relatively recession-proof now 
look nothing of the sort. Take storage pro- 
ducts. Demand for these was supposed tore- 
main strong no matter what happened tothe 
economy. The volume of e-mail is always 
rising, firms are gathering more and more 
data about their customers, file sizes of 
everything from presentations to annual re- 
ports are increasing—and all this informa- 
tion needs to be stored somewhere. 

Yet leading makers of data-storage pro- 
ducts recently had to admit that they are not 
immune from the slowdown in technology 
spending. On April uth, emc, the dominant 
firm in the sector, said it will fail to meet Wall 
Street’s expectations for the first time in five 
years: it will grow by 20% this year, rather 
than the 25-35% it had earlier forecast. The 
same day, Network Appliance, another stor- 
age vendor, gave a warning that revenue for 
the past quarter could fall by up to 25% be- 
cause customers are delaying orders. 

Nor is enterprise software, the complex 
programs that dominate corporate comput- 
ing, the safe bet it once seemed. Here the ar- 
gument has been, until recently, that such 
software is even more appealing in a down- 
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NEW YORK 


AY what you want 

about the man, but 
many in the traditional 
media world found some- 
thing reassuring in the ap- 
pointment on April 17th of 
Terry Semel, a former Hol- 
lywood executive, to be 
the next boss of Yahoo! 
Back in the boom days, 
new media trumped old 
with aor’s acquisition of 
Time Warner. Now, after 
the bust, an old-media 
icon is going to run what 
was once the highest-fly- 
ing of the new-media 
stars. That seems like fair play—and in- 
deed a return to the natural order of things. 

Is Mr Semel the answer to Yahoo!'s 
woes? If Yahoo! is best viewed as a conven- 
tional media company, he might be: he ran 
the Warner Brothers studio for 20 years and 
has long experience in everything from 
film to music. A media insider with a 
steady operational hand might be just 
whatsuch a company needs. Yahoo!, how- 


Yahoo!'s old—media bet 





Steady Semel 


ever, is not such a company. 
The main reason why it is 
thought of as a media giant 
atall is that it has a huge au- 
dience and most of its reve- 
nues come from advertising; 
in other respects, it has more 
in common with a software 
firm or even a telecom- 
munications company. If 
Mr Semel tries too hard to 
remake Yahoo! into the sort 
of media firm he is most fa- 
miliar with, he could de- 
stroy the qualities that 
brought it Internet stardom 
in the first place. 

The best thing about Yahoo!'s business 
model is that the firm does not need to 
create much of its own content. Instead, it 
uses software to repackage others’ content, 
from financial information to wire-service 
news stories, combining and linking the in- 
formation in ways that add value for its us- 
ers. Compared with huge newsrooms, 
software and servers are cheap; long after 
the lights are out in its office, Yahoo!’s ro- 






botic content machine is still working. The 
result is impressive, software-style operat- 
ing efficiencies: last year, Yahoo! took in 
revenues of $1.1 billion with 3,500 employ- 
ees, a ratio better than almost all media 
firms. By comparison, Knight Ridder, a 
newspaper publisher, has more than six 
times as many employees but less than 
three times the revenues. 

Mr Semel is a creature of a world where 
a few stars, jealously courted and held, give 
media firms unique, must-have hits. Ya- 
hoo!, by contrast, is all about using tech- 
nology to turn commodity content into 
value-added services. Mr Semel has not 
said much about what he will do at Yahoo!, 
but his history and known skills suggest 
that he will take it more towards creating its 
own content (one of Mr Semel’s few forays 
into Internet media was an investment in 
Digital Entertainment Network, which 
went bust trying to do original video pro- 
gramming on the web). 

If, indeed, this is his plan, then Yahoo!’s 
business model is in for a jolt. That is not 
necessarily a bad thing—aoL Time Warner 
is a similar hybrid—but it would mark a 
dramatic departure from Yahoo!'s present 
path, after just two bad quarters. Is the out- 
look for online advertising really as bleak 
as all that? 















turn, because it helps companies to ride out 
tough times. Oracle argues, for example, that 
its e-business software cuts costs signifi- 
cantly, and claims to have saved $1 billion in- 
ternally by using its own programs. Siebel, 
the leading supplier of customer-relation- 
ship software, maintains that its products 
are vital for holding on to existing customers 
and attracting new onesin a slump. 

But spending to save appears to be a 
hard sell in the current climate. Siebel, for 
one, is evidence that fewer companies are 
buying these expensive packages. Although 
the company announced a sharp increase in 
profit and sales on April 18th, it said it was 
laying off 10% of its workforce to prepare for 
slower growth. 

American firms are not the only ones in 
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trouble. On April 17th Philips, a Dutch elec- 
tronics and semiconductor group, reported 
that its first-quarter profits had collapsed 
and that it would make a loss in the second 
quarter. It blamed a sudden and “remark- 
able” fall in demand from the telecoms and 
computing industries, and said it saw noend 
to the slowdown. Other European compa- 
nies have reported similar difficulties. Erics- 
son, Sweden's flagship telecoms-equipment 
maker, was due to announce its quarterly re- 
sults on April 2oth. Its shares have been un- 
der pressure amid fears that itis planning job 
cuts in addition to the 9,000 it has already 
announced. 

If there is any really good news, it is lim- 
ited to special cases. Dell, a computer maker, 
remains confident that it will outperform 
the rest of the industry thanks to its sophisti- 
cated supply-chain management technol- 
ogy and its recent aggressive pricing. And on 
April 18th, Apple strongly beat analysts’ 
expectations, thanks partly to its popular 
new laptop, called Titanium. 

Whatever their latest results, technology 
companies are now reluctant to predict even 
the near future. More than ever before, they 
say, there is a lack of “visibility”, meaning 
that many customers are still rejigging their 
budgets, often cancelling orders at the last 
moment. Cisco expects revenue in the com- 
ing quarter to be flat or even to fall by 10%. 
But the actual result, says Mr Chambers, 
could end up on either side of this range. 


When will things look up again? Wall 
Street seems to think that technology firms 
have hung out all their dirty washing: the 
day after Cisco’s profits warning, both the 
Nasdaq and the Dow made gains (and Cisco 
was down only slightly). Yet that may be too 
optimistic. Stephen Roach, chief economist 
of Morgan Stanley, an investment bank, 
thinks that companies now realise they have 
spent far too much on technology, and are 
slashing their technology budgets. 

Mr Chambers, however, still believes 
that the corporate Internet revolution is just 
starting. In the not too distant future, he pre- 
dicts, the networking business will again 
grow by 30-50% a year. With luck, he will 
never see another 100-year flood. With luck. 
s 





Indian power 


Enron, and on, 
and on 


DELHI 


[T IS the world’s largest trader of energy, 
and this week it announced a glowing set 
of first-quarter results, with revenue qua- 
drupling and profits up 20%. But Texas- 
based Enron Corp cannot seem to shake off 
its Indian headache. For the umpteenth time 
in six years, ithas become locked in a dispute 
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over its power project at Dabhol, in the In- 
dian state of Maharashtra. And again, the 
dispute is with its sole customer, the Maha- 
rashtra State Electricity Board (MsEB). 

A government-committee report pub- 
lished on April 12th recommends renegotia- 
tion of the project to reduce the price of its 
electricity, even though this has already 
been renegotiated once, in 1996, shortly after 
construction work started. To “protect its 
rights”, Enron has started arbitration pro- 
ceedings against the authorities and has is- 
sued a “political force majeure” notice 
against the MSEB. 

Perhaps most important of all, Enron 
has asked the finance ministry to honour a 
financial guarantee that the ministry pro- 
vided for the project, in order to recoup 
$47m that the mses failed to pay for power 
in December and January. The mses has 
lodged an $86m counter-claim against En- 
ron for failing to build up generation to full 
load quickly enough on one day in January. 
Suspicions that the mses is trying to avoid 
paying its dues prompted Richard Celeste, 
America’s ambassador to India, to suggest 
that Maharashtra was “taking refuge behind 
legalities”. 

The mood is not yet calm enough to ne- 
gotiate a way out—although there is some 
talk of the state or a private investor buying 
out Enron, which is losing interest in owning 
power plants in poor countries. Enron’s 
force majeure notice as good as accuses the 
state government of slowing the project for 
political reasons. Enron says that it is willing 
todiscuss the report, but that there is no basis 
for proper talks until Maharashtra restruc- 
tures the mseB’s parlous finances and thus 
gives the project a chance of surviving its 
planned 20-year life without further crises. 
Government officials are repeating accusa- 
tions thrown around in the mid-1990s that 
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Enron is behaving arrogantly. 

But India too has much to lose. Suresh 
Prabhu, India’s power minister, insists that 
the dispute does not reflect any “anti-for- 
eign-investment attitudes”. However, if it is 
not resolved soon, it could do further harm 
to India’s already blighted image as a des- 
tination for foreign direct investment (FD1). 
India has long hoped to attract up to $10 bil- 
lion of Fp1 a year, but it peaked in 1997-98 at 
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$3.6 billion and last year was down to $2.1 bil- 
lion. That compares dismally with other 
Asian countries. The shortfall is due mainly 
to India’s failure to turn large infrastructure 
proposals into actual projects. Plans for 
power and oil-refining projects with nearly 
$20 billion of p1 have been approved in the 
past decade, for instance, but only $1.6 bil- 
lion has actually been invested—and a large 
amount of that went to Dabhol. 

= 





Energy technology 


Beyond the bubble 


Is energy technology the next big thing? 


ECH is in trouble, right? After all, the In- 

ternet boom has turned spectacularly to 
bust, and the Nasdaq is far below its peak. 
Yet there is one corner of the technology 
world that may be the exception: energy 
technology (eT). 

This newish sector consists of a rag-bag 
of companies at the innovative end of the 
stodgy electricity industry. er ranges from 
micropower, such as fuel cells and microtur- 
bines, to renewables and snazzy software, 
such as that used for sophisticated metering. 
Much of this has been in development for 
years, but recently er seems to have become 
almost as fashionable among investors as 
the Internet once was. 

Investment has been flooding in: Brit- 
ain’s Impax Capital, Switzerland’s Sustain- 
able Asset Management, America’s Nth 
Power and even financial giants such as 
Merrill Lynch and J.P. Morgan now have big 
funds investing in this area. Despite the 
bleak market for public offerings, et firms— 
including Capstone, which makes microtur- 
bines, and AstroPower, a solar energy firm— 
have found it relatively easy to float their 
shares. Britain’s Innogy says that it will soon 
float its Regenesys division, which has de- 
veloped novel fuel-cell technology. 

Two years ago, few investment banks, let 
alone ordinary punters, even knew ET ex- 
isted. As word got out that information- 
technology gurus such as Paul Allen and Bill 
Gates were putting money into the sector, 
the big banks began to take it more seriously. 
However, as the first chart suggests (see next 
page), investors only began to view ET as a 
technology play with the much-hyped of- 
fering in November 1999 of Plug Power, a 
fuel-cell firm. A flurry of other public offer- 
ings followed. Investors piled in, regardless 
of whether they could distinguish a fuel cell 
from a jail cell, and er shares rose strongly, 
tracking the Nasdaq for months. 

That eventually had its drawback: the 
Nasdaq's collapse pulled down er shares. 
Masroor Siddiqui of Goldman Sachs reckons 
they had a combined market capitalisation 
of $40 billion-5o billion at their peak, but are 


worth under $20 billion now. Thatis painful, 
but hardly the implosion that dotcoms suf- 
fered. The main reason is that er is unlike the 
Internet in one important respect: it takes 
much more than two bright kids in a garage 
to make energy technology work. As inves- 
tors began to understand this last year, the 
sector and the Nasdaq parted ways. This di- 
vergence accelerated as industrial giants 
such as ABB, DaimlerChrysler, Gm, Texaco 
and Toyota unveiled er investments. 

The really big breakthrough came in De- 
cember: California’s electricity crisis. Thanks 
to a botched deregulation of the power sec- 
tor, that state has endured a series of outages 
that have cost businesses vast sums of 
money. As its woes have dragged on and on, 
investors have been reminded of the fragility 
of America’s creaking electricity grid and the 
strains introduced by deregulation—as well 
as the dramatic solutions offered by various 
energy technologies. “California has been a 
giant wake-up call for investors,” says Paul 
Lancaster of Ballard Power Systems, a Cana- 
dian fuel-cell pioneer. 

Interest has grown in technologies that 
bypass the grid altogether, such as micro- 
power. As part of their response to the crisis, 
Californian officials are signing long-term 
contracts to buy power at prices several 
times historical levels: at the new level, even 
fuel cells can compete. The crisis has also 
prompted state and federal officials to intro- 
duce legislation that would remove obsta- 
cles to micropower. 

One big winner in all this has been Cap- 
stone. Ake Almgren, the company’s boss, 
says that there are two main reasons for this: 
Capstone’s microturbines can be deployed 
quickly—within eight weeks of an order, he 
claims—and precisely where the demand is, 
which gets around bottlenecks on the grid. 


California or bust 

There is a snag, however. The California cri- 
sis may not be entirely good news for ET, for 
two reasons. One is that the hype may be 
coming just a little bit too soon. Anthony 
Earley, the chairman of pre Energy, a big 
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American electricity concern that owns the 
Detroit Edison utility, gushes that er will be 
the main driver of future growth for his firm. 
DTE has put money into energy venture- 
capital funds, which have stepped up their 
investments dramatically in the past year 
(see second chart). It has also taken direct 
stakes in firms such as Plug Power. However, 
even Mr Earley concedes that the timing of 
the California crisis is awkward, as most ET 
firms are not yet ready for the commercial 
market. “We just wish we had product right 
now, because we could sell a gazillion of 
them,” he says. 

The ironic result is that the biggest bene- 
ficiary so far of the trend toward distributed 
generation is probably an old-economy 
company: Caterpillar, the world’s biggest 
manufacturer of diesel generators. The firm’s 
sales of those durable but dirty little engines 
had already been growing by 20% a year 
since 1996, but have now received an added 
boost. Caterpillar has even embarked on a 
new strategy: now, says James Parker, head 
of its electric-power group, instead of merely 
selling machines, it will offer to operate and 
service them on site—and sell guaranteed 
power output. 

Even Caterpillar may be transforming 
into an Et firm soon, however. Mindful of 
diesel’s foul emissions, Mr Parker says his 
firm is shifting rapidly to cleaner micro- 
power: within a few years, natural-gas units 
are expected to make up 30-40% of his divi- 
sion’s sales. Might Caterpillar ever distribute 
squeaky-clean fuel cells through its vast 
dealer network? Mr Parker is cagey, but his 
reply is revealing: “We are technology-neu- 
tral. Whatever our customer needs, we will 
provide a solution.” If, as rumours suggest, 
Caterpillar really is looking into such invest- 
ments, then fuel cells would hit the big time. 
Christine Farkas of Merrill Lynch says that 
Caterpillar, along with other established 
firms such as GE and ass, is likely to play an 
active role when the fragmented et industry 
eventually consolidates. 

There is another reason why California’s 
crisis may not prove an unmitigated boon 
for ET, argues Steven Taub of Cambridge En- 
ergy Research Associates, a consultancy. The 
relaxation of environmental rules, in order 
to get more power plants online, will not 
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help the cause of clean micropower. Nor will 
speeding up the approval process for tradi- 
tional plants: a single 500mw plant can 
crank out more power than 16,000 micro- 
turbines (several years’ output for Cap- 
stone). “Many of the potential vaccines 
against the ‘California flu’ could undercut 
the opportunity” for er, says Mr Taub. 

These are pitfalls, to be sure, but on their 
own they are unlikely to do more than delay 
for a couple of years the arrival of the most 
promising energy technologies. As Mr Taub 
points out, however, there is a more worry- 
ing possibility: a backlash against deregula- 
tion so fierce that it stalls the move towards 
competitive markets in electricity. If that 
happens, then it would not be merely er that 
loses. Everybody would. 





Farming 


Let them eat 
data 


MINNEAPOLIS 


HESE days, when Bill Northey, an Iowa 

farmer, harvests his soya beans, he vacu- 
ums every last bean from his combine. Mix- 
ing a few legumes between crops may not 
seem like a big deal, but his Japanese buyers 
are willing to pay a premium for purity—and 
for knowing exactly where 
their food came from. By 
preserving his crops’ iden- 
tity, Mr Northey can fetch 
up to 25% more per bushel. 

Food crises—be it mad- 
cow disease, foot-and- 
mouth disease or rising 
concern over genetically 
modified foods—are teach- 
ing consumers throughout 
the world not to trust 
blindly what they eat. If 
they did not suspect it al- 
ready, they are learning that 
much of the food industry 
has no solid procedures for 
ensuring the integrity of ev- 
ery ingredient. 


As food fears mount, however, food 
companies and farmers are at last finding 
both the means and the motive to track and 
certify each link in the chain of supply, from 
farm to table. Food companies are demand- 
ing that their producers comply with new, 
rigorous production processes. One pig 
farmer tells how a pork packer demanded 
that he raise his pigs in a specific kind of 
clean barn; feed them in six specified phases; 
and make sure that, once raised and fed, the 
pigs left the farms at specific weights before 
being shipped to Japan. More rigorous stan- 
dards are forcing farmers to collect and man- 
age huge amounts of information. Once, 
predicting the weather was the tough tech- 
nical challenge of farming; now itis database 
programming. 

A growing number of companies have 
emerged to help farmers track their crops. 
Tim Walter, a farmer in Iroquois, South Da- 
kota, is testing a new product from a com- 
pany called IdentityPreserved.com on 300 
acres of his soya crop. When his farm hands 
plant, spray or harvest crops, they swipe an 
electronic wand against a “button” that 
identifies the chemical or seed they are us- 
ing. The wand records the date and time, the 
type of crop, the variety of seed and whether 
the seed was genetically modified. Through- 
out the growing season, Mr Walter uploads 
the data into the company’s online database. 

Another company, CropVerifeye.com, 
charges between $3.50 and $6 an acre to store 
and manage farmers’ crop data throughout 
the growing season. VantagePoint.com and 
Farmland Industries, America’s largest 
farmer-owned co-operative, are among 
companies establishing similar systems to 
track grain from seed to sale. 

Farmers are a beleaguered bunch, who 
welcome any means to boost margins. Soon, 
Mr Walter’s Japanese customers will be able 
to log on to IdentityPreserved.com and shop 
for the soya with the characteristics they 
want, safe in knowing exactly where their 
food came from and how it was raised. In re- 
turn, he expects them to pay a premium. 

Ultimately, this is all about decommod- 








Harvesting information 
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itising the archetypal commodity. By using 
technology, farmers can differentiate their 
crops from their neighbours’. 

Atthe other end of the food chain, the big 
retailers can better distinguish their brands 
from those of their competitors. Despite rel- 
atively static demand, food companies con- 
tinue to produce an astonishing array of new 
products. Mercer Management Consulting 
estimates that roughly 25,000 new food pro- 
ducts were introduced to supermarket 
shelves in 1998, compared with about 4,400 
in 1980. All told, some 350,000 food products 
vie for roughly 50,000 slots at the average su- 
permarket. In the past, winning this lottery 
was mainly a matter of taste and marketing. 
In the future, it may be more about having 
the right agricultural pedigree—and the data 
trail to prove it. 

Ee 





Getting a grip 


MILAN 


DECADE ago, Pirelli was a sorry sight. 

When it closed the books on its 1991 fi- 
nancial year, the Italian tyre and cables 
group recorded a loss of 622 billion lire 
($501m), capping a slump that had begun in 
the late 1980s. The founding Pirelli family 
had lost its grip, and debts had spiralled out 
of control. A planned merger with Conti- 
nental, a German rival, had fallen through. 
Pirelli was saddled with businesses that 
needed not only radical surgery but also a 
new sense of direction. 

Today, the contrast could not be greater. 
Pirelli still competes in tyres and cables. But 
these days its activities are characterised by 
their high-tech edge, notably in tyres, where 
a new production system run by robots is 
being rolled out. Pirelli is highly profitable 
once more (see chart), and has fast-growing 
businesses in fibre-optics, a sector that last 
year brought it €4.4 billion ($4.1 billion) of 
one-off gains from disposals. 

Behind the transformation lie two men 
and acommitment to research and develop- 
ment. The men are Marco Tronchetti Provera, 
who became chairman and chief executive 
in 1996, and Carlo Buora, a back-room expert 
who is credited with stabilising Pirelli’s fi- 
nances and then creating the conditions in 
which it could grow. Mr Buora was put into 
Pirelli in 1991 by Mediobanca, a Milanese in- 
vestment bank that owned 10% of the firm’s 
shares. 

When he became Pirelli’s boss, Mr Tron- 
chetti Provera also invested his own wealth 
by buying 5% of the firm’s shares, a stake he 
has gradually extended. Today he owns 30% 
of an unlisted holding company that owns a 
third of the listed Pirelli group. This makes 
Mr Tronchetti Provera one of Europe’s 
wealthiest businessmen, and also means 
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that Pirelli is largely immune from outside 
pressures. Many companies sitting on a cash 
pile of several billion euros would spend it 
quickly for fear that they might attract a 
takeover bid. Mr Tronchetti Provera, how- 
ever, intends to bide his time. He says acqui- 
sitions are possible, but only at the right 
price. More important, €850m is earmarked 
for capital investment this year. 

Half of that money will be spent in Pi- 
relli’s telecoms-related businesses, much of 
it to build a new generation of fibre-optic 
components. The group had an extraordi- 
nary stroke of fortune last September when 
Corning, an American telecoms-equipment 
company, paid $3.6 billion for part of Pirelli’s 
fibre-optic division. Pirelli’s own valuation 
fell far short of that amount, but shrewd ne- 
gotiating and Corning’s determination to 
make a deal led to a windfall price (as well as 
to embarrassing windfall gains on stock op- 
tions for Pirelli’s top three managers). At the 
time of the deal, both sides gave the impres- 
sion that Pirelli had sold all of its fibre-optic 
arm. Now Mr Tronchetti Provera says that it 
kept vital research facilities and staff to pro- 
duce new technologies. 

The rest of this year’s investment will de- 
velop MiRs, an automated tyre-production 
system that is another fruit of Pirelli’s long- 
term commitment to research. This system is 
much more efficient than traditional la- 
bour-intensive tyre factories. Pirelli is betting 
that itcan use mirs toincrease its share of the 
high-end tyre market. “In the 1980s, our mis- 
take was to think that we had to be big in 
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tyres,” says Mr Tronchetti Provera. “Now we 
know that it pays to focus on quality and on 
growing sectors of the market that rely on 
high-tech components.” mırs is already op- 
erational in Italy and Germany. At the end of 
March, the first American production units 
were announced—after a diplomatic pause 
following the closure of a conventional tyre 
plantin California. 

Pirelli cannot boast a perfect record. An- 
alysts say that, despite the Corning deal, it is 
still seen by the stockmarket as mainly a tyre 
maker, an image that consigns it to an un- 
fashionable peer group. It is also unlikely 
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that another Corning is waiting in the wings, 
no matter how clever Pirelli’s scientists. For 
Mr Tronchetti Provera, though, this is merely 
the latest test of his belief in long-term re- 
search and development. His approach has 
paid dividends and could deliver more in fu- 
ture. Rivals should heed the lesson. 

= 





Pharmaceuticals 


Drug-induced 
dilemma 


OWERFUL medicines can have power- 

ful side-effects, sometimes clouding 
judgment or blunting reactions. As the pub- 
lic debate over how to get expensive rich- 
world medicines to poor countries shows, 
this is as true for those who make the drugs 
as for those who take them. 

The latest case in pointis a South African 
trial, in which 39 multinational pharma- 
ceutical firms sued the country’s govern- 
ment. At issue was a 1997 South African law 
that allows the government to obtain 
cheaper versions of expensive, branded 
drugs—particularly those to treat aips— 
from sources other than the patent-holders. 
The drug companies have argued that the 
law is unconstitutional and violates their 
intellectual-property rights; South Africa's 
health ministry charges that millions of peo- 
ple are dying because the anti-retroviral 
drugs sold by such firms are too costly, and 
says itis obliged toseek alternatives in thein- 
terest of public health. 

The hearings were scheduled to start on 
April 18th after an adjournment last month, 
but were called off after the drug firms de- 
cided to back down and agreed to pay the 
South African government's legal costs. In 
the court of public opinion, however, the 
companies lost this battle long ago. To much 
of the international press, this has been a 
clear-cut case of nasty profiteers clinging to 
their patents for dear life while the sick in 
poor nations suffer. 

The truth is not quite so simple. That 
poor people lack access to expensive medi- 
cines is the fault not just of high drug prices, 
but also of poor-country governments, that 
fail to invest much in health care, and rich- 
country donors, that until recently devoted 
little of their overseas aid budgets to such 
problems. Indeed, in the past year, drug 
firms such as Merck have drastically cut the 
price of their anti-retroviral medicines to ri- 
val those of generic manufacturers; some, 
such as Boehringer Ingelheim, have offered 
to give theirs away. 

Rather than earning the companies in- 
ternational admiration, however, such lar- 
gesse looks to many like the panic reaction of 
an industry on the defensive, pressured into 
making concessions. Drug companies may 
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not yet be as reviled. as tobacco: 
firms and arms manufacturers, 
but they have not done well out of 
this fray. How did the industry get 
itself into such a mess? 

To an extent it was caught-un- 
awares, as its focus has long been 
on Europe and America, which 
account for two-thirds of the 
world’s $363 billion drug market, 
rather than on developing coun- 
tries. Aside from a few philan- 
thropic initiatives, how to make 
drugs available to poor countries 
was simply not on the corporate 
agenda. 

As a result, companies have tended to 
take the same hard line on patents and pric- 
ing in poor countries as they have in the rich 
world, without acknowledging that there are 
places where rich-world rules should not 
apply, says Ben Plumley, formerly with 
GlaxoSmithKline and now a policy adviser 
to UNAIDs. Behind this tough approach lies a 
desire to protect their lucrative, rich-world 
markets at all cost. Opposition to the pro- 
posed South African law, for example, 
stemmed not so much from what will be lost 
in Africa but what might happen if other, 


















more affluent countries decide to follow suit. 

Drug firms have also underestimated the 
power of interest groups to mobilise support 
from the public and politicians. This week, 
for instance, Médecins Sans Frontiéres, an 
aid agency, presented the companies in the 
South African trial with a petition contain- 
ing 250,000 signatures to drop the case. In 
February, Oxfam, an overseas development 
charity, launched a campaign to pressure 
GlaxoSmithKline into changing its policy on 
patent enforcement in poor countries. 
Heavy lobbying has also pushed the issue on 


to the political agenda, especially in. 
Europe—though it has not yet led 
shareholders to ask tough questions 
of company executives. 

Drug companies have also as- 
sumed, wrongly, that the very nature 
of their business—making life-saving 
medicines, rather than toxic chemi- 
cals—would ensure public approval, 
according to Peter Zollinger of Sus- 
tainAbility, a consultancy. But many 
of them have failed to acknowledge 
that the issue is not just the price of 
drugs, but fuzzier things such as social 
responsibility and accountability. 

Mr Zollinger argues that many 
drug firms have failed to address this 
broader issue of good governance, instead 
treating drug access as a public-relations 
problem that can be patched over with a few 
more price discounts or one-off drug dona- 
tions. But this does little to satisfy groups 
such as Oxfam, which want longer-term so- 
lutions, such as freeing up poor-country 
markets to generic competition. Despite 
their capitulation in the South African courts 
this week, drug companies have a long way 
to go to satisfy their critics. 











Pill pushers 


NEW YORK 


HEN it comes to brand recognition, 

few would bet on Claritin against 
Coke. But over the past couple of years 
Schering-Plough’s little white anti-allergy 
pill has had more advertising dollars lav- 
ished on it in America than the famous red 
can. Drug companies are becoming highly 
aggressive marketers. In 1991, the industry 
| spent $55m on advertising potions directly 
to American consumers. By last year, the 
| figure had risen to $2.5 billion (see chart). 

Although direct-to-consumer ad- 
vertising (known as prc) has been legal 
since 1985, it took off only in 1997, after 
America’s Food and Drug Administration 
(Fpa) allowed pharmaceutical companies 
to name both the drug and the disease it 
treated in the same commercial without 
| having to reel off every single side-effect 
too. ptc has proved a bonanza for the in- 
dustry: one analyst estimates that Scher- 
| ing-Plough has generated $3.50 in extra 
Claritin sales for every advertising dollar 
spent on the drug. 

But this marketing explosion is having 
| side effects of its own: a rising chorus of 
complaints by doctors, consumer groups, 
health maintenance organisations (HMOs) 
| and other insurers. This recently startled 
the Fpa intoa review of its decision to relax 
the rules, though the watchdog insists it 
was planning a rethink anyway. 





Doctors’ main worry is safety—and the 
threat to their position as experts. They 
complain that patients demand poten- 
tially unsuitable drugs they have seen on 
television. Not every doctor stands his 
ground, however. Prevention, a magazine, 
found in 1999 that 87% of patients who 
asked for an advertised drug were pre- 
scribed it. Pharmacia’s Celebrex, an arthri- 
tis treatment, hit $1 billion in sales even be- 
fore clinical-trial results were fully 
published, because it was marketed as a 
wonder drug. 

The other big concern is cost. Maureen 
Sullivan, senior vice-president at Blue 
Cross/Blue Shield, a large HMO, points out 
that only 6% of the people taking Celebrex 
(annual cost $900) really need it. For the 
rest, a course of Ibuprofen, at $24 a year, 
would do just as well. Not surprisingly, 
prescription-drug costs are the fastest- 
growing part of total American healthcare 
costs, rising by almost 20% a year, double 
the growth rate of other healthcare ser- 
vices. This is driven, at least in part, by the 
drug companies’ deliberate policy of con- 
centrating their firepower on asmall group 
of blockbusters. Ten drugs accounted for 
41% of all prc spending in 1999. 

This is creating branded-drug fran- 
chises, supported by line extensions that 
help to prolong patent life. AstraZeneca, for 























example, is marketing both its ulcer drug, 
Prilosec, and its successor, Nexium, as “the | 
purple pill’—an easy slogan for consumers | 
to remember. The effect is to squeeze out 
cheaper, off-patent medicines. Nancy 
Chockley, president of NrucM, a health | 
think-tank, argues that “theonly way toget | 
real price competition is to let in more ge- | 
nerics. But building powerful drug brand | 
families shuts out competition. It’s like giv- 
ing Coke and Diet Coke patent protection.” 
Generics currently account for barely a 
tenth of all drug spending in America. | 
In response, drug companies argue 
that prc informs and empowers patients, 
and that taking pills is still cheaper than | 
going into hospital. There is little doubt, 
though, that prc is strengthening the in- 
dustry’s already tight grip on the market. 





[See 
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STMicroelectronics is the world leader in secure Smartcard technology. 
Smartcards ... they’re so adaptable they would put a chameleon to shame. 


į Single-function Smartcards are already replacing traditional bankcards and transportation passes. 
And new Smartcard technology would let a single multi-function card replace all your credit cards, 
phone cards, ID cards, etc. Even start your car. And the card would be continually updated, 


utd wirelessly and securely. 
ST now makes the chips for about half the world's Smartcards. And we've committed the resources to 
maintain this leadership 
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We put more intelligence into everything. 


STMicroelectronics (formerly SGS-THOMSON) ¢ www.st.com ¢ A world leader in semiconductors for consumer products, 
automotive, telecommunications, computer peripherals, industrial automation and control systems ¢ For opportunities: http://jobs.st.com 
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Flying Dutchman 


John Fentener van Vlissingen fled a powerful family dynasty. But he has not been able 
to escape questions of family ownership and succession 


N A recent flight, John Fentener van Vlis- 

singen spotted one of his own employees 
settling into business class and hauled him back 
to economy: “I told him to report to me the next 
day,” he recalls. “Nobody flying in Europe goes 
business class, me included.” Given his pedi- 
gree, it is odd that Mr van Vlissingen likes to fly 
in the cheap seats. Indeed, for a billionaire and 
the scion of one of the Netherlands’ most pow- 
erful corporate dynasties, it seems downright 
penny-pinching. But Mr van Vlissingen is 
merely practising what he preaches. WorldTra- 
vel sti, which is part of scp, his private holding 
company, helps corporate America to clamp 
down on its second-biggest expense after per- 
sonnel: travel. 

Sales at WorldTravel sti have grown by 50% 
a year since its foundation 13 years ago. Al- 
though few people have heard of it—or indeed 
of Mr van Vlissingen—it is now the third-biggest business-travel 
group in the United States after American Express and Carlson 
Wagonlit (see chart). Mr van Vlissingen’s holding company also 
owns and part-operates the online system behind Microsoft’s Ex- 
pedia ticketing arm, an “offsite” airport parking business and a real- 
estate company. This year, it is expected to earn revenues of around 
$5 billion. 

As the economic downturn bites, companies are consolidating 
their business travel with big, international networks such as Mr 
van Vlissingen’s. In the past 18 months, his group has won 15 global 
accounts (the average before was two new accounts a year), includ- 
ing those of PepsiCo, De Beers and Deloitte & Touche. By switching 
from 110 separate agencies to WorldTravel p11, Deloitte hopes to 
save $40m a year. WorldTravel pt1’s technology allows other man- 
agers to be as vigilant as Mr van Vlissingen. “Our systems let clients 
keep an eye on their employees on the road,” he says, “down to 
which seat on which airline they are on and whether they are stick- 
ing to the designated travel policy.” 

At first glance, playing the part of corporate policeman does not 
seem to suit this jovial 62-year-old. After all, he spent the first half of 
his life on the wrong side of authority, rebelling against and then es- 
caping from the dead weight of family tra- 
dition. Mr van Vlissingen grew up sur- | The big bookers 
rounded by money, success and 
achievement. His grandfather not only 
ran sHv, a Netherlands-based coal and 
energy company that today is one of Eu- 
rope’s largest family-owned conglomer- 
ates, with turnover of €9.2 billion ($8.1 bil- 
lion). He was also the co-founder of 
several famous Dutch corporations in- 
cluding Hoogovens, a steelmaker; Akzo, a 
chemicals group; and Fokker, an aircraft 
manufacturer. Mr van Vlissingen’s father 
added the Makro cash-and-carry chain to 
the family stable. His two brothers still run 
sHv today. 

In reaction to all this high-minded, 
Calvinist striving, Mr van Vlissingen 
turned into something of a black sheep. 








US business-air-travel sales* 





When he was 16, he was sent to a boarding 
school in England “because my father 
thought I was having too much fun...He 
thought I had to get serious.” Within an hour 
of arrival, he was in detention. Nor did he 
bother with university, unlike his brothers. 

Worse was to come. Instead of joining the 
family business—“my father was in shock; he 
couldn’t accept it”—Mr van Vlissingen took 
off to Wall Street to learn about what really in- 
terested him: the gyrations of the financial 
markets. But the family genes were stronger 
than he imagined, and working for someone 
else proved unsatisfying. Even while he was 
still a banker, Mr van Vlissingen convinced 
his employers—at that point Pierson, a Dutch 
broker—to let him set up his own business asa 
sideline. 

This new company was the germ of scp, 
which Mr van Vlissingen founded in 1975 in, of all places, Atlanta. 
“I loved the relaxed southern culture back then,” he says. “Deals 
could be done on a handshake, you could trust people. I felt very 
much at home.” Today, as he divides his time between Atlanta, 
New York and Curagao—where scp is incorporated—Mr van 
Vlissingen, who describes himself as “half American”, seems to 
have finally escaped his family and his European roots. 

Far from it. In fact, he has come full circle. The rebel has ma- 
tured into a family patriarch with a substantial empire to pass on. 
The capitalist businessman, due to retire in three years, has de- 
veloped an obsession with trying to keep things in the family. As 
he admits: “I now know how my father must have felt. The most 
important thing to me is to pass on what I have built to my chil- 
dren.” But what if the children do not want it? This is precisely the 
issue facing countless family-controlled businesses—from Rupert 
Murdoch’s News Corp to Germany’s Mittelstand—as the original 
owner-managers come to the end of their working lives. 

In Mr van Vlissingen’s case, the solution is far from obvious. 
His 33-year-old son runs one of Bcp’s divisions, but has indicated 
that he is not prepared to take the reins of the holding company 
yet. Meanwhile, Mr van Vlissingen’s two daughters and their hus- 
bands all have their own professions. So 
he has little choice but to bring in an out- 
side manager for an interim period— 
something he is comfortable with, pro- 
vided the company returns to family 
management. This has occurred from 
time to time at sHv, on whose supervisory 
board he still sits. He may even consider 
the partial flotation of some of the busi- 
ness units, which are professionally man- 
aged and run at arm’s length. But the idea, 
common in America, of abandoning the 
entire business to outside management 
and leaving his children to make their 
own way—as he himself did—is alien to 
Mr van Vlissingen. Ironically, this self- 
styled “American businessman” will do 
all he can tocreate his very own European 
family dynasty. 
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MARKETING MUSEUMS 


When merchants enter the 


temple 


NEW YORK AND LONDON 


The Guggenheim is changing the rules about how to market a museum. 
Traditional museums in America and Europe don’t like the change, but many 
will have to go along with it if they want to thrive 


USEUMS have never had it so good. 

New ones are being built all over the 
place, and existing ones are expanding; 
fund-raising campaigns have never been so 
successful, and visitor numbers have never 
been higher. Last year, for the first time ever, 
American museums attracted more than a 
billion visitors. 

As they have become more marketable 
properties, some museums have begun to 
behave in more commercial ways. And to 
the consternation of many old-school cura- 
tors, it is a business strategy that seems to be 
working. The Tate Modern in London and 
the Guggenheim Museum in New York, two 
of the most openly commercial big muse- 
ums, are doing particularly well. 

This has forced the directors of all muse- 
ums into a bout of existential questioning. 
How far can the commercialisation of an art 
museum go, they ask, without compromis- 
ing scholarly integrity and the museum’s 
mandate? Which marketing techniques are 
permissible, and which are off limits? Will 
there in future be two kinds of museum: the 
temples of high culture devoted to scholarly 
pursuits, and the entertainment centres ca- 
tering to more popular taste? 


These are questions that will particularly 
vex Henri Loyrette, who takes over this 
month as director of the Louvre. Until 1993, 
the flagship of Parisian culture was entirely 
state-funded. Now, the museum must find 
30% of its yearly operating costs. One of the 
reasons for choosing Mr Loyrette, a former 
head of the Musée d'Orsay, was his sophisti- 
cated (and highly successful) marketing of 
special exhibitions at the creatively trans- 
formed railway station on the Left Bank. 

He will need his astute marketing skills 
across the river at the Louvre, not least be- 
cause he will not have much capacity to raise 
money there in the traditional Anglo-Saxon 
way—by fund-raising. The Louvre has only 
four full-time fund-raisers on its staff, com- 
pared with 40 at the Metropolitan Museum 
in New York and 15 at the Tate galleries in 
London. 

Although government subsidies to most 
of Europe’s museums are less generous 
than they once were, the museums re- 
main public institutions largely fi- 
nanced by taxpayers. Most of them 
charge only a low entry fee, or none. 
The collections of art on display are con- 
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sidered to “belong” to each citizen. It still 
runs against France’s Napoleonic instincts to 
name a wing or a room after a generous do- 
nor. The British are less squeamish on that 
point: there is, for instance, a Sainsbury wing 
at the National Gallery and a Sackler wing at 
London’s Royal Academy of Arts—named, 
respectively, after a retailing and a pharma- 
ceutical family. But a bigger difference ap- 
pears on the other side of the Atlantic. 

American art museums cannot rely on 
much direct financial help from govern- 
ment (although their donors enjoy tax relief). 
Even American museum directors of the old 
school are obliged to pay attention to the 
market, and to accommodate sponsors and 
donors. Just how accommodating they 
should be has been the subject of fierce de- 
bate in New York, a debate that threatens to 
spill over into Europe. 


Guggenheim a gogo 
The controversy is over the marketing meth- 
ods of Thomas Krens, the head of the Gug- 
genheim Museum. When the Guggenheim 
was founded in 1939, it was to be a museum 
of “non-objective painting” (museum jar- 
gon for abstract art). Figurative paintings 
were added in the subsequent decades as 
the museum became more “curatorially 
flexible”. Mr Krens has been testing flexibil- 
ity to the limits. He is pioneering a trend to- 
wards marketing museums as places of 
entertainment rather than as deposito- 
ries of crusty “accepted” works of art. 
His methods are aggressive, 
even by New York standards. Three 
years ago, he put on an exhibition of 
motorcycles sponsored by BMw, a 
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Before the gift shop 


German car maker. But it was a retrospective 
exhibition last autumn of dresses by Giorgio 
Armani, an Italian fashion designer, that put 
Mr Krens well outside the bounds of what 
was generally considered acceptable. The ex- 
hibit was sponsored by In Style, a fashion 
magazine, but Mr Armaniis said to have do- 
nated $i5m to the museum—dubbed a 
“rental” fee by critics. 

The Guggenheim is under particular 
pressure to become more commercial. Its en- 
dowment equals just about one year of its 
operating expenses—compared with almost 
u years at the Metropolitan Museum. More- 
over, the museum needs more money be- 
cause it is in the midst of an unprecedented 
expansion, for which Mr Krens tours the 
world tirelessly in search of donations. It is, 
in effect, being transformed into a global 
brand. In addition to the original museum 
on Fifth Avenue and the one in New York’s 
SoHo, there is a Guggenheim in Bilbao (de- 
signed, in famously avant garde architecture, 
by Frank Gehry), another in Berlin (a joint 
venture with Deutsche Bank), and yet an- 
other in Venice. 

Las Vegas and Brazil are to be the next to 
get Guggenheim branches. The Venetian Re- 
sort Hotel Casino in Las Vegas is to give $30m 
for two Guggenheim rooms at the hotel. Yet 
Mr Krens’s most ambitious project is a third 
Guggenheim for New York, also designed by 
Mr Gehry, on the city’s Lower East Side. Ru- 
dolph Giuliani, the mayor of New York, was 
won over to this latest venture largely on the 
grounds that it will create thousands of jobs 
and millions of dollars of commercial activ- 
ity in a poor part of the city. Mr Krens per- 
suaded Peter Lewis, an insurance magnate, 
to shoulder almost a third of the cost of the 
project, estimated at $678m. 

Mr Krens may be controversial, but he is 
pulling the crowds. The New York, Berlin, 
Bilbao and Venice Guggenheims together 

Le 
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had almost 3m visitors last year. And once 
the Guggenheims-under-construction are 
finished, their total visitor numbers could 
reach 6m, as much as the Louvre in Paris and 
more than the mighty Met. 

Museums in middle America have 
started to copy the Guggenheim’s methods. 
At present, more than 20 institutions are in 
the process of constructing a new building, 
spreading their franchise. The range of exhi- 
bitions is also broadening. For example, the 
Museum of Fine Arts in Houston, Texas, is 
showing “Star Wars: The Magic of Myth”, an 
exhibition no more related to fine arts than 
Mr Armani’s frocks. 


Call this a museum? 


Mr Krens’s peers in New York remain stub- 
bornly unimpressed. It is less Mr Krens’s 
global ambitions that disturb them than 
what he does within the confines of the 
Guggenheim’s home base on Fifth Avenue. 

Philippe de Montebello, the director of 
New York’s venerable Metropolitan Mu- 
seum, is one of the leading advocates of the 
traditional way of running museums. “Our 
purpose is not to pull the crowds,” he says 
grandly. “Museums will lose,” he says. “They 
do not do Disney that well.” Mr de Monte- 
bello categorically denies being in the 
“entertainment” business (although that is 
how some would describe the Met's exhi- 
bition of Jackie Kennedy fashion memora- 
bilia). In his view, the job of curators is to ex- 
plore and reinterpret the art collections that 
were the reason for the establishment of the 
museum in the first place. 

The Metropolitan Museum is better 
placed to shun populism than many other 
museums. Quite apart from its generous en- 
dowment, about one-fifth of its yearly run- 
ning costs are covered by the local govern- 
ment of New York. But the city’s other 
important art museums—the Whitney, the 


Museum of Modern Art and the Guggen- 
heim—are more exposed to the harsh winds 
of the marketplace. They have tocharge their 
visitors. The Whitney’s entry fee, for in- 
stance, is $10, more than a ticket to the cin- 
ema. Income from their endowments covers 
only a small percentage (20% or less) of their 
operating costs, and they receive hardly any 
funding from local or federal government. 
Other museums also need alternative 
sources of cash. According to the American 
Association of Museums, only about 60% of 
America’s 2,000-plus art museums have 
enough income from their endowment to 
cover their operating costs. 

At the same time, museums are expand- 
ing. New York's Museum of Modern Art 
(MoMA), like the Met, needs more space be- 
cause much of its art is currently in storage 
and has hardly ever been exhibited. It can- 
not put certain favourites—like, say, Claude 
Monet's waterlilies—into storage because so 
many visitors come specifically to see the 
hardy perennials. Meanwhile, true to its mis- 
sion as a museum to promote modern art, it 
keeps adding works of contemporary artists 
toits existing collection. The moma has done 
well: Glenn Lowry, the director, is in the 
midst of an ambitious fund-raising cam- 
paign to finance an expansion that would 
double its gallery space. Needing a total of 
about $700m, he managed to raise $475m in 
just two years. But most museum directors 
feel, as does Mr Lowry, that their work is a 
constant tug-of-war between artistic mis- 
sion and commercial consideration. 

Over the past decade, corporate dona- 
tions have started to dry up, and income 
from the museums’ own commercial activi- 
ties has also stopped growing. According to 
the Alliance for the Arts, a not-for-profit 
organisation that gathers information about 
the arts in New York, revenue from gift-shop 
sales, space rentals and the like levelled off 
after 1992, while corporate funding declined 
by 30% between 1982 and 1998. 

The director at the Whitney Museum, 
Maxwell Anderson, is more anxious about 
the practical implications of certain market- 
ing techniques than about the questions of 
appropriateness that trouble Mr de Monte- 
bello. Like many of his colleagues, he is wor- 
ried about the policy of the new Bush ad- 
ministration towards museums. Already, 
there is little enough help from the federal 
government for the arts. The National En- 
dowment for the Arts received $150m in fed- 
eral funding last year. “We all largely depend 
on individual philanthropy,” he says. 

One concern is the tax treatment of 
American art museums. They fall under a 
category of non-profit organisation that is 
tax-exempt and that qualifies for charitable 
giving. Museum shops pay an unrelated 
business income tax on the sale of a portion 
of their product line. If museums start to be- 
have too much like businesses, Mr Anderson 
fears that these fiscal privileges could come 
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under threat. He is also nervous about the 
abolition of estate and gift tax, a proposal ve- 
toed by Bill Clinton but revived by George 
Bush during the election campaign. Chari- 
table giving is deductible from taxable es- 
tates and, as a result, wealthy people often 
bequeath large sums to charities or muse- 
ums rather than incur tax on their estates 
when they die. Remove the tax and the be- 
quests would also diminish. 

Despite their dependence on private do- 
nations, big museums still try to set limits to 
what they offer donors in exchange for cash. 
Mr Anderson, who chairs the group on mu- 
seum ethics at the Association of Art Mu- 
seum Directors, insists on the self-imposed 
rule among big museums in America that 
they will refuse any gifts or loans with strings 
attached. Collectors would often like 
to determine how their artworks are 
displayed, or demand a guarantee 
that “their” art will not be lent to other 
museums. Giving in to one of these 
special requests would, it is main- 
tained, open a Pandora’s box of unac- 
ceptable demands. 

The director of the Brooklyn Mu- 
seum of Art broke the rule and an- 
noyed colleagues when he put 
Charles Saatchi, a collector of British 
art, alongside the museum’s experts to 
curate an exhibition of controversial 
British art that Mr Saatchi sponsored. 
Mr de Montebello, on the other hand, 
cancelled a show of Coco Chanel’s 
work at the Met, sponsored by Cha- 
nel, when Karl Lagerfeld, the head of 
the illustrious French fashion house, 
demanded a say in the conception of 
the exhibit. 

However, what was off limits yes- 
terday can become tomorrow’s norm. 
The Whitney has several sources of 
income: from its museum shops, for 
example, its travelling exhibitions, its 
membership programmes, its part- 
nerships with corporations, and even 
the renting of its hallowed precincts 
for parties. Nowadays that is all con- 
ventional stuff, but in 1973 the Whit- 
ney was the first large American art 
museum toestablish branches. “They 
called us McWhitney at the time,” says Mr 
Anderson. The danger is that the gap be- 
tween museums and commercial galler- 
ies—or even exhibition halls—will shrink in 
the scramble to raise cash. 


Britain in between 

Museum directors in Britain are under far 
less commercial pressure than their col- 
leagues in America. But although they ulti- 
mately rely on state coffers, their managers 
increasingly respond to the marketplace. 
Subsidies for museums have fallen in real 
terms: the government now provides 70% of 
the funding for the British Museum, down 
from 80% in 1993. The museum has to fill the 
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gap with increased revenue from commer- 
cial activities, sponsorship and donations. 

In practice, the British Museum has 
proved adept at the sponsorship game. The 
museum recently raised £100m ($144m) for 
the Great Court, a glass-covered courtyard 
designed by Sir Norman Foster that opened 
with great fanfare last December. This was 
the most successful fund-raising campaign 
for a museum in Britain to date. While lottery 
grants and a donation by the Weston family 
(owners of Associated British Foods) pro- 
vided the bulk of the money, Walter Annen- 
berg, a former American ambassador to Brit- 
ain, was persuaded to sponsor the 
Annenberg Information Centre, an online 
museum, and Paul Hamlyn, a wealthy Eng- 
lish publisher, paid for a new public library. 





But is it art? 


The museum is now in a second round of 
fund-raising, and recently started to solicit 
sponsorship of the 3,312 glass panels in the 
Great Court via the Internet. 

Such marketing methods are spreading. 
British museums are financed by a two-tier 
funding system, with the national govern- 
ment supporting 17 national galleries and 
museums, while local government takes 
care of the rest. Two recent reports have 
shown how important good marketing is to 
the success of amuseum. 

The first, published on April 2nd by the 
Department of Culture, Media and Sport, 
shows just what a triumph the Tate Modern, 
an extension of the Tate Gallery that opened 
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last year, has been. The new museum ac- 
counted single-handedly for 4m of the 5m 
additional visitors to the institutions fi- 
nanced by the department. The second, by 
Adrian Babbidge of the East Midlands Mu- 
seums Service, points out that visitor num- 
bers to Britain’s locally financed regional 
museums have stagnated or even declined. 
He thinks that many regional museums may 
have to close because of underfunding anda 
lack of managementskills and experience. 

If its marketing is clumsy, even a well fi- 
nanced national museum with a world- 
famous collection can find itself in trouble. 
According to a recent report by the National 
Audit Office, London’s Victoria and Albert 
Museum (vaa) receives a government sub- 
sidy at the rate of £24 per visitor, one of the 
highest per-capita subsidies in the 
country. This is on top of a “volun- 
tary” entry fee of £5, an exception 
among national galleries and muse- 
ums in Britain that have traditionally 
been free. The vaa has tried unsuc- 
cessfully to reposition itself as an ex- 
citing museum of design. It has also 
turned to architecture to spruce up its 
image, but plans for a futuristic “spi- 
ral” construction by Daniel Libes- 
kind, the architect who designed the 
Jewish Museum in Berlin, have been 
savaged by critics and local residents 
on the grounds of both aesthetics and 
cost. So far, these tactics have failed. 

Few art museums can now rely on 
their endowment alone. Exceptions 
such as London’s Wallace Collection 
and New York’s Frick Collection have 
special circumstances. The widow of 
Sir Richard Wallace bequeathed to 
the nation one of the finest collections 
of French art from the 18th century. 
She demanded that it remain “un- 
mixed with other objects of art”, mak- 
ing it impossible for the museum to 
expand. In addition, because it can- 
not lend its collection, visitors who 
want to see Hals’s “Laughing Cava- 
lier” have no alternative but to visit it. 
The Frick, a small museum in the for- 
mer mansion of Henry Clay Frick, an 
industrialist, has an endowment 
roughly large enough to cover its operating 
costs. It does not need aggressive marketing. 

If they want toexpand, art museums will 
have to persuade visitors to pay, or to pay 
more, perhaps for new services. And they 
will need ingenious new ways to attract 
benefactors. Inevitably, this will mean some 
concessions to commercialism. But, with 
good marketing, it should be possible to per- 
suade more people to pay to visit exhibitions 
of Vermeer or Monet, or even to pop into 
smaller galleries. Exhibiting motorcycles is 
not the only way to attract a crowd—and 
scholarship and big audiences are not neces- 
sarily alternatives. 

a 
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Has the stockmarket bottomed? One way to answer the burning question is to 
study the investment clock 


Y EARLY April, America’s Nasdaq had 
fallen by nearly 70% from its peak, with 
the sap 500 down by almost 30%. April is 
supposed to be the cruellest month, yet even 
before the Federal Reserve set stockmarkets 
ablaze by cutting interest rates by half a 
point on April 18th, shares had been rallying 
for two weeks. The Nasdaq has now climbed 
back by almost 30%, and the sap by 12%. 
Some much-followed shares have done far 
better: Amazon's price has doubled over the 
past two weeks. Investors want to believe 
that the worst is over and that the next bull 
market is now under way. Possibly, Alan 
Greenspan wants them to believe that too. 
The fall in the sar 500 in the year to early 
April was the second-biggest drop (over a 12- 
month period) since the 1929 crash, beaten 
only by the notably savage bear market of 
the early 1970s. However, just because share 
prices look cheaper does not mean they will 
immediately rebound. Timing is all. 
Financial markets, like economies, move 
in cycles. Bonds, equities, commodities and 
cash are affected in different ways by econ- 
omic growth, and by changes in short-term 
interest rates. There tends to be a period over 
the economic cycle, distinct enough with 
hindsight, when each asset outperforms the 
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others. No two cycles are identical, of course, 
but the relative performance of assets fol- 
lowsa familiar, if rough, pattern. 

Bond prices typically start to outperform 
other assets at least a year before the trough 
of the economic cycle, just before interest 
rates begin to fall—as in 1990 and 2000. Share 
prices usually take off about six months be- 
fore the economic trough, when monetary 
policy has become laxer. As the economy 
strengthens, and interest rates start rising 





Synchronise your watches 





again, bond prices fall, while equity 
prices continue to climb on the strength 
of rising profits. Then, as the expansion 
nears its peak and inflation rises, com- 
modities and property fare best. Finally, 
as central banks raise interest rates to quell 
inflation, cash is king. This pattern can 
crudely be presented in the form of a clock 
(see below): as we move around the dial, 
each asset has its moment. The investment 
clock says nothing about the size of future 
asset-price movements, but it may help peo- 
ple to understand their timing. 
So where are we on the clock? For the re- 
cent bounce in share prices to be sustained, 
the American economy must already have 
reached 12 o'clock, and be within six months 
of the end of the downturn. A study by Peter 
Oppenheimer, global strategist at HSBC, ex- 
amines the equity market in more detail over 
the economic cycle. It breaks the cycle into 
four phases based upon growth rates in GDP 
(see right-hand chart), measured quarter- 
on-quarter. These phases are of varying 
length, but they more or less correspond to 
the four quadrants of the clock. In phase one, 
growth slumps below zero until it reaches 
the trough of the recession. In phase two, 
growth is still negative, but output falls at a 
decreasing rate. Phase three sees accelerating 
growth. In phase four, the economy slows 
from its peak rate of growth to zero growth. 
Over the past 30 years American stock- 
markets have always fallen in phase one, as 
the economy slumped, but in phase two 
(when the economy is still contracting, but 
less steeply) shares have surged, with an av- 
erage real gain of 36% at an annual rate. Phase 
twois relatively brief, lasting on average only 
six months—ie, itis often all but over before a 
recession has officially ended. It is heart- 
rending to miss: the initial six-month rally in 
share prices has typically accounted for as 
much as half of the total stockmarket gain in 
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the first three years of a bull market. 

-> The lesson from this is that the best time 

_ tobuy shares is not when the level ofcpp has 

__reached a trough, but when its rate of decline 
has bottomed out: stockmarkets, after all, are 
in the business of discounting the future. Bull 
markets can begin when output and profits 
are still shrinking. The darkest hour is just 
before dawn. Shares bottomed in October 
1990, six months before the economy. 

For anyone who, like most economists, 
believes that the downturn in America will 
be brief and that the economy will be recov- 
ering strongly by the fourth quarter, now is 
indeed the time to buy. For those who be- 
lieve that America is heading for a more pro- 
longed recession, as overcapacity and high 
debts hold back spending, then the current 
market rally will prove to be a false dawn. 


Liquid lunch 
The investment clock is a useful framework 
for testing investment decisions. But is there 
a global clock, or just one for each country? 
After all, stockmarkets these days are 
increasingly moved by worldwide factors. 

This:is why many analysts use global li- 
quidity as their investment yardstick. One 
investment bank, csrs, calculates a “global 
excess liquidity” index: this. combines real 
money-supply growth in the ocp area mi- 
nus growth in industrial production and 
changes in real interest rates. It attempts to 
gauge the amountof excess liquidity, surplus 
to the needs of the real economy, that is po- 
tentially available to be invested in financial 
markets. The index has surged this year as 
most central banks have eased. 

Still, a bull market requires more than 








liquid refreshment: shares must also be un- 
dervalued. The price/earnings (p/e) ratio on 
America’s sar 500 is still historically high, at 
just over 20 at its low two weeks ago. That 
compares with 10.5 after the October 1987 
crash, 12.6 at the start of the 1990-91 recession 
and a long-term average of 15. However, an 
alternative measure, the gap between the 
earnings yield (the inverse of the p/e) and 
real yield on government bonds, suggests 
that most stockmarkets now look cheap rel- 
ative to their average of the past decade. 

But are they cheap enough? After a big 
overshoot on the upside, share prices can 
undershoot by as much on the way down. 
What is more, profit forecasts still look un- 
duly optimistic. According to First Call/ 
Thomson Financial, analysts’ forecasts im- 
ply flat profits this year, but a staggering 17% 
increase in 2002. 

Mr Oppenheimer of nsec, a long-time 
bear, reckons that shares are now looking 
cheap in relation to bonds. He expects shares 
to bounce in the second half of this year, but 
then follow a prolonged period of low re- 
turns as growth in output and profits proves 
disappointing in relation to the recent past. 
He reckons that it could take ten years for the 
Nasdaq to regain its peak, two years for the 
broader indices. 

The judgment about whether the market 
has bottomed hinges on your view about the 
shape of the downturn. The longer you think 
the downturn will last, the greater the reason 
to put off getting back into the market. Most 
analysts are now working on summer time, 
hoping they haven’t turned their clocks for- 
ward too soon. 

Mt 








Bank mergers in America 


Outclassed 


NEW YORK 


T THE start of the 1990s Wachovia was 
one of the very few banks in America to 
hold a top-notch credit rating, It had the fin- 
est of corporate customers in one of the fast- 
est growing regions (the south-east), and its 
management avoided big and bungled 
mergers of the kind that for years crippled 
two acquisitive North Carolina neighbours, 
NationsBank (now Bank of America) and 
First Union. Wachovia lacked mass but, like 
J.P. Morgan, the only other bank in America 
with a triple-a credit rating at the time, it 
oozed class. 

Which is not always enough. On April 
16th Wachovia announced what was billed 
as a merger of equals, but in fact is a $13 bil- 
lion acquisition by First Union. In this, Wa- 
chovia follows J.P. Morgan, which was ab- 
sorbed last year by Chase Manhattan. As 
with that merger, the name of the smarter in- 
stitution will be on the shingle, but it is the 
more plebeian First Union that will run the 
show. The new Wachovia will be four times 
bigger, with $330 billion in assets. 

The sense of loss must be sharp at Wa- 
chovia. First Union traditionally has a shab- 
bier air than Wachovia. And under its chief 
executive, Edward (‘Fast Eddie”) Crutch- 
field, who retired last year, it made just the 
kind of acquisitions that the suits at Wacho- 
via mocked. The job of Ken Thompson, who 
replaced Mr Crutchfield, has been to mop up 
after his successor. He is selling branches ac- 





A fruity peace 


FTER nine years of trade warfare that 
.blew hot and cold, America and the 
European Union agreed last week toa new 
regime for importing bananas into the £u. 
The European and American trade supre- 
mos, Pascal Lamy and Robert Zoellick, per- 
sonal friends since working together at 
past G7 summits, sound relieved. They 
may not be quite ready to celebrate. 
Elsewhere, Mr Zoellick reports no pro- 
gress towards lifting the European ban on 
imports of hormone-treated beef, to 
which America has replied with $u7m a 
year in punitive tariffs. He also says that a 
possibly adverse ruling by the 
World Trade Organisation on 
America’s new Foreign Sales Cor- 
poration code, a tax-based ex- 
port subsidy, risks provoking a 
fresh trade war. 
The specifics of the banana 
deal have raised hackles. It will 





transform Europe’s mix of tariffs and quo- 
tas, a system set up in 1993 to help exports 
from former colonies, into a tariff-only re- 
gime by 2006. The wro ruled the earlier 
system illegal, because it discriminated 
against bananas from Latin America, most 
of which are shipped by American com- 
panies. From July ist a transitional period 
will begin. Companies will receive licences 
to fill quotas based on their import vol- 
umes in 1994-96. 

This last point has left Dole, America’s 
second-biggest banana trader, crying foul. 
While its near-bankrupt competitor, Chi- 





quita, has struggled with a falling market | 
share over the past seven years, Dole has 
diversified its sourcing of bananas, and 
branched out into other lines of fruit. 
However, for at least the next five years, 
Dole’s hard work will count for little. 

Dole wanted the £u to choose a first- 
come, first-served regime in which quotas 
would not depend on past performance. 
So did Ecuador, which supplies many of 
Dole’s bananas and which joined America 
as a plaintiff in the wro case. Ecuador’s re- 
sistance could torpedo the agreement, or 
result in a new appeal to the wto. 

If the banana accord survives, it will 
also be a victory for Trent Lott, the Republi- 
can leader of the Senate. Last year Mr Lott, 
who has received tens of thousands of 
campaign dollars thanks to the 
efforts of Chiquita’s chief execu- 
tive, made it clear that he would 
oppose any deal that hurt the 
company. This week Mr Lott is 
touring Europe. In Brussels, he 
should drop a thank-you note 
into Mr Lamy’s letter box. 
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quired in Tennessee and trying to make good 
the botched acquisition of CoreStates, a 
Pennsylvania Bank for which First Union 
paid five times its book value. People as- 
sumed that First Union’s acquisition binge 
was over. Mr Thompson has disabused 
them, but heis at least keen to show that First 
Union won't binge at any price: it is offering 
just twice Wachovia’s book value. 

The problem for Wachovia, says Gregory 
Bauer at Moody’s, is that its corporate clients 
were using the bond markets to raise capital, 
or else turning to the market for syndicated 
loans. Credit quality at Wachovia declined. 
Last autumn it announced large provisions 
for loan losses, and several executives left or 
were sacked. Michael Mayo, with Prudential 
Securities, believes that distress at Wachovia 
may be behind the decision to sell now. Wa- 
chovia’s earnings may be sliding faster than 
outsiders know. First Union’s bid is pitched 
at only a small premium to Wachovia's share 
price. 

Apart from the risk of problem loans, the 
other issue is integration. First Union has 
brought back lessons from Pennsylvania. 
There, itslashed CoreState’s staff, and service 
suffered so that customers defected. This 
time, consolidation will happen slowly— 
with no lay-offs for at least a year, the bank 
promises. Over time, 7,000 jobs, or 8% of the 
total, might go, though cuts might be deeper 
once press interest dies down. Because this 
acquisition is about looking for efficiencies 
in the home market, rather than conquering 
new ones abroad, there is a real prospect of 
big savings—nearly $900m a year, the banks 
claim. 

One of the biggest winners, however, 
may be another bank, ssar, across the road 
in Winston-Salem from Wachovia’s alto- 
gether more immodest tower. Its origins lie in 
the slaughterhouse, financing pigs for farm- 
ers. It has in recent years moved up the food 
chain, but it still focuses on small and ordin- 
ary businesses for which the syndicated- 
loan market, to say nothing of the bond mar- 
ket, is out of the question. Sticking to its mun- 
dane business, spat has grown faster than 
Wachovia. It might attract small customers 
that the giant merger leaves unhappy. 





Credit cards in Japan 


A borrower be 


TOKYO 


N THE West, a credit card is a discreet way 

of borrowing. Not in Japan. Shoppers in 
department stores are almost always asked 
by shop assistants, often loud ones, whether 
madam will be paying off her card bill in one 
go, orin instalments. Because there is little re- 
volving credit in Japan, card issuers want to 
know how to bill the customer. Yet borrow- 
ing money isconsidered shameful. Soadmit- 
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Duffer 


TOKYO 


S REVISIONS go, it was quite a big one. 
On April 18th new data from Japan’s 
Financial Services Agency (rsa) showed 
that the country’s banks and credit unions 
were sitting on ¥150 trillion ($1.25 trillion) 
of problem loans, not the mere ¥80 trillion 
the agency had previously reported. All of 
a sudden, almost a quarter of bank loans 
are unhealthy. Depositors have learned 
that the financial system is even wobblier 
than officials had declared. 

It turns out that the rsa had been re- 
porting a net rather than a gross figure, by 
quietly subtracting problem loans backed 
by “sound” collateral or guarantees. The 
practice raises questions about whether 





“sound” collateral is actually that. 

The Democratic Party of Japan, which 
prodded the agency into releasing the 
new figure, is not so sure. Some collateral is 
backed by credit-guarantee firms, many 
of which are subsidiaries of the banks 
themselves. A large chunk is guaranteed 
by listed companies, whose sagging share 
prices suggest they are not exactly burst- 
ing with health. Finally, ¥9 trillion of pro- 
blem loans are to borrowers using the gov- 
ernment’s own guarantee scheme. If they 
go bust, banks will be repaid with public 
funds.Good for the banks, but small com- 
fort to taxpayers who have already spent 
¥18 trillion bailing them out. 








ting in front of a queue of strangers that you 
cannot afford to clear your balance can be 
painfully embarrassing. 

Japan’s credit-card industry has been 
held back for years by old habits. Credit- 
card use is tiny by international standards. 
Purchases on credit cards account for just 8% 
of consumer spending in Japan, compared 
with 14% in Europe and 21% in America (see 
chart). The typical spender in Japan charges 
four times less each year than in America. 

The industry, worth ¥3.5 trillion ($29 bil- 
lion) a year is growing fast, admittedly. Yet it 
is still overshadowed by the industry for 
consumer loans, which is double its size. 
Consumer-finance firms are better at reas- 
suring customers. They don’t, for instance, 
send out monthly statements, so borrowers 
are protected from nosy spouses. 

Card companies have also been hurt by 
their inflexible payment systems, says Paul 
Heaton of Deutsche Securities. Few offer re- 
volving-payment schemes, which enable 
customers to spend money as long as they 
make minimum monthly repayments. 
Rather, those who cannot pay in one go end 
up locked into fixed instalment plans. That 
prevents them from paying off debt in one 
lump, even if they get a work 


bonus or unexpected wind- | Credit 





of just 2.5% for their profits. 

Card companies also suffer from poor 
marketing. In America, most offer points in- 
centives or even cash to persuade customers 
to use their cards more often. In Japan, al- 
though customers can collect points, they of- 
ten get unappealing rewards, such as left- 
over goods from affiliated stores. 

Growing use of the Internet to buy things 
has not benefited credit-card companies as 
much as it has done elsewhere. Concerns 
about fraud and privacy, plus the wide- 
spread availability of other settlement op- 
tions, have kept online purchases down, 
says Dean Perry of ınG Barings. These days, 
for example, local 24-hour convenience 
stores offer their services as a pick-up and 
payment point for online purchases. Seven- 
Eleven Japan, the biggest chain, says that 
three-quarters of Internet shoppers pick up 
and pay for their goods at stores, rather than 
use a credit card and have them delivered. 

There are signs, though, that the credit- 
card industry is waking up. Unlike most 
other financial businesses in Japan, there is 
plenty of room to grow. Though consumer 
spending has been weak, analysts predict 
that credit-card use could grow by more 


cards 


fall. % of consumer spending 





Unsurprisingly, most 
card users end up paying 
their bills in full. That de- 
prives card companies of the 
fat profits that consumer- 
loan rivals make by charging 
customers interest rates of 
more than 20% on their loans. 
Although some card compa- 
nies, especially ones affili- 
ated with retailers, are build- 
ing up a lending business by 
offering cash advances, most 
rely on vendor commissions 
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than 10%a year, especially if new domestic 





and foreign firms continue to come into the 
market. Not only would these bring their 
marketing and lending skills; they might 
even manage to introduce the concept of re- 
volving payments. 

Japan’s consumer-finance giants al- 
ready show plenty of interest, snapping up 
card companies that are poorly run, or bust. 
They have wanted to break out of their own 
market for some time, but have been hin- 
dered by the whiff of past scandals, when 
they applied aggressive methods of collec- 
tion and usurious rates of interest. Big, inter- 
national brands—Visa and Mastercard— 
have been reluctant to link up with them. 

Buying existing credit-card companies 
solves the problem. Thus, Aiful, a leading 
consumer-finance firm, recently bought 
Life, a credit-card company that collapsed 
last May with some ¥900 billion in debts. 
Last month, Sanyo Shinpan, another con- 
sumer-loan company, agreed to buy Mycal 
Card, the credit-card arm of a struggling re- 
tailer. Other potential candidates include 
Daiei omc, a credit-card company owned 
by another wobbly store chain. 

The market for credit cards also offers 
opportunities for foreign players like Citi- 
group, GE Capital and Morgan Stanley. All 
are already busy in Japan and are trying to 
broaden their financial-service franchises. 
For those foreign institutions that take de- 
posits, such as Citigroup, cards are a lucra- 
tive way to recycle idle yen. Meanwhile, do- 
mestic non-banks, such as Orix, Sony, 
Toyota, and Softbank (all keen to expand 
their financial-service operations), might 
also come in. Who knows, they might one 
day manage to persuade Japanese consum- 
ers that a bit of borrowingis not as big asin as 
those shop assistants imply. 
aera cies ner i 





Indonesia and the IMF 
Twisting in the 
wind 


HE International Monetary Fund may 

seem omnipotent to emerging-market 
governments, but it differs from the Al- 
mighty in two ways. Although it readily giv- 
eth, it never seems quite willing to take away. 
And it often helps those who refuse to help 
themselves. These eternal failings have 
haunted the Fund in Indonesia, a huge and 
volatile country and one of its most trouble- 
some clients over the past few years. Since 
December the rmr has withheld payments 
from its $5 billion aid package, and a special 
team isin Jakarta this week to haggle over the 
government’s lax behaviour. No matter 
what they say, do or threaten, the imr’s rep- 
resentatives are unlikely to go away happy. 
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This time, the fall-out will 
have worse consequences than 
usual. A bad report card from 
the Fund could harm Indone- 
sia’s arrangements with the 
Paris Club of official creditors, 
which last year rolled over $5.8 / 
billion in debts that Indonesia / 


was due to repay in 2000 and 
2001. The “consultative group 
on Indonesia”, which co-ordi- 
nates aid from foreign 
ae. 





donors, will also be 
watching closely, 
since it is due to meet 





next week to decide how much to keep pay- 
ing out. Two other multilateral bodies, the 
World Bank and the Asian Development 
Bank, are already giving Indonesia much less 
help this year, largely because of the coun- 
try’s corruption and bad governance. 

The alternative approach—simply to 
cave in to the government—is as untenable 
for the Fund in Indonesia as elsewhere. In 
some ways, Indonesia presents a worse di- 
lemma than embattled economies such as 
Argentina or Turkey. In those places, there 
are genuinely difficult policy choices, but at 
least the ımr is able to deal with one or two 
key local officials who are trying to sort out 
the mess. 

In Indonesia, by contrast, the mmr is up 
against a fractious and corrupt group of top 
politicians, none of whom shows a hint of 
wanting to take the obvious steps needed to 
fix matters. The Fund’s own mistakes in 
1997-98 complicate things further. Its arrival 
at the start of the crisis helped to precipitate a 
bank run and street riots. (Admittedly, these 
also helped finish off former President Su- 
harto’s dictatorship.) The legacy, says Jim 
Castle, a local consultant, is that the Fund 
and Indonesia are “like a couple that doesn’t 
get along, but can’t get divorced. All they can 
dois keep talking.” 

While they talk, Indonesia’s health gets 
worse. After the country’s cpp fell by 20% 
over 18 months (and stayed at that level for a 
further year), it managed to grow last year, 
though only by 4.8%. Thatis a far cry from the 
rebounds that its neighbours saw in1999 and 
2000, and itis a difficult goal to match in 2001. 
Political turmoil and a slowdown world- 
wide merely exacerbate Indonesia’s struc- 
tural problems. 


Two. key indicators: are 
flashing red. The currency has 
slid rapidly as. an impeachment 
drive against the president has 
gathered steam. As a result, in- 
terest rates have also shot up. 
With government debts of 
PR around 100% of cpr, both 
Be shocks will widen the budget 
{ deficit, which could also be hurt 
by weaker tax revenues from oil 
and gas exports. When the gov- 
ernment first forecast a shortfall in 2001. of 
52.5 trillion rupiah ($4.8 billion, equivalent to 
3.7% of cpe), it was expecting its benchmark 
one-month interest rate to average 11.5%; the 
rate is now more than four percentage points 
above that. The exchange rate, which ap- 
proached 11,000 rupiah to the dollar this 
week, is well below the original forecast of 
7,800 rupiah (see chart). 

The government and the Fund are dis- 
cussing more than just the budget, though. 
The mF is pressing Indonesia to become sè- 
rious about structural reforms. It vents much 
of its displeasure on the bank-restructuring 
agency, which continues to dawdle. Broken 
promises to sell Bank Central Asia and Bank 
Niaga draw the most attention, but political 
jockeying is also holding up the sale of in- 
dustrial assets in the agency’s stables. And it 
is still unclear whether the Fund and its 
counterparts have resolved a dispute over 
the central bank. The government wants to 
replace the bank’s leadership to root out cor- 
ruption, but the Fund fears that this will un- 
dermine its independence. 

At root is a basic truth: for all their bu- 
reaucracy and their arrogance, foreign do- 
nors seem tocare more about the average In- 
donesian’s plight than do the country’s 
current crop of political leaders. The only 
remedy the Fund can think of is to keep 
threatening the unthinkable, in the hope 
that Indonesia’s rulers will act. The threats 
grow less credible every time the govern- 
ment calls its bluff. As a result, the only cer- . 
tainty about this week’s talks is that the imF 





- will want to end them on time, so that it can 


skip town before a crucial censure vote 
against the president in late April. So:no new 
agreement, and no plug pulled either. That is 
about the closest the mr gets to tough love. 
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Capital adequacy for European banks 


Don't start from here 


BRUSSELS 


By writing half-formed rules on capital adequacy into law, Europe is putting 


the cart before the horse 


HE drafters of financial laws in Brussels 

have a horrible three years ahead. One 
confides that on some mornings she would 
rather just hide her head under the duvet. 

The challenge, apart from applying 
Alexandre Lamfalussy’s recent recommen- 
dations on the regulation of securities mar- 
kets in the European Union, is to turn 560 
pages of guidance on international banking 
supervision into Eu law. Not only that, the 
law must cover securities houses and invest- 
ment firms as well as banks. 

In January the Basle committee on bank- 
ing supervision, which represents bank su- 
pervisors in big industrial countries, pro- 
duced refined proposals that will 
revolutionise the supervision of the world’s 
biggest banks. Instead of setting a fixed ratio 
of capital to so-called risk assets, the new 
framework, dubbed Basle 2, will allow the 
most sophisticated banks to use their own 
measures of risk to calibrate the amount of 
capital they must set aside. 

Banks already use internal models tocal- 
culate market risk. They are developing new 
techniques to assess other risks they run, 
broadly known as operational risk. Supervi- 
sors will review this process continuously, 
adjusting capital requirements above the 
minimum the bank has calculated, with re- 
wards for good behaviour. The goal is a safer, 
more market-driven—and hence more effi- 
- eient—banking sector. 

The previous Basle framework, set in 
1988, laid down clear capital charges. for 
credit exposures according to whether the 
borrower was a country, a bank, or a non- 

. bank. Itdid much toencourage banks world- 
wide to build a sounder capital base, but it 
was crude. It tempted some banks, especially 
in Japan and South Korea, to make loans on 
the basis of the capital charge the loans at- 
tracted rather than of banking prudence, 
with disastrous results. Supervisors hope 
that Basle 2 will reduce such distortions. 

The nightmare on the other side of the 
duvet is the task of translating a regime— 
which is still evolving and which is aimed at 
the top tier of international banks—into 
European law for all financial firms. Basle 2 
must be turned into a third capital-ade- 

| quacy directive (cap 3), which may overlap 

witha bunch of other directives on solvency, 
large exposures and capital. These will need 
to be cancelled or amended. It must also 
have relevance to hundreds of small Euro- 
pean banks and (mainly British) investment 
firms. Then the draft must go through the 
European Parliament and the European 
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Council of Ministers before it becomes a di- 
rective; after which it must be written into 
the rulebook of each member state, often 
with new legislation. All of this must happen 
before January 2004, when Basle 2 is meant 
to be ready. 

Basle 2 has problems of its own, to do 
with the calibration of risk, and with fierce 
and sometimes philosophical arguments 
about the definition of operational risk. 
There is also the danger that banks will have 
to scramble for new capital in the teeth of 
some future recession. Studies are in pro- 
gress, and horse-trading between the big 
banks and regulators has only just begun. So 





this is not a good time to be enshrining raw 
and untested concepts into European law. 

The European Commission’s consulta- 
tive document, adapted from Basle 2, invites 
comment by May 3ist. It has the same ambi- 
tious plans for risk measurement, but it also 
highlights the special need for banks to fi- 
nance small and medium-size enterprises 
(smes), most of which have no public credit 
rating (Basle 2 relies on public ratings as well 
as ratings used internally by banks). An in- 
creased capital charge for Europe’s small 
banks, or heavier reporting requirements, 
could well raise the cost of borrowing for 
SMES in Europe. 


Risks and rewards 


Continental fund managers tend to be 
owned by banks, with stacks of capital, 
whereas Britain has scores of independent 
fund-management firms with little capital 
behind them. A threatened charge for oper- 
ational risk, based on the amount of funds 
under management, might be out of propor- 
tion to the risks many firms actually run. Or 









soargues the Association of Private Client In- 


‘vestment Managers & Stockbrokers in Lon- 


don. It depends on whether the firm gives 
advice to clients, for which it can be sued, or 
bears the risks of clearing and settling securi- 
ties. If neither case applies, the case for 
putting up more capital is less strong. Yet 
such niceties are not written into either the 
consultative documentor Basle 2. 

The aim is to produce a draft directive by 
October this year. However, other groups 
are also likely to lobby the Commission and 
the European Parliament for special treat- 
ment. That could slow things down greatly. 

In addition, there are fears that a direc- 
tive will not be flexible or speedy enough to 
match whatis proving tobe a process of con- 
tinuous evolution of the new Basle propos- 
als. A remedy could be the one recom- 
mended by Mr Lamfalussy in his recent 
report on European securities regulation: to 
establish rule-making committees in charge 
of filling gaps in financial directives that are 
left deliberately open. “Comitology”, this is 
called, and though it is an eminently less 
crackpot concept than its name implies it 
has met with criticism from parliamentari- - 
ans. They fear it will subvert the democratic 


process. They want the right to call back for = 


parliamentary scrutiny any measures taken 
under comitology. 

Eurocrats wonder whether, after a battle 
over applying comitology to securities regu- 
lation, there will be the appetite to fight for it 
in CAD 3. It may nonetheless be the only sen- 
sible way to recalibrate capital ratios and up- 
date concepts as the uncertain sciences of 
measuring credit and operational risk 
evolve. “What we need”, mused a British 
regulator this week, “is a rolling directive.” 

British regulators are concerned that the 
European Commission may not meet the 
2004 deadline, leaving London-based banks 
unable to apply Basle 2 in step with the 
Americans, Japanese and other non-EU 
banks. They are working on an answer. Hap- 
pily, Britain’s Financial Services Authority 
has always insisted on capital ratios well 
above the existing EU minimum of 8%. So 
long as banks reach that 8% floor, they can 
start applying Basle 2 principles to any capi- 
tal charge above the minimum, without in- 
fringing existing EU law. Whether continen- 
tal banks, notably in France and Germany, 
will be able to do the same is open to ques- 
tion: they have long had a habit of sailing 
quite a bit closer to the regulatory minimum. 

Many of those affected feel it is crazy to 
write Basle 2 into European law when it is 
still half-cooked. The target of the Basle com- 
mittee is the internationally active banks. 
They are at the forefront of risk measure- 
ment, and regulators, rightly, want to har- 
ness their skills for the greater safety of the 
system. Applying half-knowledge to scores 
of financial firms across Europe at the same 
time will prove an expensive diversion. 
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Big Mac Currencies 


The Economist’s Big Mac index of currencies offers food for thought 


T IS time for our annual bite at burger- 
nomics. The Economist’s Big Mac index 
was first launched in 1986 as a gastro- 
nome’s guide to whether currencies were at 
their correct exchange rate. It is not in- 
tended to bea precise predictor of currency 
movements, but simply a way to make ex- 
change-rate theory a bit more digestible. 
Burgernomics is based upon one of the 
oldest concepts in intemational econom- 
ics: the theory of purchasing-power parity 
(ppp). This argues that the exchange rate be- 
tween two currencies should in the long 
run move towards the rate that equalises 
the prices of identical bundles of traded 
goods and services in each country. In 
other words, a dollar should buy the same 
amounteverywhere. 
Our “bundle” is a McDonald’s Big Mac, 
which is produced to more or less the same 
recipe in about 120 coun- 





cies. Sterling, for example is 12% overvalued 
against the dollar—less than two years ago, 
it was overvalued by 26%. 

The greatest triumph of the Big Mac in- 
dex has been in tracking the euro. When 
Europe’s new currency was launched in 
January 1999, virtually everybody pre- 
dicted that it would rise against the dollar. 
Everybody, that is, except the Big Mac in- 
dex, which suggested that the euro started 
off significantly overvalued. One of the 
best-known hedge funds, Soros Fund 
Management, admitted that it chewed 
over the sell signal given by the Big Mac in- 
dex when the euro was launched, but then 
decided to ignore it. The euro tumbled; So- 
ros was cheesed off. 





The average price today in the 12 euro 
countries is €2.57, or $2.27 at current ex- 
change rates. The euro’s Big Mac ppp against 
the dollar is €1=$0.99, which shows that it 
has now undershot McParity by 11%. That, 
in turn, implies that sterling is 26% overval- 
ued against the euro. 

Overall, the dollar has never looked so 
overvalued during 15 years of burgernom- 
ics. In the mid 1990s the dollar was cheap 
against most currencies; 





tries. The Big Mac ppp is the 
exchange rate that would 
leave hamburgers costing 
the same in each country. 


‘The hamburger standard __ 


“BigMecpries implied Oats 


<in local in 





Comparing a currency’s ac- 
tual exchange rate with its 
ppp is one test of whether the 
currency is undervalued or 
overvalued. 

The first column of the 
table shows local-currency 
prices of a Big Mac; the sec- 
ond converts them into dol- 
lars. The average price of a 
Big Mac in America is $2.54 
(including sales tax). In Ja- 
pan, Big Mac scoffers have to 
pay ¥294, or $2.38 at current 
exchange rates. The third 
column calculates pers. Di- 
viding the yen price by the 
dollar price gives a Big Mac 
ppp of ¥116. Comparing that 
with this week’s rate of ¥124 
implies that the yen is 6% 
undervalued. 

The cheapest Big Macs 
are found in China, Malay- 
sia, the Philippines and 
South Africa, and all cost 
less than $120. In other 
words, these countries have 
the most undervalued cur- 
rencies, by more than 50%. 
The most expensive Big 
Macs are found in Britain, 
Denmark and Switzerland, 
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which are both 40-45% be- 
low McParity. They need to 
ketchup. 

All the emerging-market 
currencies are undervalued 
against the dollar on a Big 
Mac ppp basis. That, in turn, 
means that a currency such 
as Argentina’s peso, which is 
undervalued only a tad 
against the dollar, is mas- 
sively overvalued compared 
with other currencies, such 
as the Brazilian real and vir- 
tually all of the East Asian 
currencies. 

Some of our readers find 
the Big Mac index hard to 
swallow. Not only does the 
theory of purchasing-power 
parity hold only for the very 
long run, but hamburgers 
are a flawed measure of PPP. 
Local prices may be dis- 
torted by trade barriers on 
beef, sales taxes, or big dif- 
ferences in the cost of prop- 
erty rents. Nevertheless, 
some academic studies of 
the Big Mac index have con- 
cluded that betting on the 
most undervalued of the 





which by implication have 
the most overvalued curren- 








main currencies each year is 
a profitable strategy. 
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Old tricks for new chips 


Two venerable chip-design techniques, multi-threading and asynchronous 
logic, are finally on their way to widespread adoption 


OMPUTING is similar to cookery. Pro- 

grams, like recipes, are lists of instruc- 
tions to be carried out. The raw materials are 
data which, like vegetables and other in- 
grecients, must be sliced and diced in exactly 
the right way. Those ingredients must be 
turned into palatable output as quickly as 
possible. And in both cases, changes in-orga- 
nisational procedures can produce huge 

.. gains in efficiency. 

Over the years, the designers of micro- 
processors have resorted to all sorts of tricks 
to make their products run faster. Modern 
chips, for example, queue up several instruc- 
tions in a “pipeline” and analyse them to see 
if switching the order in which they are exe- 
cuted can produce the correct result, only 
more quickly. Similarly, if a recipe says 
“chop the garlic and heat the stock”, a time- 

“saving chef will start heating the stock first, 
and then chop the garlic while waiting. 

Doing this kind of analysis is worthwhile 
only if the increase in the complexity of the 

. chip’s design that it requires provides a sig- 
nificant performance boost. Faced with di- 
minishing returns, however, chip designers 
are dusting down two technologies—called 
multi-threading and asynchronous logic— 
that were both invented decades ago. At the 
time, neither was competitive with conven- 

tional designs, but important uses have since 
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emerged for each of them. Multi-threading 
can increase the performance of database- 
and web-servers, while asynchronous logic 
is ideal for wireless devices and smartcards. 
Asa result, both technologies are now head- 
ing towards the marketplace. 


Itslices, it dices 


The idea of multi-threading goes back to the 
19608, and its use in supercomputers has 
been championed by Burton Smith, the 
chief scientist at Cray, a supercomputer 
maker. In 1995 Susan Eggers, Hank Levy and 
Dean Tullsen at the University of Washing- 
ton showed how the idea could be applied to 
mass-market microprocessors, in a tech- 
nique called “simultaneous multi-thread- 
ing” (smr). What makes smt particularly 
clever is that a small increase in achip’s com- 
plexity results in a vast improvement in its 
performance, with one proviso: the gain 
comes when the chip is running lots of pro- 
grams at once. In practice, though, all mod- 
ern computers do this—users expect, for ex- 
ample, to be able to run a web browser and a 
word processor while listening to an MP3 
music file. Strictly speaking, these programs 
are not actually operating at the same time. 
Instead, a single processor runs one program 
for afew milliseconds, then switches to an- 
other. But this switching happens so quickly 





that the user is fooled into thinking that all 
the programs are working simultaneously. 

Inside the processor, this switching be- 
tween programs looks a lot less slick. Switch- ` 
ing involves storing the “processor state” for 
the outgoing program (that is, the configura- 
tion of the functional units that do the actual 
calculations), restoring the processor state 
for the incoming program, and then resum- 
ing operation. This is rather like a chef pre- 
paring (say) eight recipes at once by working 
on each for (say) three minutes ata time, and 
then switching recipes. Every time he 
switches, he has to forget the old recipe, re- 
read the new one, and move all of the in- 
gredients on and off his chopping board. 

smt works by giving the chef a larger 
chopping board and allowing him to inter- - 
leave steps from all eight recipes, while still 
ensuring that the peas end up in the pea ` 
soup. Ansar chip keeps track of several pro- 
grams, or “threads”, at once. Doing so re- 
quires extra hardware to store the processor 
state for each thread, and when instructions 
are added to the queue, they must be la- 
belled as coming from a particular thread. 
That way, when an instruction is sent to one 
of the various number-crunching units on 
the chip, it knows which thread's state to up- 
date with the result. 

Engineers at Compaq, an American 
computer maker, have estimated that only 
about 10% more circuitry is needed to enable 
a conventional chip design to support four 
threads at once in this way. But the improve- 
ments in performance can be spectacular, 
because when one of the threads is held up 
waiting for data to arrive, the others can keep 
running. Database- and web-servers gener- 
ally create a separate thread for each user re- 
quest—so the ability to run several threads 
simultaneously is a particular advantage for 
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them. Simulations run by Dr Eggers’s team 
have found that an eight-thread smt chip 
could run database software three times 
faster than a conventional chip, and web- 
server software four times faster. And those 
figures, says Dr Eggers, are for unmodified 
software. Tweaking the programs to support 
sMT explicitly could, she suggests, speed 
things up even more. 


Stop the clocks 


Where smr offers chip designers a big perfor- 
mance gain for a relatively small design 
change, asynchronous logic involves a far 
more dramatic rethink. As its name suggests, 
it does away with the cardinal rule of chip 
design: that everything marches to the beat 
of an oscillating crystal “clock”. For a 1GHz 
chip, this clock ticks one billion times a sec- 
ond, and all of the chip’s processing units co- 
ordinate their actions with these ticks to en- 
sure that they remain in step. Asynchronous, 
or “clockless”, designs, in contrast, allow dif- 
ferent bits of a chip to work at different 
speeds, sending data to and from each other 
as and when appropriate. 

The idea of asynchronous logic goes 
back to the dawn of digital computers. Some 
of the earliest machines (built in the 1950s) 
were based on clockless designs. But the syn- 
chronous approach predominated, largely 
because it is easier to design chips in which 
things happen only when the clock ticks. In 
recent years, however, clockless designs 
have started to look more appealing. One 
reason is that, as chips get bigger, faster and 
more complicated, distributing the clock sig- 
nal around the chip becomes harder. An- 
other drawback with clocked designs is that 
they waste a lot of energy, since even inactive 
parts of the chip have to respond to every 
clock tick. Clocked chips also produce elec- 
tromagnetic emissions at their clock fre- 
quency, which can cause radio interference. 

There are several styles of asynchronous 
design, according to Steve Furber, a com- 
puter scientist at Manchester University in 
Britain. Whereas conventional chips repre- 
sent the zeroes and ones of binary digits 
(“bits”) using low and high voltages on a par- 
ticular wire, one clockless approach, called 
“dual rail”, uses two wires for each bit. A 
sudden voltage change on one of the wires 
represents a zero, and on the other wire a 
one. Another approach is called “bundled 
data”. Low and high voltages on 32 wires are 
used to represent 32 bits, and a change in vol- 
tage on a 33rd wire indicates when the values 
on the other 32 wires are to be used. 

Asynchronous designs take up more 
room on a chip than conventional designs, 
and there are far fewer design tools available 
to help create them, but a number of groups, 
including Dr Furber’s, have already built 
asynchronous microprocessors. Ivan Suth- 
erland of Sun Microsystems, whois regarded 
as the guru of the field, believes that such 
chips will have twice the power of conven- 
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tional designs, which will make them ideal 
for use in high-performance computers. But 
Dr Furber suggests that the most promising 
application for asynchronous chips may be 
in mobile wireless devices and smartcards. 
Wireless devices based on asynchro- 
nous chips would run for longer between re- 
charges, and their circuitry would cause less 
radio interference. Dr Furber is developing 
asynchronous chips for such devices in con- 
junction with Arm, a British company 
whose processors appear in many handheld 
computers and mobile phones. Philips, a 
Dutch electronics firm, has already built a 
pager that uses asynchronous logic, and 
Theseus Logic of Orlando, Florida, is also 


pursuing low-power wireless applications. 
In the case of smartcards, Dr Furber sug- 
gests that asynchronous logic would offer 
better security than conventional chips. The 
encryption on existing smartcards can be 
cracked by analysing the power consump- 
tion for each clock tick. This allows details of 
the chip’s inner workings to be deduced. 
Such an attack would be far more difficult on 
a smartcard based on asynchronous logic. 
There is, of course, a catch. Both smt and 
asynchronous logic undermine the use of a 
chip's clock speed as a proxy for its perfor- 
mance. And that might make things tricky 
for the marketing men, who have long in- 
sisted that the more muz, the merrier. 
a 





Organic farming 


Golden apples 


Organic farming may indeed, as its practitioners have long claimed, be better 
for the environment and produce tastier food than its rivals 


HE language of organic farming has a 

quality that George Orwell might have 
admired. The plants and animals it produces 
are no more “organic” than those of “con- 
ventional” farming, and its methods (natural 
pest control, crop-diversification, manure 
and compost) are more “conventional”, at 
least from a historical viewpoint, than the 
synthetic pesticides, herbicides and fertilis- 
ers that have displaced them. Behind this 
linguistic confusion, though, there is a sub- 
stantial debate. Is organic farming just a sport 
for dilettante hobbyists, or could it have a 
significant role in the future of agriculture? 

Sales of organically produced food, 
though small, have been growing fast over 
the past decade (in America, by 20%a year;in 
some European countries by as much as 40% 
a year). Until now, however, data to back up 
the field’s claims both to be environmentally 





The sweet taste of money 


sound, and to produce better quality food, 
have been sparse. But a paper just published 
in Nature by John Reganold and his col- 
leagues at Washington State University, Pull- 
man, suggests that for some sorts of crops 
those arguments are, indeed, correct. 

Dr Reganold looked at apples. Starting 
from scratch, he and his team planted 12 ex- 
perimental plots of apple trees and tended 
them for six years. Four plots were managed 
conventionally, four organically and four by 
hybrid “integrated” methods that attempt to 
have the best of both worlds. The researchers 
measured changes in soil quality in the plots, 
looked at the performances of the growing 
trees, estimated the energy input per hectare 
of orchard, calculated the profitability of 
each method and—perhaps most important 
of all—conducted blind-tastings to see 
which fruit appealed most to the consumer. . 

That organic methods re- 
sulted in better soil was little sur- 
prise. Gardeners have known for 
millennia that digging plant and 
animal waste into the earth im- 
proves it. Quantified in scientific 
terms, “improvement” means an 
open structure that soaks up wa- 
ter and allows that moisture to 
move around inside the soil so 
that it can be taken up by roots. 
Measured by that other shibbo- 
leth of conservationists, energy 
use, organic farming was also bet- 
ter. It was 5-7% more efficient than 
the other two systems. 

As far as the performance of 
the trees went, there was no dif- 
ference between the three meth- 
ods. All the trees were equally 
healthy, grew equally fast and 
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SINGAPORE 


ATTLING bugs is little different from 

other kinds of modern warfare. Know- 
ing your enemy helps a lot, and building 
better weapons gives you an advantage, 
too. But in these kinder, gentler times, the 
lives of non-combatants must also be pro- 
tected. Thomas Fernandez, who runs Pest- 
Busters, a pest-control firm based in Singa- 
pore, embraces all three of these rules 
when he dreams up new products. His lat- 
est foe is the pesky—and, in many parts of 
the world, deadly—mosquito. 

The traditional method of dealing with 
mosquitoes, creating an insecticidal fog, is 
environmentally unfriendly. It is also un- 
pleasant for people in the area and—most 
pertinently of all—it is becoming less effec- 
tive every year as insecticide-resistant 
strains spread around the globe. Mr Fer- 
nandez’s mosquito trap works on a differ- 
ent principle altogether. It tricks mosqui- 
toes into thinking they are about to get a 
meal: for although the Mega-Catch, as the 
invention is dubbed, may not look much 
like a person, from a mosquito’s viewpoint 
it behaves like one. 

Mosquitoes detect their victims in two 
ways: from the warmth of the body, and 
from the carbon dioxide in the breath. 





better mosquito trap 





Mega-Catch, despite being a 
38cm-high black plastic box, 
radiates heat and carbon diox- 
ide much as a human body 
would. The heat is provided 
electrically, and the carbon di- 
oxide (which is moistened to 
make it appear even more au- 
thentic) is released from a 
small cylinder of the type used 
to carbonate drinks. 

Once she arrives at the box 
(only female mosquitoes suck 
blood; the males make do with 
plant juices), the hapless mosquito is lured 
through aslot in the side by a glittering pat- 
tern of lights. Like many other insects, mos- 
quitoes are attracted by light. But it has to 
be light of the correct frequency. This is 
provided by light-emitting diodes inside 
the trap. The glittering quality, which 
seems as alluring to insects as it is to many 
people, is achieved by making the diodes 
flash and reflecting their light from a piece 
of aluminium foil that dangles behind the 
slot. Once inside the box, the mosquito is 
sucked downwards by a fan and deposited 
neatly into a pool of water. There, she 
drowns—for although mosquito larvae are 
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aquatic, the adults cannot swim. 

Besides being efficient (test runs show 
it can trap as many as 1,200 mozzies a 
night), Mega-Catch is selective. It can be 
tweaked to operate only when a particular 
speciesis active (Anopheles, which spreads 
malaria, is nocturnal; Aedes, which is 
responsible for yellow fever and dengue, 
prefers daylight). In addition, few “non- 
target” species, which would be killed ifan 
area was sprayed with insecticide, are 
lured into the box. That is a matter of par- 
ticular satisfaction to Mr Fernandez, who 
has a passion for insects such as butterflies, 
and hates to see them pointlessly killed. 








yielded similar amounts of fruit. During sev- 
eral years of the experiment that fruit was 
russetted (which does not affect its flavour, 
but is deemed unsightly by enough Ameri- 
can consumers to affect sales). The russetting, 
however, affected all three plots to the same 
degree. And russetted or not, people pre- 
ferred the organically grown apples, describ- 
ing them as sweeter and less tart—a verdict 
supported by chemical analysis. 

They were also more profitable, though 
that profitability rested on the willingness of 
customers to pay a premium for organically 
produced crops. In the case of apples from 
Washington, that premium is high—around 
50%. Using this figure, Dr Reganold esti- 
mated that a new commercial organic or- 
chard, run in a similar way to his, would 
break even after nine years; for a conven- 
tional orchard, the figure would be 15 years. 
But the organic method would still be attrac- 
tive if the premium were lower. Only if it 
dropped below 12% did conventional meth- 
ods break even first. 

Dr Reganold reckons that similar results 
would apply to other perennial crops, such 
as other fruit trees, berries and grapes. And, 
since perennials account for 16% of Ameri- 
can agriculture, green methods may yield 
more greenbacks than many sceptics have 
previously believed. 

a 
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Jet propulsion 
Scram! 


LOS ANGELES 


T TOOK the Wright brothers 12 seconds to 

make aeronautical history. On May 19th 
America’s National Aeronautics and Space 
Administration (NAsA) hopes to use an even 
shorter stretch of time to push the boundary 
of powered flight a little further. The Hyper- 
x-43A, which is pilotless, four metres long, 
and has a nose made of solid tungsten, will 
be the first working aircraft to be powered by 
a scramjet—a supersonic-combustion ram- 
jet. The Wright Flyer wobbled over the sands 
at Kittyhawk for a distance of 36 metres; in its 
ten seconds of powered flight the x-43a will 
travel around 22km. 

Unlike the more familiar turbojet, which 
uses a turbine-powered fan to compress the 
incoming air before it is mixed with fuel, a 
ramjet compresses air by forcing it down an 
ever-narrowing funnel. Ramjets (which pre- 
date turbojets) were used in weapons such as 
the vı flying bombs launched at Britain by 
Germany during the second world war. But 
they have not been widely adopted because 
they have to be accelerated to Mach 1 (the 
speed of sound) before the air inside them 
becomes compressed enough for them to 


work. That compression also slows the air 
down. Scramjets (in which the fuel/air mix- 
ture is still travelling supersonically when it 
is ignited) are even more temperamental. 
They work only above Mach 5. But once 
there, a scramjet-powered aircraft should be 
able to zoom away to speeds unattainable 
by a turbojet. 

The x-43A will be given its initial kick by 
a Pegasus rocket that will itself be dropped 
from a B-52 bomber. Once the rocket has 
lifted its speed to Mach 5, the x-43A will set 
off on its own, burning hydrogen asit streaks 
out across the Pacific. When the fuel runs out, 
it will glide on for about 15 minutes, before 
dropping into the sea. 

Who will actually want to build a hyper- 
sonic aircraft remains unclear. In the golden 
age of aerospace, the 1960s and 1970s, there 
was talk of airliners that could fly from New 
York to Tokyo in two hours, and bombers 
that would outrun any air-defence. Accord- 
ing to Charles McClinton, the technical di- 
rector of NASA’s Hyper-x programme, the 
emphasis has now swung towards space tra- 
vel. A “space-plane” with a scramjet to 
power it through the atmosphere might 
burn 30 tonnes of fuel lifting a payload into 
orbit, compared with the 1,400 tonnes used 
by a space shuttle. That will take a little lon- 
ger than 12 seconds. 

— = 
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ak our country is a great 


place. to do finarieh vices business. 


But you're not biased. You've got to make the right 
location decision. You've got to be objective. 


So, just to help you reach an objective conclusion 
about Malta, here's some information. 


Growth around 7%. English spoken by 100%. Lots 
speak Italian, French and German. Scheduled flights 


REQUEST FOR INFORMATION — Be 
IMPLEMENTATION OF BUSINESS PROCESS CHANGES 


The International: Fund’ for: Agscultural Development 
(IFAD), a United Nations. specialized Agency, has 
published a Request for Information (RFD for the 
implementation of identified business-process changes and 
supporting IT tools, including but not limited to PeopleSoft 
ERP modules, in order to “ehhance IFAD’s operational 
effectiveness and its role asa knowledge organization, The 
business processes included in: this phase are Human 
Resources, Strategy and Finance, Support Services, 
Information Technology and Knowledge Management. 


The objective of the RFI is to identify qualified consulting 
firms, either prime contractors or potential subcontractors. 
Selected firms will then be invited, through a Request for 


Proposal (RFP), to develop specific technical and financial 
proposals to assist IFAD during implementation. 


All work will be carried out at IFAD’s Headquarters in 
Rome, Italy, and will be conducted in English, IFAD's 
working language. Implementation is scheduled to start 
during the second half of 2001 for completion within three 
years. 





Please note that the last date for receipt of responses to the 
published. RFI is 74 May 2001. 


"Getting more objective? Get in touch ‘now. 


The RFI (in Office 97 format) may be obtained through: 





l SERVICES CENTRE 
Ww Dynamic ECONOMY E-mail: z carpenelli@ ifad.org 
Fax: 39/06 504 3463 

Web: www.ifad.org 


mmmunications@misc.com.met | 
www.infsc.com.rat 


June 14-15, 2001 in NEW YORK 


REAL 
OPTIONS 


with TOM COPELAND and 
VLADIMIR ANTIKAROV 


Utilizmg real 
methodology can trans- 


options 


June 26-27, 2001 in BOSTON 


VALUATION 


with TOM COPELAND 


form today’s turbulent 
business landscape into a 
strategic advantage by 
understanding how to use 
flexibility m 
making, and by quanti- 


decision 


fying the value of current 
and future options in 
strategic projects. Using simple algebra and models that explicitly pres- 
ent the economics, uncertainties, and choices facing businesses today, 
REAL OPTIONS is designed to help managers understand the logic of 
each step in the approach. 





Aligning your corporate and finance strategies to maximize sharehold- 
er value is a vital skill, You can learn it in this two-day seminar led by 
Tom Copeland, co-author of the most widely read book on valuation: 
Based on 10 years of experience working with real options in a variety 





Faluation: Measuring and Managing the Value of Companies. This 


program will equip you with the latest tools to measure, manage, and of industry settings, Copeland and Antikarov, co-authors of Real Options: 





Ske 5 2 S - A Practitioner’s Guide, have designed this seminar to teach you how to 
maximize your company’s value in today’s volatile global economy. 
E i manage uncertainty as an asset and reduce downside risk: 


Designed by Tom Copeland, Director of Monitor Corporate Finance, + fundamentals of real options 
specifically for senior executives interested in a deeper understanding of + timing —when to take the leap 
cutting-edge theory and “hands-on” practice, VALUATION will cover: + net present value vs. real options 


+ fundamentals of valuation implementing real options 


estimating and incorporating uncertainty 


+ making sense of multiples 


+ harnessing the value of real options building your own spreadsheets 


valuing e-Commerce companies real options case studies 





* mergers and acquisitions 


MONITOR 


MONITOR COMPETITIVE ADVANTAGE SERIES 


To register or for more information, Call: 888-777-7311 Fax: 617-252-2100 Email: advantage@monitor.com 








So far from God 


Latin America confuses outsiders. Two new books, by journalists who live 
there, show readers how to use their eyes 


OR much of the second half of the 2oth 
rA century, Latin America was one of the 
` busier and more tragic theatres of the cold 

war. Its injustices and inequalities inspired a 
generation of revolutionaries, many of 
whom lost their way, as well as their lives, in 
the utopian certainties of Marxism in all its 
sectarian variety. These revolts prompted 
the United States to support a variety of 
murderous or otherwise unsavoury regimes. 
The upshot, as Alma Guillermoprieto writes 
in her third book, “Looking for History”, was 
that “hardly any political decision was taken 
either in Latin America or towards it during 
that time in which the region’s own needs or 
history were the primary consideration.” 

Ms Guillermoprieto’s conviction that 
Latin America “has its own independent 
life” informs the two dozen essays in her lat- 
est book. That reminder is still pertinent. In 
the past decade, Latin America has contin- 
ued to confuse outsiders. Many liberals and 
financiers imagined that, with the cold war 
over, free-market economics and political 
democracy would progress seamlessly. 
Many leftists, conversely, see the region as a 
prisoner of the United States and the mr. 

In different ways, both Ms Guillermo- 
prieto’s book and “True Tales from Another 

4 Mexico” by Sam Quinones offer an excellent 
corrective to such superficial approaches. 
They explore political events in the region in 
the context of the underlying dynamics of 
change, or its absence, especially as they are 
lived by ordinary people. Both authors are 
journalists, and outstanding reporters. Ms 
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Guillermoprieto, a veteran of two decades of 
writing on Latin America, was born and now 
lives in Mexico. The essays in “Looking for 
History” have been adapted from work 
which first appeared in the New Yorker and 
the New York Review of Books. Mr Quinones 
is a new talent. He has covered Mexico for 
several American publications since 1994. 
Of the two, Ms Guillermoprieto has a 
broader and deeper reach and is the more el- 
egant writer. Her great skill lies in combining 
wide reading and sympathetic understand- 
ing of Latin American perceptions with a 
knack for the illuminatingly off-beat inter- 
view (an expert practitioner of electoral 
fraud in Mexico, or a woman whoisa former 
guerrilla but who has joined the right-wing 
paramilitaries in Colombia, for example). 
Her book is mainly taken up with the 
three countries in Latin America of greatest 
import to the United States. In Mexico, she 
chronicles the turbulent years which began 
with the Zapatista rising in 1994, and culmi- 
nated last year with the defeat, after seven 
decades in power, of the Institutional Revo- 
lutionary Party (pri), and the election as 
president of Vicente Fox. She also explores 
the complexity of Colombia’s violent con- 
flicts, and worries about the consequences 
of the United States’ decision to get involved. 
Perhaps the best essays in the book are 
those concerned with Cuba. In three dis- 
patches pegged loosely to the pope’s visit to 
the island in 1998, the author reflects on the 
sad ironies of the twilight of its revolution, 
particularly its return to sex tourism. She 





hangs out with dissidents, but also with a 
middle-aged couple, both black, who are 
supporters of Fidel Castro. Of the man, she 
observes that, “thanks to the revolution, he is 
now fluent in two useless languages— 
Russian and Bulgarian—and holds a degree 
in a useless discipline—Marxist economics.” 

The fate of Cuba continues to cast a 
shadow over Latin America. In a review- 
essay on the heroic cult which formed 
around the figure of Che Guevara, Ms 
Guillermoprieto observes perceptively that 
“the only way to be like Che was to die like 
him, and all those deaths were not enough to 
create the perfect world that Che wanted.” 
But as someone broadly sympathetic to the 
left, she seems to find it hard to draw conclu- 
sions from her own quiet critique of revolu- 
tionary utopianism (she is otherwise enthu- 
siastic about Marcos, the Zapatist leader), 
saying merely that “it remains forever a mat- 
ter of debate whether Che's life and example 
speeded the advent of the present era, in 
which there are no perfect causes.” 

That messy world, in which the average 
Latin American is mainly concerned with 
trying to get ahead, is what Mr Quinones 
writes of. He is a tireless reporter, fascinated 
by the stories that lie behind an ephemeral 
headline in the Mexican press. In investigat- 
ing a lynching in a small provincial town, for 
example, he reveals the deep popular dis- 
trust of officialdom and the justice system. 

A common theme in his essays is how 
ordinary Mexicans are changing, often be- 
cause of their experiences as migrants, in the 





LOOKING FOR History: DISPATCHES 
FROM LATIN AMERICA. By Alma 
Guillermoprieto. Pantheon; 320 pages; 
| $25. 
TRUE TALES FROM ANOTHER MEXICO: 
THE LYNCH MOB, THE POPSICLE KINGS, 
CHALINO, AND THE Bronx. By Sam 
Quinones. University of New Mexico 
Press; 336 pages; $29.95 and £24.50 
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twocomplementary essays, he looks at Indi- 
ans from Oaxaca. In one, he tells how tens of 
thousands now live, obsessed by basketball, 
in Los Angeles; in another, he shows how 
Indian community organisation is slowly 
transforming for the better the lives of 
tomato pickers on commercial farms at San 
Quintin in Baja California. 

Mr Quinones has a keen eye and ear for 
Mexico’s changing popular culture: one of 
his essays concerns the life and early death of 
Chalino Sanchez, a toneless singer of narco- 
corridas, or ballads, chronicling the exploits 
of drug traffickers who span the northern 
border. In a corner of Michoacan state, the 
author comes across a gang of crack and sub- 
stance users who call themselves West Side 
Kansas Street. But Mr Quinones also shows 
how familiarity with a freer society across 
the border contributed to destroying the tol- 
erance of ordinary Mexicans for the pri. He 
has a fine understanding of how the pri 
managed to survive for so long by buying 
loyalty through a myriad of small deals, but 
how it also trapped Mexico in an inert and 
mediocre bureaucratic culture. 

It is Mr Quinones’s contention that there 
is “another Mexico”, which is “not always 
pretty” but is vital, dynamic and self-reliant, 
and “is often found on the country’s mar- 
gins”. Itis that Mexico which took many aca- 
demics and armchair pundits by surprise, 
and finally booted out the pri in last year’s 
presidential election. Its winner, Mr Fox, is a 
candid, individualistic politician of immi- 
grant roots, and a former manager of Coca- 
Cola in Mexico. That makes him, as Ms Guil- 
lermoprieto notes, “the unlikeliest, least tip- 
ico president Mexicans could have chosen”. 
Both these books help to explain why Mr Fox 
won, and in doing so they shed light on 
deeper changes in Latin America. 





Washington vendettas 


Oh, Henry 


THE TRIAL OF HENRY KISSINGER. By 
Christopher Hitchens. Verso; 172 pages; $22 
and £15 


N OFFICE, Henry Kissinger often 

remarked that even paranoiacs had real 
enemies. However, it is doubtful that he 
envisioned Christopher Hitchens. Mr Hitch- 
ens asserts in this short squib that he felt 
compelled to omit a great deal of discredit- 
able material and confined himself “to the 
identifiable crimes that should be placed on 
a proper bill of indictment’. Actually, he 
passes along any odour he thinks he has 
sniffed. 

Mr Hitchens’s first sentence contains his 
only understatement, an acknowledgment 
that he is “a political opponent” of the for- 
mer secretary of state. He concludes by de- 
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scribing Mr Kissinger as a “deceitful and hu- 
mourless toad”, a phrase that captures his 
polemical and relentless assault on all of Mr 
Kissinger’s attributes, from his “rather gross” 
manners to his alleged war crimes. It is hard 
to take seriously a book which asserts that 
“the single greatest achievement” of a man 
whocounts the Nobel peace prize among his 
distinctions was “to get almost everybody to 
call him ‘Doctor’.” 

Mr Hitchens’s curtain-raiser deals with 
Mr Kissinger’s role during the run-up to elec- 
tion day in 1968. Mr Hitchens claims that the 
Americans who were negotiating in Paris 
with the North Vietnamese confided in Mr 
Kissinger that a halt to the bombing of North 
Vietnam was in the works. His story contin- 
ues with Mr Kissinger passing this informa- 
tion on to Richard Nixon in a successful job- 
seeking effort. Candidate Nixon then uses 
the tip to urge the South Vietnamese govern- 
ment to stand firm against any agreement 
that might have helped the Democratic can- 
didate, Hubert Humphrey. His tactic suc- 
ceeds in delaying the end of the American 
bombing of North Vietnam and helps get 
Nixon elected. The result is four more years 
of an unwinnable and murderous war. By 
Mr Hitchens’s logic, Mr Kissinger is respon- 
sible for the continuation of the war. 

In “A Tangled Web” (1998), William 
Bundy, Lyndon Johnson’s assistant secretary 
of state for Far Eastern affairs, presented a 
careful study of Mr Kissinger’s foreign policy 
under President Nixon. Mr Bundy was de- 
cidedly unsympathetic to the conduct of Mr 
Kissinger. Nonetheless, after examining the 
evidence at length, Mr Bundy concluded 
that Mr Kissinger had never passed along 
that inside information. Even if he had, this 
would reflect only on Mr Kissinger’s moral- 
ity but would have no bearing on any charge 
of criminality. Mr Hitchens does not try to 
show that Mr Kissinger was involved in, 
supported, or was even aware of Republican 
efforts to impede the Paris negotiations. 





There is no attempt to connect the dots. 

Ralph Waldo Emerson, after reading a 
less than convincing attack on Plato by an 
adolescent Oliver Wendell Holmes Jr, ad- 
vised the youth, that “when you strike at a 
king you must kill him.” Mr Hitchens, on a 
good day, is one of the wickedest controver- 
sialists around. In “The Trial of Henry Kissin- 
ger” he has barely grazed a formidable target. 





Motor mergers 


Breakdowns 


END OF THE ROAD: BMW AND ROVER— 
A BRAND Too Far. By Chris Brady and 
Andrew Lorenz. Financial Times/Prentice 
Hall; 174 pages; £19.99. 

WHEELS ON FIRE: THE AMAZING INSIDE 
STORY OF THE DAIMLERCHRYSLER 
MERGER. By David Waller. Hodder & 
Stoughton; 334 pages; $29.95 and £18.99 


N 1994, BMW bought Rover, the last major“ 

British-owned car company, in an effort 
to become a mass-market manufacturer and 
achieve economies of scale. Altogether it 
poured £4.5 billion ($7 billion) into the deal, 
an investment which was completely 
wasted. Bmw sold the company a year ago 
for £10. 

In 1998, Daimler-Benz, also based in 
south Germany, in Stuttgart, bought Chrys- 
ler, the smallest of the “Big Three” American 
car companies in Detroit, for much the same 
reason. At the time, this, the biggest indus- 
trial merger anywhere, was widely hailed as 
a master stroke. Since last summer, however, 
Chrysler, once the most profitable car maker 
in America, has tumbled into loss and has 
gobbled up nearly all of the $7 billion it had 
set aside for a rainy day, just as the American 
economy may be heading into recession. 
Those Chrysler bosses who had not already 
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Factual abuse 


ROUND 150,000 American women, itis 
estimated, are anorexic. Because an- 
orexia can cause death, that figure was 
used not long ago to support the wild claim 
that 150,000 American women die of an- 
orexia every year (the correct figure is fewer 
than 80). 

Repetition and “number-laundering” 
of this kind can give the most baseless fig- 
ures an air of believability, Joel Best writes 
in “Damned Lies and Statistics: Untangling 
Numbers from the Media, Politicians and 
Activists” (University of California Press; 
$19.95 and £12.95). In the early 1980s, during 
one of America’s regular crime scares, the 
claim gained currency that 50,000 children 
were being abducted by strangers every 
year. Reporters at the Denver Post won a 
Pulitzer prize for pointing out that FB1 re- 








cords counted only 7o such kidnappings. 

Mr Best advocates a sceptical, though 
not cynical, approach tostatistics, and sug- 
gests some danger signs to watch for. 
Opinion-poll results depend, notoriously, 
on how questions are phrased. Both gun- 
control advocates and the National Rifle 
Association claim the upper hand. When 
you ask Americans if they favour a crack- 
down on illegal gun sales, around 75% say 
yes. If your question is about letting the po- 
lice decide who should own a gun, the 
same proportion say no. 

Some “researchers” use sham “meth- 
odology” to reach loopy conclusions. One 
in 50 Americans, we are assured, has been 
abducted by aliens at some time in his life. 
This number is derived from a question- 
naire drafted to test the presence of five 


“symptoms” which researchers inter- 
preted as evidence of abduction. Anyone 
with four or more was counted as a 
probable abductee. 

More seriously, definitions and report- 
ing habits change. Recorded cases of child 
abuse in America soared from 15,000 in 
1963 to nearly 3m in 1995. But the definition 
of abuse has broadened substantially since 
the 1960s. And—over-sensitised by the 
numbers?—case workers and teachers are 
much likelier than they once were to spot 
and report signs of possible abuse. 

And always read the small print. We’ve 
all heard that the United States has roughly 
30 times as many lawyers, for its size, as Ja- 
pan. But the Japanese figure counts only 
bengoshi (people licensed to sell legal ser- 
vices). If you include anyone with a law de- 
gree lawyering for business or government, 
Japan, Mr Best tells us, is as dense with 
lawyers as America. 





fled after the German takeover, were fired 
late last year, as the red ink flowed and tem- 
pers were lost back in Germany at the awful 
mess staining the reputation of the mighty 
makers of Mercedes cars. 

“End of the Road” tells the long story of 

` how the first German car foray abroad 
ended in tears; “Wheels on Fire”, which con- 
centrates merely on Daimler’s takeover, is 
the more outdated and thus the less 
interesting of the two books. 

“Wheels on Fire” also has the disad- 
vantage of being the second book on the 
subject. The first, a racy account published 
last summer, was written by two American 
journalists based in Detroit. David Waller's 
book, which gives a European account of the 
background to the deal and of how it was put 
together, is every bit as breathless as its 
American predecessor. No meeting, no busi- 
ness meal, no solitary musing by any of the 
protagonists seems to have taken place with- 

“ out the presence of a tape-recorder or re- 
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‘To have and to hold, for a bit anyway l 


porters notebook to record the words 
uttered for posterity. 

Much of this is, of course, just a re- 
construction of the deal’s history, told this 
time by the victors. Clearly Mr Waller has 
had easy access to both Jurgen Schrempp, 
the charismatic Daimler boss and author of 
the audacious deal, and his close associates. 
This co-operation has been well rewarded 
with an account which makes Mr Schrempp 
seem like a business demi-god, with a taste 
for living it up when business is done for the 
day. The book’s first weakness is that it limits 
itself to narrative, with a flimsy chapter 
about the dos and don’ts of a merger tacked 
on at the end. Unfortunately for the author, 
events at DaimlerChrysler have also moved 
on dramatically in the past year, and the 
merger is in danger of being a huge flop. Un- 
less he makes unexpectedly rapid progress 
in sorting out the mess at Chrysler, Mr 
Schrempp will be lucky to hold on to his job. 

As he watches time running out, the 
Bmw book should send a 
shiver down Mr Schrempp’s 
spine. It tells how smw, and its 
equally charismatic leader, 
Bernd Pischetsrieder, left 
Rover to its own devices and 
failed from the outset to real- 
ise how weak the company 
was in every respect, from its 
brand's reputation to its engi- 
neering. By the time he sent in 
his own men to take it over it 
was all too late to turn things 
around. This failure cost Mr 
Pischetsrieder his job, leaving 
his successor to clean up after 
him. This book charts the de- 
cline of Rover, gives the inside 
story on the fight between two 
British buyers to take it off 





smw’s hands, and tells how it was ultimately 
won by a consortium led by the very man 
who had presided over Rover’s decline be- 
fore and after the German takeover. It lacks 
the narrative pace of the DaimlerChrysler 
book, but its analysis of what went wrong is 
thorough and well-founded. 





Ruminations 


Getting away 


Houpinr’s Box: THE ART OF ESCAPE. By 
Adam Phillips. Faber and Faber; 160 pages; 
£9.99. Pantheon; $22 (August) 


F YOU stop to think about it, as the latest 

book by Adam Phillips, a writer and 
psychotherapist, recommends that you do, 
everyday talk is punctuated by notions of 
escape that are at once desirable and deplor- 
able, adventurous and cowardly. Mr Phillips 
thinks this recurrence is more than just an 
accident of vocabulary. The idea of escape, 
he argues in “Houdini’s Box” organises our 
lives: “we cannot describe ourselves without 
also describing what we need to escape 
from, and what, we believe, we need to 
escape to.” 

“Houdini’s Box” begins with the strange 
story of a young girl who is obsessed with a 
kind of hide-and-seek and it ends with a 
coda about Emily Dickinson, a reclusive 
American poet. Between these vignettes 
come two intertwined narratives. One re- 
calls the narrator’s (supposed) encounters 
with a client suffering “ravenous boredom”. 
These transcripts illustrate the negotiations 
and intrusions that are the therapist’s 
trade—though their precision raises queasy 
doubts about their provenance. Then there is 
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the eponymous escape artist. Houdini, it 
emerges, is not just a convenient thematic 
emblem, providing one of the author's 
characteristically quirky titles—his previous 
books include “Darwin’s Worms” (2000) and 
“Terrors and Experts” (1996). With their 
handcuffs, straitjackets, skyscrapers and 
jails, Mr Phillips argues, Houdini’s tricks par- 
odied American society’s preoccupations 
with restraint and respectability, offering 
the safely transgressive spectacle of “an 
honest criminal”. 

Besides being a cultural critique, Hou- 
dini’s career, Mr Phillips writes, was both a 
homage to and flight from his origins (his fa- 
ther was an unsuccessful rabbi). The spectre 
of failure drove his relentless self-advertise- 
ment: “Fame”, Mr Phillips observes, “was the 
modern word for permission.” And his acts 
were, at bottom, elaborate flirtations with 
suicide. 

Mr Phillips is Britain’s best-read psy- 
chotherapist, and he avoids distressing jar- 
gon, though his studied aphorisms and cir- 
cular reasoning can demand patience. Like 
his previous meditations, “Houdini’s Box” 
purports to explore a discrete subject, but is 
really a guide to life. The arrogance of this 
project is leavened by a recognition that the 
author’s insights can be found elsewhere: the 
book contains literary criticism and mytho- 
logical exegesis, as well as therapy. And like 
all good essays, it provokes without fore- 
closing. Escape, we learn, is both a symptom 
and an end in itself. It is impossible— 
since death and the past are ineluctable— 
and exhilarating. The client finds their rela- 
tionship “unexpectedly interesting”, a dou- 
ble-edged compliment that captures the 
book's balance of hubris and humility. Its 
trick is to persuade the reader that he is over- 
hearing the author think, and to join in. 

= a 





English letters 


Only if it hurts 


THE STRENGTH OF POETRY. By James 
Fenton. Farrar, Straus and Giroux; 276 
pages; $25. Oxford University Press; £15.99 


URPRISE attack by a quirk of thought or 

erudition is a pleasing feature of these en- 
tertaining, worldly lectures by a former pro- 
fessor of poetry at Oxford University. In 
“Goodbye To All That?”, James Fenton starts 
from a fascinating account of the day in 1665, 
during the second Anglo-Dutch war, when 
citizens of London and of The Hague be- 
lieved that they could hear the guns of the 
great English sea-victory off Lowestoft. He 
then uses a series of Dutch commemorative 
medals to slip from that strangely remote 
event to William of Orange and the subjuga- 
tion of Ireland, and so to the civil war that 
has festered in Britain in our own time. “This 
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Chris Steele-Perkins, a former president of Magnum, the photo agency, 
rarely shows the war directly in his new book, “Afghanistan” (Westzone, 
£30). Instead, he focuses on its effects on young soldiers, orphaned children, 
the veteran lapis lazuli miners and the horseback riders playing buskashi 











sudden baroque ambush of the modern re- 
minds us that there is always a nasty surprise 
in store for the imperial mind.” The lecture 
on imperial poetry is a particularly good il- 
lustration of the bon mot of W.H. Auden 
(perhaps the most celebrated holder of the 
Oxford chair), whom Mr Fenton quotes else- 
where: “Very few statements which poets 
make about poetry, even when they appear 
to be quite lucid, are understandable except 
in their polemic context.” 

Ten of the 12 lectures centre on individ- 
ual poets, ranging from Wilfred Owen to 
Seamus Heaney. The author traces the way 
they were, or may have been, bruised or 
damaged in some crucial way, and how their 
sex lives may have become like a shrapnel 
wound that nagged whenever their 
thoughts turned dark. There is also a special 
obsession with the sense, justified or not, 
that there are people out there who hate you. 
From the effect of William and Dorothy 
Wordsworth sniggering at Coleridge’s “Ku- 
bla Khan” to Auden’s belief that Shake- 
speare’s sonnets must have been published 
against his will because they so excruciat- 
ingly echoed his own experience, Mr Fenton 
pieces together the hidden anxieties behind 
the poetry. 

“This is one of those cases where biogra- 
phy does indeed help to unlock the poetry,” 
Mr Fenton writes of D.H. Lawrence. But is the 
unlocking for the reader or for the poet? 
Much of the time the claim is that the biogra- 
phy somehow supplies the aetiology of the 
poetry. The trouble with this is that we all 
harbour hurts and guilts and sexual shames, 
and yet most of us are, to put it mildly, not 
great poets. The question of why certain in- 
dividuals are touched by the muses remains 


essentially unopened. 

When he retired as Oxford's professor of 
poetry, Mr Heaney brought out a collection 
of lectures entitled “The Redress of Poetry” 
in 1995. Mr Fenton is his successor in more 
ways than one. Both books make you smile 
or even laugh, but while Mr Heaney’s hu- 
mour is tongue-in-cheek and twinkling, Mr 
Fenton’s is mordant and even acidulous. 
There is, though, a more fundamental differ- 
ence: “The Redress of Poetry” is about the 
strength of poetry, while “The Strength of 
Poetry” is really about human weaknesses 
and the compensating strengths of poets. 





Dutch painting 


Very still life 


VERMEER: A VIEW OF DELFT. By Anthony 
Bailey. Henry Holt; 256 pages; $27.50. Chatto 
& Windus; £16.99 


HERE is a hole at the centre of all biogra- 

phies of Johannes Vermeer, where the 
man himself should be. Although his pic- 
tures continued to be greatly valued through 
the 18th and early 19th centuries, Vermeer 
was then almost lost as a historical per- 
sonage, until his oeuvre was painstakingly 
put back together in the 1860s by a French 
critic, Théophile Thoré. Even so, the painter’s 
personality and life-story remained elusive, 
which may be why Thoré christened him 
“the Sphinx of Delft”. 

Scholarship has moved on since Thoré’s 
time, and over the past 30 years a series of 
documents has emerged from the Dutch ar- 
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chives, many of them dis- 
covered by an economic his- 
torian, John Michael 
Montias. However, these are 
mostly either official records 
of births, deaths and mar- 
riages, or else legal reports, fi- 
nancial accounts and wills. 
There is still no certain 
knowledge of who Vermeer 
studied under, or who might 
have been his pupils. No 
colleague or acquaintance 
describes either the man’s 
character or his working methods. 

Between Vermeer’s birth and his mar- 
riage a full 20 years pass free of documents. 
Indeed, Mr Montias has turned up a greater 
number of colourful anecdotes about Ver- 
meer’s scandalous grandmother, Neeltge 
Goris—who was responsible for a series of 
lottery swindles—and about his violent and 
mentally unstable brother-in-law Willem 
Bolnes, than about the painter himself. In 
such circumstances, as Ruth Brandon said in 
her life of the equally undocumented Isaac 
(sewing machine) Singer, “The biographer is 
in a position similar to the physicist who 
must draw evidence for the existence of cer- 
tain particles, from the traces of their impact 
upon other particles.” This is Anthony 
Bailey’s strategy. 

He starts with the terrible day in October 
1654 when the Delft gunpowder magazine 
exploded and the townspeople thought the 
world had ended. Among the many dead 
was Carel Fabritius, the city’s most promi- 
nent painter, a pupil of Rembrandt and per- 
haps even Vermeer’s teacher. The one con- 
temporary to celebrate Vermeer’s genius in 
print was Dirck van Bleyswijck, who de- 
scribes the painter as having risen Phoenix- 








like from the fire that killed 
Fabritius, to become “as 
great a master”. The thou- 
sands of visitors who have 
been to the Vermeer show, at 
the Metropolitan Museum 
in New York until May 27th 
and from late June at the Na- 
tional Gallery in London, to 
see “The Little Street” (left) 
and the “Girl in the Red Hat” 
(below) would probably 
agree. Mr Bailey continues to 
circle around Vermeer, with 
accounts of the military and political history 
of the Dutch golden age; intriguing descrip- 
tions of the Delft brewing and pottery indus- 
tries; the testimony of those few individuals 
such as Constantijn Huygens and the French 
art-lover and optical scientist Balthasar de 
Monconys whoare recorded as having actu- 
ally visited Vermeer; and a possible connec- 
tion between the painter and his fellow-citi- 
zen of Delft and close contemporary, the 
microscopist Anthony van Leeuwenhoek. 
There is a scattering of maybes, per- 
hapses and we-can-imagines across Mr Bai- 
ley’s text, where the sources run completely 
dry. But this is perhaps excusable, even ap- 
propriate, for a man whose character—so far 
as one can judge from the pictures them- 
selves—seems so reticent, even deliberately 
evasive. In later chapters we learn about the 
scandal of Han van Meegeren’s spectacu- 
larly successful forgeries of the 1930s; and 
about the criminal worlds of theft and ran- 
som into which several paintings by Ver- 
meer have fallen, since they rose in value. 
Interspersed among these historical 
sketches of Vermeer’s milieu, are critical 
appreciations of selected paintings and 
summaries of other scholars’ theories about 
Vermeer’s painting technique. 
These hypotheses all have to be 
based, in the absence of any 
other evidence, on close exami- 
nation of the canvases them- 
selves: via x-ray photography, 
through chemical examination 
of the paint layers and by analy- 
sis of the extraordinarily precise 
perspective geometry of Ver- 
meer’s interiors. Mr Bailey's de- 
clared intention is to make 100 
years of research on Vermeer— 
both historical and technical— 
accessible to the general reader. 
In fact, he does more than this. 
He carries us back into the daily 
life and atmosphere of 17th-cen- 
tury Holland. And he poses once 
again the unanswerable ques- 
tion that Marcel Proust raised: by 
what alchemy does Vermeer 
transmute the realistic depiction 
of that everyday life into some- 
thing transcendent and timeless? 
———= 


BOOKS AND ARTS 
Recent American fiction 


Hard girls 


KinsHip THEORY. By Hester Kaplan. Little, 
Brown; 282 pages; $24.95. Women’s Press; 
£9.99 (July) 


N HER first novel, Hester Kaplan explores 

the theme that emotion and medical eth- 
ics often trail technology: just because a mir- 
acle is physically possible doesn’t mean that 
human relationships are up to the job. A 47- 
year-old woman bears her own daughter's 
child. Divorced and independent, Maggie 
doesn’t seem the self-sacrificing type, but 
she feels vaguely culpable for the fact that 
her daughter Dale was born without a 
uterus. She loves Dale—who passionately 
wants a baby, or at least until she gets one. 
But, “hate—hating yourself for saying no— 
Maggie decided, was probably a sharper, 
more defining sentiment.” 

The implanted embryo settles into her 
grandmother’s womb happily enough, but 
the emotional complications set in right 
away. When Maggie goes for an ultrasound 
test, Dale watches, clinical and unmoved. 
When friends stage a baby shower, it’s awk- 
wardly uncertain whether Dale or Maggie is 
the guest of honour. And post-partum, Mag- 
gie is bereft. The newborn is whisked away. 
Maggie has no say in her name, Lily, and is 
immediately given drugs to dry up her milk. 
Meanwhile, Dale is alienated, relating to Lily 
“like a surprise houseguest who'd shown up 
with an alarmingly big suitcase and no plans 
for the next 18 years.” Eventually unable to 
cope, Dale abdicates; Maggie takes the child 
back, and a tug of war ensues. 

While Ms Kaplan’s benign ending does 
seem implausible, her insights into the 
strains of this unnatural circumstance ring 
true. For Dale, Lily is a sister as well as a 
daughter; for Maggie, Lily is a daughter as 
well as a granddaughter. This confusion 
exacerbates both mother-daughter rivalries. 

Some of the fine observation that distin- 
guished Ms Kaplan’s debut short-story col- 
lection, “The Edge of Marriage”, returns, but 
the gems are a bit more sparsely scattered. 
And the enormity of her premise tends to 
overshadow her characters. Maggie’s profes- 
sion, ophthalmology, never transcends hazy 
metaphor. The fact that Maggie has always 
been overly critical of Dale, along with 
nearly everything else about their relation- 
ship, seems arbitrary. The premise domi- 
nates the book, and the characters come 
across too much as values stuffed into an 
equation. Then again, Ms Kaplan is to be ad- 
mired for taking on challenging material. 
“Kinship Theory” isan intelligent and enjoy- 
able novel, and a choice example of how the 
line between literature and science fiction 
has fascinatingly blurred. 
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Jérôme Lindon 





TIS anyone’s guess what would 

have become of Samuel Beckett 
had his novel “Malloy” not been 
accepted for publication in 1950 
by Jérôme Lindon. Perhaps he 
would have given up. The Nobel 
prize for literature that he was to 
win in 1969 would have gone to 
someone else. “Waiting for Go- 
dot”, perhaps the most influen- 
tial play of the past 50 years, 
would never have been staged. 
Beckett recalled that he and his 
wife Suzanne had had a coffee 
and a cigarette at a nearby café 
before calling on Mr Lindon at his 
office in Paris’s Left Bank. “Mal- 
loy” had been turned down by 
seven publishers. Beckett said this 
would be the last attempt to sell 
words that no one seemed to 
want to buy. Anyway, he pre- 
ferred to remain a recluse. 

Suzanne volunteered to de- 
liver the now rather shabby type- 
script. She did not see Jérôme Lin- 
don, but was assured by a 
colleague of his that it would be 
shown to him. Mr Lindon had 
vaguely heard of Beckett, an Irish- 
man who for some reason wrote 
in French, as being “interesting”. 
He read “Malloy” in the Metro on 
his way home and finished it that 
evening. It was clear that Beckett 
was not going to be an immediate 
bestseller. Some would find him 
“difficult” or indeed unreadable. 
But for Mr Lindon he was a re- 
freshing new voice. He had some 
difficulty getting in touch with Beckett, who did not have a phone. 
But eventually Suzanne came to Mr Lindon’s office and a deal was 
made: he would publish “Malloy” and two other novels for an ad- 
vance against future sales of 25,000 old francs, the equivalent of 
about $70. 

That sum, though seemingly tiny, was about par at the time for 
new authors in France. Its equivalent today would be $520, enough 
to buy a few agreeable meals. More importantly, it gave a boost to 
Beckett, not an easy man tocheer up. Andit has to be said that tak- 
ing on Beckett’s novels with their printing and distribution costs 
was a brave undertaking for a firm that was close to going bust. For 
Beckett the highest of praise was for a publisher to be willing to 
face bankruptcy to bring out his book. 


-—— 





Paris under the Germans 

Jérôme Lindon’s firm was called Editions de Minuit. It had been 
founded during the second world war. Despite the German occu- 
pation, literary life had managed to flourish along with the other 
arts: Picasso continued to paint in Paris, and “Les Enfants du Para- 
dis”, produced at the time, is regarded as one of the dozen or so 
best films ever made. The “Minuit” in the firm’s name suggested 
that its books were printed in secret after midnight, although it is 





Jérôme Lindon, France’s pioneer of new 
writing, died on April 9th, aged 75 


unclear whether they were. 

Any German tolerance did 
not extend to Jews, and Mr Lin- 
don and his family spent the war 
years as quietly as possible in the 
French provinces. He joined Edi- 
tions de Minuit as an unpaid 
helper in 1946, when he was 21. 
Two years later he took over the 
ailing firm, keeping it going with 
family savings, although nota lot: 
his father had been a salaried 
lawyer for the government. 

France’s established authors 
were being published mainly by 
Gallimard and Grasset. For Mr 
Lindon, his new authors were not 
only cheap but they reflected a 
new mood in post-war Europe. 
Traditionalist novelists sought to 
depict a world in which there was 
a reassuring sense of order. In the 
books of Mr Lindon’s authors life 
is never so secure: it is difficult to 
tell what is really happening and 
whatis illusion. 

“We're not beginning to, to 
mean something?” asks a charac- 
ter in Beckett's play “Endgame”. 

“Mean something? You and I, 
mean something? Ah, that’s a 
good one!” 

As most people like their 
reading matter to be easily com- 
prehensible, Mr Lindon’s stable of 
such writers as Alain Robbe-Gril- 
let, Nathalie Sarraute, Marguerite 
Duras and Claude Simon tended 
to be admired more by literary 
critics than by the public. Miss 
Duras’s worldwide bestseller “The Lover” was probably helped 
along by publicity about its sexual content. Mr Simon (whose un- 
usual punctuation is a barrier to the uninitiated) became briefly 
famous in 1985 when, like Beckett, he won the Nobel. But gradually 
their influence permeated into mass entertainment. Just as Ernest 
Hemingway in the 1930s sharpened up language with short sen- 
tences, so Beckett and Co introduced ambiguity into novels, even 
traditional ones, and especially into films, television, pop music 
and advertising. Many television plays these days, even soaps, 
tend to leave the viewer a bit puzzled, indeed uneasy, about what 
the meaning was, if indeed there was a meaning. 

Jérôme Lindon became himself uneasy about the future of lit- 
erature. Editions de Minuit remains small, producing about 20 
new books a year. But it has the sort of solid backlist that makes a 
publisher feel comfortable. The printed edition of “Waiting for 
Godot”, which sold only 125 copies in its first year, now sells 35,000. 
But publishing in France, as elsewhere in Europe, is dominated by 
big companies interested mainly in what they see as sure winners. 
“The only real publishers are the independents,” Mr Lindon said. 
Without them “the spring of young authors” would dry up. Those 
remaining would be left nursing a coffee in a café, wondering 
where next to offer a battered typescript. 
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INSEAD 


www.insead.edu 


Meeting tomorrow’s business challenges 


THE YOUNG MANAGERS PROGRAMME 


3 Consecutive weeks version: 


27 May - 15 June 2001 in Fontainebleau 
2-21 September 2001 in Fontainebleau 


Modular version: 


Module 1: 24 June - 6 July 2001 in Singapore 
Module 2: 19 - 25 August 2001 in Fontainebleau 


INSEAD's Young Managers Programme is 
designed for ambitious people who already 
demonstrate managerial prowess and senior-level 
potential. The emphasis is on the interdisciplinary 
nature of business - exposing managers to problems 
outside their own functional areas. It is an exploration 
of every aspect of management, including corporate 
strategy, marketing, organisational behaviour, 
operations management and information technology. 


To allow participants greater flexibility, we offer two 
different programme structures. You can complete all 
sessions over 3 consecutive weeks, based exclusively 
in Fontainebleau. Or opt for the modular version, 
beginning with 2 weeks in Singapore, followed by a 
5 week interval, used for project work via an internet 
link, before the final week in Fontainebleau. 


Consistent with INSEAD’s commitment to innovative 
teaching methods, the programme also makes full use 
of bespoke computer simulations, case studies and 
group work: the ideal preparation for moving up to 
senior-level responsibility. 


Our campus in Europe and our campus in Asia, 
Fontainebleau and Singapore, are the twin hubs of a 
fast-growing global knowledge network. Each year 
more than 5,000 executives from 1,400 corporations in 
75 countries join this meeting of minds. 


For details, see our dedicated web pages at 
www.insead.edu or contact Ada Quentin-Perez 
ada.quentin-perez@insead.fr 


Enrichment through Diversity 
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COURSES 








The Health Care Manager 


for the Future. 


Could it be you? 


The SDA Bocconi's Master of International 
Health Care Management, Economics and 
Policy (MIHMEP) is an intensive, | year 
post-graduate course. It is decidedly inter- 
national in approach. The course language 
is English, with curriculum and contents 
designed by an international project team. 


Students are drawn from all over the 





world. And, as you would expect from 
one of Europe's leading schools of mana- 
gement, there is strong emphasis on the 
managerial skills vital to improving the 
efficiency and effectiveness of health 
services worldwide. You will have the 
chance to apply these skills in demanding 


field projects. To find out more about: 


Master of International Health Care Management, Economics and Policy (miHmEP) 


Tel. ++39-025836.2582/2592/6834 Fax ++39-025836.6832 E-mail: mihmep@uni-bocconi.it 
The brochure and application form can be downloaded from our website: www.sdabocconi.it/mihmep 


Fx] SDA BOCCONI 


=} Bocconi University School of Management 









Templeton College | University of Oxford 





‘Action is eloquence’ 


William Shakespeare 
















The Oxford Advanced Management Programme 


17 June — 14 July 2001 | 30 September — 27 October 2001 
16 June — 13 July 2002 | 6 October — 2 November 2002 


For further information, please visit 
www.templeton,ox.ac.uk/amp, or return to: 
Dorothy Cooke 

Templeton College, 

University of Oxford, 

Oxford OX1 5NY, England 

Tel +44 (0)1865 422771 

Fax +44 (0)1865 422501 

Email amp@templeton.oxford.ac.uk 


Oxford has for generations prepared the world's 
leaders to harness change to the advantage of 
their corporations, their nations and the wider 
world. Globalisation and the technological 
revolution have strategic implications for every 
sector and every industry. The Oxford Advanced 
Management Programme provides a toolkit of 
resources to sustain fast-track careers in a world 
where change is the only constant 














Name Job title Company 
Address Zip/ Postcode 
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Templeton College | University of Oxford 
www.templeton.ox.ac.uk/amp 





COURSES 


its 


TERNATIONAL 


MASTER 


FINANCE 


Kal 


Part-time program information meeting: May 29th, 7.00-9.00 pm at Roeterstraat 11, Amsterdam 


PART-TIME & FULL-TIME PROGRAM 


a strong knowledge base of sharply focused 
skills and a tri ly international teamwork 


€ xperience. 


The high-profile Master Program in International 
Finance (MIF) at the Universiteit van Amsterdam 
also offers a part-time program. The program 
offers state-of-the-art training in corporate 
finance, treasury and international economics for 
those wishing to further their careers in financial 
institutions or industry 





E A thorough understanding of the 
complexities of international finance for 
individuals whose careers require an in-depth 
understanding of the issues involved 
A mixture of rigorous scholarship and 
practical applications. Innovative program 
combines professional and academic 
excellence, granting participants direct access 
to financial skills not easily acquired 
elsewhere 

E Taught by our internationally renowned 
faculty and regular visiting professors 

@ Eighteen month part-time program or ten 


If you are interested in excellent training, we 
shall be pleased to send you our brochure and 
detailed information about our information 
meetings. The application deadline is June Ist, 


2001 


INFORMATION 


Master Program in International Finance 
Attn: Mrs. Saskya de Brieder 
Roetersstraat 11 

1018 WB Amsterdam, The Netherlands 
Tel: +31-20-525.4388 


Fax: +31-20-525.5092 


Email: mif@fee.uva.nl 


month full-time program (followed by part- 
time thesis completion) 

E Highly international participant group 
representing all major spheres 


The part-time Master Program in International 


Finance provides: http://www.fee.uva.nl/mif 


UvA [39 DE UNIVERSITEIT VAN AMSTERDAM. 








JNIVERSITY 


Cranfield 





School of Management 


The Cranfield MBA is consistently ranked as one of the 


top MBA programmes in the world. 


Now we are introducing a new modular format, which 
makes it easier for managers based outside the UK to study 
for the MBA at Cranfield while remaining in employment. 
Beginning in July 2001, the programme comprises four 
two-week residential periods each year for two years, 
supported by learning sessions via the Internet. 

For Williams, 


Cranfield School of Management, Cranfield, Bedford 
MK43 OAL, England. 


more information contact: Maureen 


New modular 
option 


Tel: +44 (0)1234 754386 Fax: +44 (0)1234 752439 
Email: m.williams@cranfield.ac.uk 


Or visit our web site at www.cranfield.ac.uk/som/mba 
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FREIE UNIVERSI A 








LIBERA UNIVERSITA DI BOLZANO 





Free UNIVERSITY OF BOZEN - BOLZANO 











School of Economics 


Research Fellowships 


















The School of Economics of the Free University of Bozen/Bolzano 
in Italy invites applications for Research Fellows in Economics, 
Financial Economics and Mathematics for Economists and 
Financial Applications. 











The Free University of Bozen/Bolzano was founded in 1997 
as a free, state-recognised university. As a central-European, 
internationally oriented educational establishment it acts as 
an important bridge between the German and Italian cultural 
and economic spheres. Most of teaching staff has international 
professional background. The University already offers various 
degrees in economics and business studies as well as in 
education. A new Graduate Business School is growing, which 
will offer International Programs in Law, Business and Economics. 


With its almost 100,000 German-speaking and Italian-speaking 
inhabitants, Bozen/Bolzano, as the capital of the province of 
South Tyrol/Alto Adige, is a multilingual business centre located 
in a beautiful setting in the Dolomite Alps area. 


The Fellowship is designed to help new scholars begin research 
careers as well as to contribute to the academic development 
of the new School of Economics. Candidates should have, or 
be close to completing, a Ph.D. (or Doctoral degree) in a 
related field. Pre-Doctoral candidates must be at the dissertation 
stage of their doctoral programme and have an accepted 
dissertation topic by their University. 





Successful applicants are expected to carry out independent 
research and to develop new research projects under the 
supervision of Faculty members and/or affiliated network 
scholars. A low teaching assistant and students’ tutoring load 
is required. Please note that residing in Bozen/Bolzano is a 
pre-requisite of the Fellowship. 








Two-year contract with a possibility of renewal. Salary is 
competitive, and can match highly motivated candidates. 
Research infrastructure is excellent. The School will offer help 
for accommodation. 






Applications should be submitted in English and include a 
covering letter, a curriculum vitae, a recent photograph and 
a statement detailing applicant's research agenda, together 
with names of three referees. The closing date for applications 
is May 31st, 2001, and interviews for shortlisted candidates 
will be held during the month of June 2001. 







Successful candidates are expected to take the position on 
October ist 2001, or a date to be set by mutual agreement. 





To apply by mail, 

Free University of Bozen/Bolzano 
Personnel Division - Research Fellowships 
Mustergasse 4 Via della Mostra 
1-39100 Bozen/Bolzano 







For further information about Research Fellowships, please 
visit FUB’s website: 








http://www.unibz.it/ResearchFellowship 


The FUB is an Educational Institution committed to equal 
opportunities and excellence in teaching and research. 
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City University School of Social & 
London ‘Human Sciences 







MSc in Economic 
Regulation and Competition 


Applications are invited for entrance in October 2001. This course 
is devoted to developing the specialist skills and knowledge 
required to work in the fields of economic regulation and 
competition policy. Modules are based upon both the British and 
international regulatory experience. Students come from UK and 
overseas regulatory agencies, regulated companies and 
consultancies as well as including recent graduates. The course is 
available on a full time (1 yd and part time (2 yr) basis. All teaching 
takes place in the evening. 


Former students comment, “I would recommend this course 

to anyone who would like a grounding in the theory and practice 
of regulation in an enjoyable and stimulating environment.” 

Paul Edwards, Hyder Pic. 


“The calibre of teaching staff is very high. The course content is 
excellent.” Mike Heather, Financial Services Authority. 

Course modules include: 

Economics of competition, monopoly and regulation; Legal 
framework of regulation and competition policy; Current issues 
in regulation and competition. 








www.city.ac.uk/human/Economics/ 

Further details from: Postgraduate Course Enquiry Service. 
School of Social & Human Sciences, City University, 
Northampton Square, London EC1V OHB. 

Telephone: 020 7040 8512; Fax: 020 7040 8580; 

E-mail: socscipg@city.ac.uk 


The University for business and the professions 


viding understanding, 
experience and contacts. 


The EU-China Junior Managers aning jioa is a European 
Union funded China mine. e. The nN 
or 15 month training offe 2 of 


s to adapt to the environment and form better 
with Lae’ Bis 1088 part ers 


ge 
n today’ 5 Chin 
-Internship (3 or 7 months) providing hands - on experience in 
a Chinese company or European ~Chinese joint venture. 


ng for applications for the training 
1 Saini 200" in Bejing, Application dead 
Please consult the programme's web si 
ordination Office about the application procedure: 


http:/ /www.hamk.fi/ip/euchina 


iC, ; 8, 
FIN-13100 Hämeenlinna, FINLAND, 
Tel: +358 3 46 4920 / 4612, 
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Macroeconomic Policy 
Global Finance 


Programs designed for executives, analysts, and policy makers 
in both the private and public sectors who are involved with 
macroeconomics and financial sector issues. 


Macroeconomic Policy and Management 
June 25-July 20, 2001 


The Global Financial System: Structure, Crises, and Reform 
July 23-August 3, 2001 


For more information about these programs and others, please contact: 
Enrollment Services 

Tel: (617) 496-0484, ext. 21] 

Fox: (617) 495-3090 

Email: KSG_ExecEd@Harvard.edu 

Internet: http://www.execprog.org 


HARVARD UNIVERSITY 
JOHN F. KENNEDY SCHOOL OF GOVERNMENT 


Expand Your Horizons 
in U.S. Law and Business 
in Chicago 


RE. 
Northwestern University School of Law 


An intensive interdisciplinary program in U.S. law and business 
taught by leading practitioners and faculty of the Law School 
and the Kellogg Graduate School of Management 


Third Annual Summer Institute in 
Corporate Law and Business 


SESSION I 
JULY 9-13, 2001 
Corporate Law, 
Securities Regulation, 
and Corporate Finance 


SESSION I 
JULY 16-20, 2001 
Mergers 
& Acquisitions 


SESSION III 
JULY 23-27, 2001 
Creating Value in the New Economy: 
Strategic Alliances, Joint Ventures, and E-Commerce Strategies 


Info: Northwestern University School of Law 
Executive and Professional Education 
357 East Chicago Avenue, Chicago, Ilinois, 60611-3069, U.S.A. 
Tel: 312/503-0192 + Pax: 312/503-2930 
Web site: www.law.northwestern.cdu/lawexec 
E-mail: s-futterman@law.northwestern.edu 
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Master the Marketing Challenges 
of Globalisation, eBusiness, and 


the Knowledge Economy 


Study individual modules, tailored programmes, 
or a Master of Science in International 
Marketing Online 


Please visit our website at: 


http://mscim.strath.ac.uk/e5.htm 


and then contact us to discuss how we can meet 
your specific management development needs 


University of Strathclyde, Department of Marketing, 
173 Cathedral Street, Glasgow G4 ORQ 
Email: mscim@strath.ac.uk 


Tel: 0141-548 4590 















International 
« MBA in Paris 


Entirely in English, our 12-month full-time MBA is an unusually 
multicultural experience, with over 20 nationalities on the student body 
Designed for experienced participants, it combines core courses in Paris 

with a wide range of electives and international seminars 
AMBA and EQUIS accredited. 


ESCP-EAP MBAs lead to senior positions worldwide: join the network 
of 19,000 ESCP-EAP graduates working in 65 countries. 
Next Session - January 2002 
www.escp-eap. net 


Contact MBA Admissions: mba@esep-eap.net - +33 1 4923 2759 
79 avenue de la République - 75011 Paris 


ESCP-EAP 
oe Em: 


Learn everywhere. Manage anywhere. 





Å 











The Management Centre 


Knowledge is 
the key... 


è The Leicester MBA 
> Contact è MSc in Finance 
Management Centre 
University of Leicester E WV ktea] Marketing 


Ken Edwards 
Building Distance Learning or Campus Based 
University Road 


Leicester LE1 7RH, UK @ Msc in Management 
Tel: +44 (0) 116 






Full Time Only 





252 5520 

a gon @ Diploma in Management 
Email: Distance Learning Only 

LUMC@le.ac.uk 

Website: A deeper knowledge 


www.le.ac.uk/lume/ 


Please quote 
ref: EC/04 in any 
communication 


awaits you! 


FEJ University of 


Management t 


p” v Leicester 


Delivering excellence in University 
teaching and research 


NIMBAS 


Graduate School of 
Management 


Put your business career The Associate Institute 


of the Un ty 


on track with one of the world’s of Bradford 
most International MBAs 


Amongst the world’s finest business schools, we rank #1 in the world 
for career progress'and #3 in the world-for Internationalism™. 

Study in the heart of Western Europe for the prestigious University 
of Bradford MBA and DBA. You'll need a degree, fluent English, work 
experience and an open.mind. 


One-year Full-time MBA.© 


in Utrecht, the Netherlands 


Two-year Part-time MBA 


in-the Netherlands and in Germany 


Two-year Executive MBA 
seven 9-day sessions in 4 European countries 


“Doctor of Business Administration 
k modular programme in the Netherlands and in Germany 


r Finaiiciai Times Survey, 22/01/01 

























Are you an experienced interna- 
tional affairs professional who 
wants to further your education 
without taking a year off? if so, 
consider the GMAP offered by The 
Fletcher School at Tufts University. 
This one-of-a-kind, one-year master’s 
program in international relations 
combines three (3) two-week resi- 
dency sessions with 33 weeks of 
computer-mediated instruction. 


LEARN GLOBALLY. STUDY LOCALLY. 


THE GLOBAL MASTER OF ARTS PROGRAM (GMAP) 


As a GMAP studerit, you. perform 
your professional duties while 
pursuing your education. You work 
closely with our highly respected 
faculty and receive a top quality 
Fletcher education. Plus, you become 
part of our active and influential 
international community. Classes 
begin July 2001. Contact us today 
to learn more about this challeng- 
ing program. 
















THE GMAP INTERNATIONAL CURRICULUM INCLUDES: 
Crisis Management & Complex Emergencies © International Finance 
International Business & Economic Law « Leadership & Management 

Intemational Negotiation © International Technology Policy 
international Trade Economics & investment 
Transnational Social Issues 


TEL: 617-627-2429 wEB: www. fletcher.tufts.edu 
E-MAIL: fletcher-gmap@tufts.edu 











Amsterdam 


Gg Institute of Finance 





In cooperation with the faculty of 


INSEAD 
Upcoming Courses 2001 


Chartered Financial Analyst™ (CFA®) 


Level. I Review Course (May 14 - 18) 


Financial Restructuring - Going Public (May 28 - June 1) 


Portfolio Management 
- Global Asset Allocation (May 28 - 31) 
- Fixed Income Investment {June 5 - 8) 
- Equity Investment (June II - 15) 


- Real Estate Investment (June 18 - 19) 
Asset Securitization (June 20 - 22} | 
Behavioral Finance (uly 16 - 18) 


Measuring and Implementing 


Economic Value Added (August 29 - 34) 


Financial Innovation in Corporate Finance (Sept. 17-21) 
Modeling in Project Finance (Sept. 24 - 26) 
Acquisition Finance (Oct. | - 3) 





For information, please visit our Web site or contact us. directly. 


AIF - P.O. Box 59536, 1040 LA Amsterdam, The Netherlands 
telephone: +31-20-5200160 - fax: +31-20-5200161 
e-mail: info@aif.ni - internet: www.aif.nl 
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Syracuse University 
Master of Social Science 


Work provides reality. 
Academia is where fresh thinking 
and research emerge. 


Tmt 


The Maxwell School 


OF CITIZENSHIP AND 
PUBLIC AFFAIRS 


LIMITED RESIDENCY 
DEGREE PROGRAM 


CHANGE THE WAY YOU SEE YOUR WORLD. CONTACT US TODAY. 


Write to: Syracuse University 


Phone: 1-800-442-0501 (U.S. only) 
or 315-443-3480. Fax: 315-443-4174. 


E-mail: suisdp@uc.syredu Visit our web site: www.suce.syredu/isdp/mssc 


Teaching French to adults for 30 years 


| INSTITUT DE FRANCAIS 


Overlooking the Riviera’s most beautiful bay 
A UNIQUE TOTAL IMMERSION PROGRAM 


8 1/2 hrs a day with 2 meals. 8 levels : Beg. I to Adv. H 
ACCOMMODATION IN PRIVATE APARTMENTS 
Next 4-week course starts May 7, June I and all year 
F 06230 Villefranche/Mer ED20, France. Tel.: (33) 493 01 88 44 Pax: (33) 493 76 92 17 
www.institutdefrancals.com 


x WORLD Q 
E AA aT, 


| N S T | T U T E Ý SCHOOL OF POLICY STUDIES 


The World Bank Institute and the Andrew Young School of Policy 
Studies at Georgia State University are pleased to announce their 
2001 

FISCAL POLICY TRAINING PROGRAM 


The training program, led by a panel of distinguished faculty and 
experts with worldwide experience, is designed for central and local 
government officials and policy makers from developing and 
transition countries as well as their counterparts with international 
donor agencies. This year's program consists of two courses: 


Fiscal Decentralization in Developing and Transition Economies 
(July 23 - August 3, 2001) 


Budgeting, Fiscal Management and Revenue Forecasting 
(August 6-17, 2001) 


Training will take place in Atlanta, Georgia (USA). Application 
deadline: June 15, 2001. Course information and applications are 
online at http://isp-aysps.gsu.edu. For additional information, 
contact: 


Mr. Paul Benson 
Phone: (404) 651-1144 
Fax: (404) 651-3996 


Email; paulbenson@gsu.edu 
http:// isp-aysps.gsu.edu 
www. decentralization org 
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Recognized as the world’s mast flexible Distance 
Learning MBA or DBA/Ph.D. No bachelors degree 
required for the MBA (or Master's for DBA) if you have. 4 
significant work experience, No time limits, minimum. > 
of maximum, MBA usually takes one year, DBA two. ~~ 
Transfer students welcome, No required courses, 

You will not have to study material you already khowar: 
do not need. No exams, instead you wrie papers. 
Learn from successful business leadars/authors 

{many are millionaires). Faculty members: wanted. 
Rushmore University, Dakota Dunes, SD USA / 805- 


232-6037 ec@rushmore.edu www.distancemba,com. ibe 


CONFERENCES 


A One-Day Conference on: 


RATING AGENCIES IN 
THE GLOBAL FINANCIAL SYSTEM 


June 1, 2001 


New York University Stern School of Business 
Sponsored by the New York University Salomon Center 


The past 100 years have seen the birth of the credit rating business. 
and the spread of credit ratings for applications in numerous borrowing 
and investment decisions, as well as for regulatory purposes in the 
United States and worldwide. This expanded role for credit ratings and 
credit rating agencies raises many fundamental questions. How is it 
that ratings have come to play such an important part in certain 
financial transactions but not in others? Can we characterize the credit 
rating business as competitive and responsive to market forces? Are 
credit ratings a universal metric that applies equaily well whether 
lender and borrower are from the same country or not? Does the past 
performance of credit ratings justify an expansion in their use in 
financial decisions and determining bank capital requirements 

Over the last year, faculty at the NYU Salomon Center and the 
University of Maryland have been investigating these issues under 
grants from the Center for International Political Economy. This 
conference brings together many of these researchers along with 
commentators from the private sector, government bodies, and other 
universities. individual sessions focus on the historical origins of credit 
rating business and its present day industrial organization structure, 
empirical evidence on the relationship between ratings and the default 
and recovery experience of corporate borrowers, and the record of 
sovereign credit ratings in predicting financial crises and the reaction of 
financial markets to changes in credit ratings. 


For information contact Mary Jaffier at 
the New York University Salomon Center 
Tel: 212-998-0700 Fax: 212-995-4220 
email: salomon @stern.nyu.edu 
http:/Avww.stern.nyu.edu/salomon 
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The School of Technology & Management currently has approximately 160 employees and over 
1000 students and offers a 5-year study program Industrial Engineering and Management. In 
addition, the school provides several MBA programs within the scope of the TSM Business 
School. The research has a multidisciplinary nature and is centred on designing and realising 
solutions to problems of companies in a technical environment. The research is increasingly 
realised through contacts with the government {NWO, Ministry of Economic Affairs), the EU and 
the business community. Part of the research has been incorporated into the university research 
institute CTIT. The University of Twente is located in the Netherlands close to the border with 
Germany, approximately 65 kilometres from Muenster (Germany) and 160 kilometres from 


Amsterdam. 


Associate Professor in Financial Engineering and an 
Assistant Professor in Accounting or Economics 


ASSOCIATE PROFESSOR IN FINANCIAL 
ENGINEERING 

TEACHING Financial Engineering is one of the 6 
streams that students can choose within the 
industrial Engineering and Management program. 
Courses in Financial Engineering are provided by the 
Department of Finance and Accounting and by the 
School of Applied Mathematics. You teach some of 
the courses in the Financial Engineering stream and 
co-ordinate the teaching program in Financial 
Engineering. You also teach entry-level courses 
outside the Financial Engineering stream, and you 
supervise students writing their Master thesis, which 
is usually about a project done at an organisation 
external to the university. Teaching requires about 
50% of your time. 


RESEARCH Financial Engineering is part of the 
research institute CTIT (Centre for Telematics and 
Information Technology} of the University of Twente. 
With colleagues from the Department of Finance and 
Accounting and from the School of Applied 
Mathematics you build the research agenda through 
your own projects and through supervising Master 
and Ph.D. students. Your research is about topics 
such as risk analysis and management, real options, 
and derivatives. You are interested not only in 
problems related to financial products, but you have 
a special interest in applying financial tools to real 
processes, such as trading energy, trading bandwidth 
in telecommunications, real options for investment 
analysis, Both analytical and empirical research 
methods are considered relevant. You also help 
building relationships with universities outside the 
Netherlands. 


Profile Applicants should meet the 
following criteria: 

Ph.D. degree and publications in a relevant field 
solid track record in research and teaching 
interest in co-operating with other disciplines in 
teaching and in research 

ambition to build a strong research group in 
Financial Engineering. 


+ Offer We offer a tenured position after a temporary 
contract of two year maximum. Your salary is in 
accordance with Dutch university regulations and 
experience with a maximum of Df! 135,228 (Euro 
61,363) gross per year. Vacancy number 1100/01/055, 


ASSISTANT PROFESSOR IN ACCOUNTING OR 
ECONOMICS 

TEACHING You teach courses in the Industrial 
Engineering and Management programs and 
courses that are part of programs at other schools 
(mainly engineering schools). You also supervise 
students writing their Master thesis, which is gene- 
rally written about projects done at organisations 
external to the university. Teaching requires about 
50% of your time. 


RESEARCH You are interested in studying the inter- 
face between accounting or economics and other 
disciplines in management sciences. Your theoreti- 
cal background can be diverse, for example in 
accounting, finance, or industrial organisation/ micro 
economics (e.g. game theory, principal/agency theo- 
ry, transaction cost economics, auction theory}, but 
in any case you are interested in the application of 
economic theory to questions outside the finance 
and accounting domain, such as operations 
management, supply chain management, product 
development, marketing, etc. You like collaborating 
with experts from academia and practice in multi- 
disciplinary research teams. 


Profile Applicants should meet the 
following criteria: 

Ph.D. and publications in relevant field 

teaching experience 

interest in co-operating with other disciplines in 
teaching and in research. 


+ Offer We offer a tenured position after a tempora- 
ry contract of two year maximum. Your salary is in 
accordance with Dutch university regulations and 
experience with a maximum of Dfi. 99,756 (Euro 
45,267) gross per year. Vacancy number 1100/01/056. 


* Information and applications For further infor- 
mation please contact Dr. Mare Wouters, Professor of 
Management Accounting and head of the Department 
of Finance and Accounting, phone: +31 53 489 44 98 
{e-mail: m.j.f.wouters@sms. utwente.nl). More infor- 
mation on Twente University is available at 
http//www.utwente.nl and http:/Awww.utwente.nl/uk 
{in English). Please send your application before 
May 31, 2001, with a complete resurne, and a 
description of research and teaching interests to the 
University of Twente, drs. H.L.M. Martens, School of 
Technology & Management, P.O. Box 217, 7500 AE 
Enschede, The Netherlands (e-mail: h.l.m.martens 
@sms.utwente.ni), The Netherlands, quoting the 
vacancy number. 


University of Twente 
The Netherlands 
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THE SCHOOL MEN : 

DIXONS CHAIR OF ENTREPRENEURSHIP AND INNOVATION 
The School of Management Studies is developing its expertise and competencies in cutting edge research and 
teaching in areas related to entrepreneurship: As a result of a generous donation made by the Dixons Group plc, 
the University intends to appoint to the Dixons Chair of Entrepreneurship and Innovation. In this role you will be 
able to appoint an associated research fellow in order to extend entrepreneurship research to selected areas of 
small business economics, new venture planning, venture finance or SME strategic management. The public 
policy and regulatory implications of a dynamic entrepreneurial business culture also form part of the remit of 
this initiative. 


Salary is negotiable. Please quote REF: 316322EC. Closing date: 18 May 2001. 


LECTURESHIP IN ENTREPRENEURSHIP AND SMALL 
BUSINESS DEVELOPMENT 


You will have a research interest in any aspect of entrepreneurship and small business development. It is 


envisaged you will work closely with the new Chair appointment. 
Salary scale: £24,227 - £30,967 p.a. Please quote REF: 316323EC. Closing date: 11 May 2001. 


Informal enquiries for both posts may be made to Professor John Henley, Head of Department of Business 
Studies, Tel: +44 (0)131 650 3814, Email: J. Henley@ed.ac.uk 


For further particulars and an application pack visit our web site or telephone the recruitment 


line on 0131 650 2511. 
Committed to Equality of Opportunity 


COMPETITION COMMISSION 


ECONOMIC ADVISOR 
£34,000 TO £43,000 
AND 
ECONOMIST 
£20,000 TO £30,000 


The Competition Commission is a non-departmental public body which carries out major investigations into competition and regulatory cases. 
The work has a strong economic content and reports are published. Recent work has included a major investigation into Supermarkets, mergers 
in the beer and hospitals sectors and an examination of electricity trading. For information on the framework and the working methods of the 
#11 Commission as well as on recent past cases you can visit the Commission's website www.Competition-Commission.org.uk. 





The Commission is looking for an Economic Adviser and an Economist to join its existing group of professionals. Both posts would be part of the 
Economists Division which is headed by a Chief Economist. 


The Economic Adviser will be supervised by the Chief Economist but for day to day purposes will be part of one or more inquiry teams. The post 
requires a high level of expertise in micro-economic analysis, an ability to communicate with non-economists and a proven capacity to provide 
economic text of a high standard. Knowledge of competition and regulatory economics, including recent developments, would be an advantage. 
but is not essential. 


The role of the Economist will combine supervision of Research Assistants with responsibility for particular aspects of Individual inquiries working. 
to an Economic Adviser. With experience in the job the better qualified candidate may expect to be taking full responsibility for the economic 
aspects of an investigation within a year or so of joining. The role requires candidates to have expertise in micro-economic analysis, well” 
developed skills in both written and oral communication and an ability to manage a small team. Candidates should have had at least one year's 
experience of working as a professional. 


This is an opportunity to work in a key role in the competition and regulatory field. These appointments will be for a two-year term, with the 
possibility of longer term employment. Arrangements for an inward secondment from the private sector may also be possible for the Economist 
á| post, providing an opportunity for the Incumbent to widen his/her experience with some time spent in the public sector. The salary for the pasts 
“will depend on the qualifications and experience of the candidates. A higher salary than in the range indicated may be available for exceptional 
candidates, 


For an application form (to be returned by 11 May) please contact the Competition Commission, Room 605, New Court, 48 Carey Street, 
London WC2A 2JT. E-mail: info@competition-commission.org.uk, 





| The Competition Commission is committed to appointments being made on merit and to a policy of equal opportunities. The Commission would 
especially welcome applications from women, members of ethnic minorities and disabled people with appropriate skills and experience. 
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en University of St.Gallen 


The University of St. Gallen (Switzerland), 
member of the Community of leading Euro- 
pean Management Schools (CEMS), invites 
applications for the position of 


Professor of Media and 
Communications Management (MCM) 


The position is available as of April 1, 2002 
or a.date to be set by mutual agreement. 


The focus of this position is on the new me- 
dia and their applications in the economy. 
Digital media have brought about major 
changes in the economy, new and old alike. 
Itis a major challenge for business and its 
management to recognize the potentials of 
these changes. Adequate business models 
have to be developed and communications 
have to be rethought and managed on an in- 


tegrated basis. And it is a major task for 


management research to better understand 


these changes in order to be of practical 


help. 


The candidate must have earned a Ph.D. in 
Business Administration or Economics. Can- 
didates from other fields must demonstrate 
thorough experiences in Business Admini- 
stration. Internationally recognized achieve- 
ments in research are expected. He or she 
will be required to teach courses on all le- 
vels: Bachelor, Master and Doctoral level as 
well as in executive education programs. In 
addition, the person will be a member of the 
Board of Directors of the Institute for Media 
and Communications Management. Entrepre- 
neurial skills, as well as management and 
communication abilities are helpful in order 
to actively contribute to the strategic deve- 
lopment of the Institute. 


The Institute for Media and Communications 
Management was established at the Univer- 
sity of St. Gallen in 1998. Its present staff, 
approximately 50°:in number, teach and do 
research in the field of modern media, focu- 
sing on the economic, technological, social 
and legal aspects of the information age. 
(www.mcem.unisg.ch) 


Applications accompanied by a curriculum 
vitae and list of publications should be ad- 
dressed no later than May 31, 2001 to the 
President of the University of St. Gallen, Pro- 
fessor Dr. Peter Gomez, Dufourstrasse 50, 
CH-9000 St. Gallen, Switzerland. 

















MINISTRY OF FINANCE, PLANNING & ECONOMIC DEVELOPMENT 
Second Economic & Financial Management Project 
IDA Credit No: 3297-UG 
POSITION: THE CHIEF EXECUTIVE - UGANDA COMPUTER SERVICES 


This request for Expressions of Interest follows the General Procurement Notice for this-project that appeared 
in Development Business No. 531 of 34st March, 2000. 

The Government of the Republic of Uganda has received a Credit from the International Development 
Association (IDA) toward the cost of the Second Economic and Financial Management: Project [EPMPH], 
and it intends to apply part of the proceeds of this credit to payments under the contract for provision. of 
consultancy services. 

The Government would like to hire a new Executive Director, a person who has solid professional 
background and experience and of Ugandan origin, to support the reform process and tò fulfil thè mandate of 
the future UCS. The Executive Director wil! among others undertake these key tasks: 



























a) shall manage the UCS reform and transition. process including (i) initiating and foltowing-up the 
process, legal or otherwise, to create the new UCS, (ii) re-structuring UCS and hiring new. staff as 
necessary, and (iii) and drawing-up and implementing a business strategy for the new UCS. 

b) shall be-the head of the new UCS and shall provide overal! management of its operations. 

c) shall provide advice to Government on the development of Government information systems, IT 
policies, strategies and standards; 

d) shall manage the marketing and sale of IT Services by the new UCS Agency. 

e) shall be responsible for the establishment of personnel management systems taking into account best 
practise. 

c) shall manage the Agency’s resources, including, hardwate/software procurement. 

























A consultant will be selected in accordance with the procedures set out in the World Bank’s Guidelines: 


Selection and Employment of Consultants by World Bank Borrowers, January 1997 (revised September 1997 


and January 1999) and is open to all applicants from eligible source countries as defined in the guidetines. 












Qualifications: The Executive Director will need to have a strong drive and initiative, good business 

orientation and managerial skills in addition to the following qualifications: Advanced degree. in Computer 

Science, Business Administration majoring in Information Technology or Economics, Mathematics or 

Physics (minimum) with strong post Graduate Training on Information Technology with: 

° at least five years of experience on the management of IT professionals at Senior Management level 
with at least ten years of experience on the implementation of computer-based systems and good 
knowledge of IT trends and the Uganda IT market. 

° Good know ledge of Marketing and sale of IT services; and excellent human resource management and 

communication skills 



























Contract Arrangements: One year renewable contract to a maximum of three years, 
Forwarding Address: Interested Consultants may obtain further information at the address below from 0900 
to 1700hrs and/or submit their Applications/Expressions of interest by 1700hrs on Friday the 15th May, 
2001, 








EFMP H Project Coordination Office 
Ministry of Finance Planning & Economic Development 
Finance Building; 2nd Floor, Room 2.4 
Tel: 256-41-347804, Fax: 256-41-250005 
E-mail:efmp@imul.com; rmuwanga@ africaonline.co.ug; jetidau @africaonline.co.ug. 
Website: www/finance.go.ug 








Policy Manager 
E-business and telecommunications 


The International Chamber of Commerce, the Paris-based 
world business organization, is seeking to appoint someone 
to manage its policy and project work in the rapidly- 
evolving field of information technology, e-business, and 
telecommunications. 


The successful candidate will possess: 


proven experience in this field; 

a firm grasp of the current policy issues; 

preferably a legal background; 

management and organizational skills; 

strong writing skills, and a talent for public speaking; 
capacity to work well under pressure, and to travel: 
frequently; and 

fluency in English and an understanding of French; 


Applications, together with CV, should be marked 
“confidential” and addressed to: 


Director of Personnel 

International Chamber of Commerce 
38 Cours Albert 1°, 75008 Paris, France 
Website: www.iccwbo.org 

Fax: +33 1 49 53:28 96 
E-mail:adm@iccwbo.org 
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[Deputy international Director 
£40,000 pa 


Christian Aid is creating a new post - Deputy Director of the 
International Department. With a forecast expenditure this year 
of over £40m, the International Department implements all 
Christian Aid's international work (with over 600 partners in 57 
countries} as well as the organisation’s advocacy, lobbying and 
policy work. You will deputise for and support the international 
Director in all aspects of the work of the department. Additionally 
in the short to medium-term, you will have direct responsibility for 
developing and managing the International Department’s work in 
Sub-Saharan Africa, and for managing and leading Christian 
Aid's corporate work on HIV/AIDS. 


You will have at least seven years’ experience and in-depth 
knowledge of contemporary development issues as well as 
excellent leadership skills with substantial experience as a 
manager, preferably in a voluntary organisation or development 
agency. Good written and communications skills and an ability to 
represent Christian Aid in the media and other high profile events 
are essential. 


Closing date: 9 May 2001. 


To receive an application form and further details, please 
senda 41p SAE marked Ref: 309/BL to the Human Resources 
Dept, Christian Aid, PO Box 100, London SE1 7RT or visit our 
website www.christian-aid.org.uk 


Interviews: 25 May 2001. 


Christian Aid works to provide hope, health and the chance of a decent life to 
the world’s poorest communities, whatever their race or religion. We value 
diversity and welcome applications from 
all sections of the community. 


Christian? Aid 


Registered charity no.258003 We believe in life before death 


Je The United Nations 
ZS University 


Director, Administrative Management Division 
UNU Headquarters, Tokyo, Japan 
Circa US$122K — 132K net + benefits 


UNU contributes, through research and capacity building, to efforts to resolve the 
pressing global problems that are the concern of the United Nations, its member 
states and their peoples. UNU's key goals are: to be an international community 
of scholars; to form a bridge between the United Nations and the international 
academic community; to serve as a think-tank for the United Nations system: and 
to contribute to capacity building, particularly in developing countries, 


The Director is responsible for developing and implementing administrative 
management policies governing UINU’s global network of research and training 
institutes, and for providing administrative, personnel, budgetary and financial 
support services to its programmes, 


You will have: an advanced degree in an appropriate discipline; 15 years 
professional experience, at least ten of which have been at a senior level, 
preferably in a large international organization; fluency in English, ideally 
supported by another UN official language, proven ability in working under 
constant pressure and in managing human resources, experience in negotiations 
with high-level government officials; systems development experience: and a 
sound Knowledge of UN Rules & Regulations. Knowledge of financial markets, 
especially those relating to investments, is desirable. 


Send your full resume, clearly marked Vacancy 2001/10/033, to the address 
below by 11 June 2001. Only short-listed applicants will be contacted. The UNU 
particularly encourages applications from sultably qualified women candidates. 


Personnel Unit. United Nations University Headquarters 
§3-70, Jingumae 5-chome, Shibuya-ku, 
Tokyo 150-8925, Japan 


Fax: +81 3 3499 2828 
UNU on the web: Attp:/Awwew.unu.edu/ 
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SENIOR PRIVATE ENTERPRISE SPECIALIST 

TG UNITED STATES AGENCY FOR INTERNATIONAL 

a DEVELOPMENT/CENTRAL ASIA, Almaty, KAZAKHSTAN 
(PSC, two years) 


Deadline for submitting the applications is May 3, 2001. 


The contractor specialist will develop and manage new 
approaches, as well as supervise existing activities for the 
promotion of private enterprise, particularly small- and 
medium-sized enterprises and financial markets, throughout 
Central Asia. Travels extensively to conduct field inspections, 
monitor project operations, and identify constraints. 


Requirements: A U.S. citizen; a university degree in business, 
economics, finance or a related field; ten years work experi- 
ence in a related field. 


Send applications to USAID/CAR: attention Beth Salamanca, 
Executive Officer, via telefax number 73272696490; or by 
e-mail to PER. ALMATY@USAID.GOV. Applications received 
after May 3, 2001 will not be considered. 








Executive SEARCH & SELECTION 


POLICY Project — Kenya Ofric 


DIRECTOR ~- Heatty Finance AND Poucy 


POLICY is a global project with headquarters in Washington, OC, working in 
ever 30 countries worldwide. 

The Director will lead a Health Finance and Policy programme to provide 
technical and financial assistance to the Government of Kenya, at all 
administrative levels, with special emphasis on improving reproductive and 
child health services. 

Based in Nairobi and, reporting directly to POLICY Project headquarters in 
Washington, the selected candidate will: 


* Provide technical assistance and training on budgeting and planning and 
strengthen financial adminstrative policies, structures and systems 


ConduclYcommission policy research and promote policy dialogue through 
consultative groups 


Work in collaboration with national agencies, both public and private, and 
with international bodies. 


This key position calfs for a results-driven: and dynamic person whe has: 


* A master’s degree in Economics, Finance, Public Health ar related field; 
PhD level of education would be preferred 


A minimum of 15 years experience fat least 3 years gained in the NGO 
and /or private sector in the health sector 


Strong and demonstrable quantitative, writing, oral communication (English 
essential and Kiswahili preferred i interpersonal and facilitation skills 


+ Computer skills in MS Office packages. 


The successful candidate will be a mature individual capable of working 
independently and at the same time an excellent team player and leader. The 
position will not be confined to a national of Kenya or East Africa, However 
experience and knowledge of the region must be clearly demonstrable. 

Our client will offer a competitive remuneration package. This position is for a 
two-year renewable contract, based on satisfactory performance. 

Please submit your application, including a detailed curriculum vitae quoting 
ESS 345 by 1 May 2001 to the address below. 


Executive Search and Selection, PricewaterhouseCoopers Consultants 
Limited, The Rahimtulia Tower, P O Box 43963 Nairobi, Kenya 
Telephone 254 (2) 711195 Fax 254 (2) 711184 

E-mail: ess.ke@ke.pweglobal.com 

For further information, please consult 


http//www, policypraject.com/ 














Research Assistant to John Kay 
F- John Kay is probably Britain’s leading business economist. “He requires a 
London-based research assistant, starting September 2001, to help with 
journalism, articles of a more academic nature, and a major book project. 
For more details about the activities you will be part of, see 
www.johnkay.com. 

For more details about the position, email jocharrington@johnkay.com 
Deadline: Iih May 2001 


The creme always rises to the top, so 
why shouldn’t you? 


Looking for the way to achieve that higher level of income? If you’re an 
international senior executive, over 40 and currently earning $100K+ per 
year, we can assist you in attaining your goals. Resume Broadcast 
International, will manage your career search with the personal contact 
necessary for success. Our commitment is not just 40 hours per week, but 
24 hours a day, 365 days a year. Contact us at Tel: (619) 224-9257, Fax: 
(619). 224-9268 or Email: 102224.3306 @compuserve.com and open the 
doors to opportunity today. 


Vrececast 
international 


Resume Broadcast International 
P.O. Box 6930, San Diego, California 92166, USA. 
Tel: 619 224 9257, Fax: 619 224 9268 
Email: 102224.3306 @ compuserve.com 








LONDON SCHOOL OF HYGIENE & 
TROPICAL MEDICINE 


DEPARTMENT OF EPIDEMIOLOGY & 
POPULATION HEALTH 


CHAIR IN PUBLIC HEALTH 
NUTRITION 


The London School of Hygiene & Tropical Medicine is 
seeking to recruit an outstanding individual to a newly 
established Chair in Public Health Nutrition. 


The person appointed will head the Public Health 
Nutrition Unit, enhancing and developing it as a 
world-class multidisciplinary research unit. Candidates 
will have an international reputation in public health 
nutrition and proven leadership skills. In recognition of 
the commitment to, and importance of, public health 
nutrition at the School, the postholder will be 
supported by a newly-created lecturer post. 


Starting salary will be commensurate with qualifications 
and experience. 


Potential candidates are encouraged to contact the 
current Head of the Public Health Nutrition Unit, 
Dr Ann Ashworth Hill (tel: +44 20 7927 4700; 
e-mail: ann.hill@ishtm.ac.uk) or Professor Andrew 
Prentice (tel: +44 20 7927 4682; e-mail: 
andrew.prentice@ishtm.ac.uk) 


Further particulars and details of how to apply are 
cavailable from the Personnel Officer, 
LSHTM, Keppel Street, London WC1E 7HT 
(Tel: +44 20 7927 2420; Fax: +44 20 7636 4771; 
e-mail: personnel@ishtm.ac.uk). Please quote 
reference PHN1. 


Closing date for receipt of applications: 9 July 2001. 


The London School of Hygiene & Tropical Medicine is 
an equal opportunities employer 
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EES - International Consultants. 
TCG International, an established int'l consulting firm, is seeking senior proféssionals-for its: 
consultant pool who have Technical Assistance experience in: Credit Programs, LG Capacity 
Building, Urban and Municipal Infrastructure or Disaster Relief /Reconstruction. Former 
COPs and USAID officers are encouraged to subinit their CV for consideration. : 


TCG International, ee i 
1012 N Street, NW, Washington, DC 20001, Fax: (202) 667-3035, 
Email: tegi @thecommunitiesgroup.com: 



















JOB HUNTING INTERNATIONALLY? 


Executive $75K-500K+. Career searching into, within or out-of 
Asia / Europe / M.East / U.S.? Contact for Free Info & Critique 


www.careerpath.co.uk 














Fax: Email: 
USA/Canada +i 202 4781698 cpamerica@careerpath.co.uk 
Europe +44 20 75048280 cpeurope@careerpath.co.uk 










Asia / M. East / Aus +66 2 2674688 cpasia@bkk.loxinfo.co.th 














Institutional 




























Development Crown Agents 





Crown Agents is an international development company 
that delivers specialist and multi-disciplinary services in 
international trade, procurement, finance and institutional 
development. 


Ghana 


We are providing support, funded by DFID, to the 
Subvented Agencies Reform Project. This project is a key 
part of a broader public sector modernisation programme 
in Ghana. Subvented agencies include universities and 
polytechnics, the national broadcasting corporation and 
many boards and commissions. 


An exciting opportunity has arisen to fill the team leader’s 
post, based in Accra, playing a key role in supporting the 
secretariat responsible for this process. This challenging 
position entails managing private sector consultancy | 
contracts, strengthening the capacity of local staff and 
providing effective coordination, It requires an individual 
offering proven understanding and experience of public 
and private sector reform in an African context, and their 
impact on social development issues. Excellent 
interpersonal skills, sound project management ability and 
a capacity to work across disciplines are essential to this 
role. 


An early start is required, with the project expected to run 
to December 2002, and possibility of extension. 


To register your interest in this opportunity please post or 
e-mail your detailed and up-to-date CV (along with details 
of your current remuneration package or fee rates) to: 










Tracy Millwood, Crown Agents, 
International Recruitment, St Nicholas House, Sutton, 
Surrey SMI 1EL, United Kingdom, 







e-mail: tracy.millwood@crownagents.co.uk 
www.crownagents.com 
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Amnesty International USA 
is seeking a Director to oversee its government relations work in Washington DC. 
Responsibilities include developing and implementing strategies to promote human rights in 
US foreign policy and with foreign governments, interlacing with senior government 
officials and US and foreign ambassadors, managing a team of regional advocacy experts and 
lobbying on behalf of Al before Congress and the Administration. Master's or law degree 
or equivalent, minimum 7 years management experience and fluency in international affairs 
required, Strong knowledge of USG a must. Please add the following to our ad.: 
Send resume and cover letter to Amnesty Intl. USA, Box DGR, 322 Eighth Ave, 

NY, NY 10001, Application deadline is April 25, 2001, ATUSA is an Equal 


INTMENT 


w The European Commission 


THE EUROPEAN COMMISSION 


is recruiting men and women as 
administrators 


Working for one of the 
European institutions is a job 
unlike any other. You will be 
making a real contribution 
to the unification and 
development of Europe. 
You will also be playing 
an active part every 
day in a lively inter- 


national body. 
The work is very 
demanding but 
g too, 
he Eukopean 
Union becames 
involved in more 
and more policy 
areas 


European Commission (OJ. C 110 A) 

* Representation in the United Kingdom, 
8 Storey's Gate, GB-London SWIP 3AT. 

* Representation in Northern Ireland, 
Windsor House, 9/15 Bedford Street, 
GB-Belfast BT2 7EG. 

« Representation in Wales, 

4 Cathedral Road, GB-Cardiff CFI | 9SG. 

+ Representation in Scotland, 

9 Alva Street, GB-Edinburgh EH2 4PH. 

+ Info-Recruitment MO34-MEZ/52 (Oj. C 110 A), 
Wetstraat 200, rue de la Loi, B-1049 Brussels. 

Closing date for submitting application 

forms: 25.05.2001. 
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e A common goal 





nu 


unemployed, mailed 12k testers. Had 

3 offers and started at $325hepke as 
yO BRP EN DER 

Phone: 1.415.383.6200 Fax: 1.415.388.5164 
www. ExecutivejobFinder.com 





Executive Jobs 
$50,000-$1 Million + Pkg. 
* Targeted Resume Mailings 
64.1 Million Co. Database-39 Countries 
> ailed 3k leners. Had 2} calis, 3 








http://europa.eu. 


INTERNATIONAL 
PROPERTY 


SWITZERLAND 
Lake Geneva & Alps 
rae properties, overlooking views, 1 to 
5 bedrooms, from SFr 250°000. Sale to Non- 


Swiss citizens authorized. Leading company 

established in 1975. Experience. Discretion 
REVAC S.A. 

52, Montbrillant, CH-1211 GENEVA 2 

Tel. +441 22/734 15 40, Fax 734 12 20 
www.revac.net 
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HANDWRITING ANALYSIS 


Questioned document examination 
and aptitude/character assessment 
for recruitment puposes. 
Phillippa Lavell FAE 
9 Village Close, London NW3 SAH 


First for prestige business and special 
occasion events management in 
Monaco and the Riviera. Combining 
World Class business and 
entertainment facilities with Worid 
Renowned pleisure activities 


Tel/Fax: +33 4 93 41 98 94 
www.absolutelymontecarlo.com 


E.mail: scribe@netcomuk.co.uk 
www. handwriting-expert.com 





Since 1987 The Sovereign Group have been 
assisting individuals and companies to achieve 
savings in tax. We provide a full range of onshore 
and offshore services designed to save tax for 
you and/or your company. Call us and we will 
be pleased to show you how our services 
can save you money and maximise the 
value of your assets. 


VISIT OUR WEBSITE: 
SovereignGroup.com 


business 
& personal 


tax solutions 


UNITED KINGDOM: U.S.A.: 

Simon Denton William H. Byrnes 

Yet +852 2542 1177 Tel +44 1624 699800 For +44 (0)20 7479 7070 Tei +4 (305) 474 2468 

Fox +852 2545 0550 Fax +44 1624 699801 Fax +44 (0)20 7439 4436 Fax +1 (305) 474 2469 
hk@SovereignGroup.com  iom@SovereignGroup.com uk@SovereignGroup.com —_usa@SovereignGroup.com 


HONG KONG: ISLE of MAN: 
Stuart Stobie Paul Brennock 


LONDON - Richart Cook 
Tel: +44 20 7317 0600 
fax: +44 20 7317 0610 


Tel +352 224 286 
Fax: +352 224 287 


FINLAND - mi Sahlgren. Belkan 
Tel: +858 9 6969 2569 
Fax: +353 9 6969 2565 


HUNGARY - Lassi Kiss <0) 
[Teli 436 1 351 9959 
Fax: +36 1 351 9958 


ACCEPTED 


Isle of Man, IMB 

TEL: +44 1624 8 

FAX: +44 1624 817080 — 
E-mail: economist@ 





26 Offices Worldwide 


www.ocra.com 


1509002 94 Certificated + A member of the Estate and General Group established in 1935 
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Tet+44 020 7794 6060 Fax:+44 020 7431 4699 





e-mail: econ-dal@com-exp.cor 





TRAVEL 
#*LONDON'A 


Quality serviced apartments offering best value | 


@ Tourist Board Approved W 


E South Kensington, London SW7 4DG, UK E 


OMPANIES AND TRUSTS EXPER 
COMPANIE 


INTERNATIONAL COMPANY 


- SERVICES WR uo 


COURSES 





NO COST eealiiaion! Send resume, 
6400 UPTOWN BLVD NE + SUITE 398-W 
Dept. 34 ALBUQ., NM 87110-USA 
34@centuryuniversity.edu 
140-6757 
ONLINE OPTIONS 


& cost-effective prices 


United Kingdom 
169618 Fax: +44 (G) 20 763696 


ADULTS, EARN YOUR 
DEGREE AT HOME IN 
JUST ONE YEAR! 


WASHINGTON INTERNATIONAL UNIVERSITY 


In most fields. Student Comm. Ctr. 144 
Ivy Lane, King of Prussia, PA 19406 - 
ene USA, FAX: 610 205 0960. 
E-MAIL: admissions @ washint.edu 
WEB SITE: www.washint.edu 


+1 (302) 478-4467 









money. Our apartments offer great savings 
pared to hotels. Fully serviced, private 
oom, kitchen, TV, telephone, central a 
ing. elevator. 

Centrally iocated in Kensington area a 


intensive 12-Month M.S. in 
COMPUTATIONAL 
FINANCE 


apply now for Fall 2001! 
www.cse.ogi.edu/CompFin/ 


Ashburn Garden Apartments 
3 Ashburn Gardens a 


www.ashburngardens.co.uk 
info@ashburngardens.co.uk W 





Tel: ++44 207 370 2663 A OREGON GRADUATE INSTITUTI 
\ Fax: ++44 207 370 6743 I a AEN aM RUTE 


STUDENTSHIPS 








Masters in Finance or Economics Sponsorship 


Applications are invited for studentships at a prominent British 
university or business school leading to a Master's degree in 
finance or economics. A successful candidate, who must have 
been accepted for such a course, will have his/her fees paid 


and will also receive a contribution towards living expenses. 
The Marjorie Deane Financial Journalism Foundation aims to 


promote the understanding of financial markets and 
institutions, and in particular to foster excellence in financial 


journalism. Preference will therefore be given to applicants who 


can write well and who will produce a piece of research 
(probably based on their dissertation) that is suitable for 
publication. 


Studentships are open to all, regardless of age, sex, ete. Applications by Friday Lith 
May 2001 to Martin Giles, The Economist, 15 Regent Street, Landon SWIY ALR, 
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OFFSHORE COMPANIES, TRUSTS, FOUNDATIONS, 
BANKS, INSURANCE COMPANIES 


Ship & Yacht R 


rations, Bank Ale, 5, US Pi 
Full 


innovativ 


s Available Worldwide - 


http://www.global-money.com, 
gmc @global-money.com 


GLOBAL MONEY CONSULTANTS S.A. - 


Establis i 


© OWNED BY LAWYERS AND ACCOUNTANTS e CONFIDENTIALITY GUARANTEED @ BANK INTRODUCTIONS 


Shells for Sale for Reverse Mer 
OFFSHORE JL denen 


eee Offers 
hitp:/Awww.flagsofconvenience.com 
Faxes: +1-416-3525168, +3120-5241407 


FLAGS OF CONVENIENCE S.A. 
n 1985 











ras 


THE 


GROUP 
EST. 1989 


LICENSED CO. 
& TRUST MANAGEMENT 


DELAWARE (USA) 
CORPORATIONS 
in setting up re Corporations. General, Aircraft, 
rp patia Col or wro for our FREE KIT 
jp lsiera s 
reasonable rate, 
DE USA 19810 
307-477-9811 
> bitty: / /delreg. com 


CANADA... 


ust one click away 






au Stride Bd, FIOSEC © 
302-477-9800 © BO0-321-C0K? © 
meal: compOriekeeg com + 






_ Abrams & Krochak 
Canadian Immigration Lawyers 


ANNOUNCEMENTS 









Italgas Prize for Research 
and Technological Innovation 
XV Edition 


Official Announcement {abstract} 


Aims 

The aim of the Prize is to encourage the creation of added value in the scientific, technological and 
g g 

socio-economic sectors, which are fundamental for civil and social progress 


Candidatures and subject areas 

Candidatures accepted are only those with relevant contributions, also m terdaplrary for advances in 

scientific and technological research in the following three Energy and Environment, 

Information and Communication Technology, and Applied Mole S ‘iences. These results must be 
į achieved during the last five years, and must also be developed and characterised with a consistent 

reflection on countries of the European Union. Candidatures are accepted that originate from countries 

of the European Union, Central and Eastern Europe and the Mediterranean area, on the basis of the 

bilateral agreements on European collaboration, the definition of which is in progress. 

The Prizes 

‘Two prizes will be awarded, each worth $0,000 euros, to the two winning Research Results 

designated by the Italgas Prize Committee, in June 2001, The prizes will be awarded at a formal 

ceremony in Turin, in October 2001 





Procedure for Submission of Candidatures 

Candidatures must be submitted and guaranteed exclusively by Academies, Universities, 
Polytechnics and Research Centres of European Union countries. Self-applications will not be 
accepted. Each Candidature must be submitted with the following documentation in English, for 
which an Italian version would also be appreciated: Applicaton Form compiled by the Presenterand 
Guarantor; Research Results Summary Form compiled by the Representative(s); List of publications 
pertaining to the research results; Curriculum {a) Vitae of the nes area s) of the research 
results; List of publications of the Representative(s) of the research results, Documentation must be 
sent by registered letter by 30 April 2001, and addressed to the Prize Secretary; Candidatures arriving 
after 15 May 2001 will not be considered. 








information 
The Official Announcement is published on the Italgas Web Site: wwwiitalgasit/prize and 
www.italgasprize.org. For any further information, please contact the Italgas Prize Secretary. 





Prize Secretary 

The Secretary guarantees the implementation and execution of the Prize. 
The Italgas Prize me is at: 

Via XX Settembre, 41 - 10121 Turin - Italy 

Tet +39 011 505 ~ Fax: +39 QH 2394306 - E-mail: prize secretariat@italgas.it 








italga 


The SCF Group, est. in 1989 provides full ranges of offshore services at what we believe are the 
most competitive rates currently available by a licensed professional firm. 


or OFFSHORE & UK COMPANIES @ tre est 


LONDON: 
90-100 Sydney St., Chelsea, 


Tel: +44 (Ø) 20 7352 2274 
Fax:+44 (O) 20 7795 0016 


Home. Part/Full time. Free Advisory Service, 
















ces contact 


For immediate, friendly advice, please contact: 
Helen Harper LL. B (Hons), Dip. Law. AOI Janson Lotery B.Sc (Hons) 
E-mail: helen@scfgroup.com E-mail: janson@scigroup,com 
Charles Baker M.A. (Hons) 
E-mail: charles@scigroup.com 












London SW3 6NJ. 





















START YOUR OWN 
IMPORT/EXPORT AGENCY 
No Capital or Exp. req. No Risk. Work from 


IMMIGRATE TO CANADA 


ki ” 
“We Can Help 
ation Matters 
Petorsent 
nttp://wiwe wy, somjen. kom 
Emait: prince ais somjen.com 
8 -m 







Est. 1946. Clients in 120 countries. 
Send for Free Booklet. 
WADE WORLD TRADE 
Dept 2¢24 50 Burnhill Road 
Beckenham Kent BR3 3LA UK 
Tel: +44 (0) 20 8650 0180 (24hrs) 
Fax: +44 (0) 20 8663 3212 
http:/www.wadetrade.com 








“We Can Help” 






BUSINESSES 
FOR SALE 


sven asenstrasranatinaiit nniatosonsntinainbisenMnintnte 





NEW AUTHORS 


PUBLISH YOUR WORK 
ALL SUBJECTS CONSIDERED 


WRITE OR SEND YOUR MANUSCRIPT TO: 


MINERVA PRESS 
315-317 REGENT ST 


LONDON W1B 2HS. UK 
www. minerva-press.co.uk 


FSHORE 


& 
+, 'rprce 
TAX-FREE 

Companies world-wide 

Formation and administration of 


companies, opening of bank accounts 
tel/fax/mail forws arding ery ice 


GYMBOREE CEA 


e Unique Programs for Parents 
with Children Through 4 Years 


e Comprehensive Training, 
Guidance & Support 


| e Master Franchises Available 
e Over 440 Locations Worldwide 

e U.S. Publicly Traded Company 
Rated #1 children's fitness 


franchise by 
Entrepreneur Magazine 2001 


Hf you're as serious about play 
as we are, contact: Burt Yarkin, 
Director of Franchise Development, 
Tel: (U.S.) 650.373, 7628 
Fax: (U.S.) 650.696.7452 
Email: 
play_franchise@gymboree.com 


Fax: +40- 
E-mail: oiana 








èl: +357.-4-636-919 
2 +357-4-636-920 


www.laveco.com 


Manage your own 
broker account ! 
stock. laveco.com 
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OUTPUT, DEMAND AND JOBS American industrial production increased in March for the 
first time since last September. In France, the 12-month growth in industrial output was stronger 
than expected but still weakened in February to 2.4%. Retail-sales growth fell sharply in Ger- 
many but remained strong in Canada. 




















































































% change at annual rate The Economist poll industrial Retail sales Unemployment 
_G GDP forecasts production (volume) % rate 
3mths? 1year 1 year latest year ago 
SOE 131a olgu 68 mu 68 
Austria +17 +2604 +23 +2. E na + 93 jant -~ 13 Dec 3.7 feb 36 
+49 na + 38 feb* + 7.1 jan 10.3 Mar 106 
Britain +1 -26 + 1.0 Feb + 5.8 Feb 52 fe? 58 
Canada +26 O Q4 -12 +12 Jan +39 jan 70 Ma 68 
Denmark +49 1.1 Q4 na +43 Jan - 06 Feb 5.4 Feb 53 
France +39 +28 04 + 2.1 + 24 Feb + 0.1 Feb 88 Feb 10.2 
Germany +08 +19 04 +21 +26. +74 +47 feb - 67 Feb 9.3 Mar 10.1 
Italy +32 + 2.7 Qa +53 - 1.5 Feb ~ 3.0 Jan 9.9 an 11.2 
Japan _+ 32 +28 94 - 2.9 - 2.1 Feb + 1.8 Jan 47 Fb 49 
Netherlands +38 + 2.8 Qa $25 +19 feb + 2.5 tn 2.4 Feds 28 
Spain +29 + 3.7 %4 - 1.2 ~ 3.5 Feb na 137 fe 150 
Sweden +24 +26 %4 na + 9.4 Jan + 49 jan 4.2 Feb 54o 
Switzerland +18 + 2.5 ga na + 5.0 Gar + 49 jan 1.8 Mat 2.3 
United States + 1.0 + 3.4 Q4 14 3. ~ 47 + 0.8 Mar + 1.5 Feb 43 Mar 40 
Euro area +28 +30 %4 +24 +27 +66 + 5.1 jan + 2.3 jan 87 Feb 9.4 





in March. 3Dec-Feb. 





PRICES AND WAGES American consumer- and producer-price inflation fell in the 12 
months to March. Consumer-price inflation in Spain edged up slightly to 3.9% in the year to 
March, but declined slightly in France. After falling since last October, producer prices rose in 
Belgium in February. 






























































% change at annual rate The Economist poll 

Consumer prices* consumer prices forecast Producer prices* ___Wages/earnings _ 

3mthst 1 year 2001 2002 3 mthst 1 year 3mthst 1year 
Australia +12 +580 +35 +23 +102 +8404 -28 +51% 
Austria na + 27 Mar +18 4 14 -02 +27 Ma + 54 + 2.6 Feb 
Belgium _ + 0.8 +21 Mar +19 +18 -99 +43 Feo +37 + 1.6 94 
Britain ~ 0.5 + 2.3 Mar +20 +23 -27 +08 Mar +10.5 + 5.0 Feb_ 
Canada +07 +29 feb +23 +20 -0.9 +26 feb +05 +02 jant 
Denmark +17 +23 Mar +23 +22 ~46 +34 feb +37 + 38 Qa 
France oe: 0.1 + 1.3 Mar +14 +14 - 34 + 34 feb +26 +50% 
Germany +43 + 2.5 Mar +18 +13 ~ 0.1 + 3.3 Mar na + 2.4 Jan* 
Italy + 34 +28 Mar +23 + 19 +16 +49 Feb +12 +20 Febt 
Japan Z 0.8 = 0.1 Feb -05 -03 +25 + 1.1 Mar na + 0.9 Feb 
Netherlands +69 +46 Ma +36 + 23 -09 +53 fb +23 + 3.0 Feb 
Spain +29 + 3.9 Ma + 3.0 + 2.4 -06 +36 feb +19 +22 Qa 
Sweden na + 1.9 Mar +16 + 1.7 + 06 + 2.5 Feb +37 + 2.6 Dect 
Switzerland ~ O01 + 0.9 Mar #12 +13 ~ = 3.0 +05 Ma na + 02 1999 
United States +42 + 2.9 Mar +28 +22 45.7 43.4 Max +43 + 4.3 Mar 
Euro area + 16 + 2.6 Feb +20 +16 ~ O02 + 44 Feb +24 +24 Q4 





*Not seasonally adjusted taverage of latest 3 months compared with average of previous 3 months, at annual rate. *New series 








| government wants to leave funding to the 





COMMODITY PRICE INDEX 

The price of robusta coffee, used 
in blends and instant coffee, slumped to 
new 30-year lows in London this week. The 
main reason is a glut in supply caused by 
the threefold rise in Vietnam’s production 
in the past five years. In addition, the price- 
support plan of the Association of Coffee 
Producing Countries is already foundering 
even though it was launched only last Oc- 
tober. All members are supposed to hold 
back a fifth of their exports in order to boost 
prices. Brazil, Colombia and Vietnam (nota 
member) have complied but other produc- 
ers are not doing so because they lack the 
money. India has announced it will notjoin 
the scheme and Indonesia’s cash-strapped 


The 
Economist 













































































private sector. 
1995=100 % change on 
Apr 10th Apr 17th* one one 
month year 
Dollar index ——— , mre 
All items 69.4 69.4 10 =- 5.7 
Food 670 67/2 - 31 - 74 
Industrials 7 ~ ree 
All 72.6 72.4 
Nfa? 698 70.1 
Metas 74.9743 
Sterling index 7: 
All items 76.0 765 =- 13 + 39 
Food 734 741 - 34 + 24 
industrials 7935 797 +15 +64 
Euro index i. 
All items 
= a SE chit Anne aaa = 
industrials 
Yen index 
All items 
Food 
industrials 
Gold 
$ per oz 257.0 260.85 + 03 -71 
Crude oil North Sea Brent 
$ per barrel 26.49 27.64 +99 +4211 
West Texas intermediate 2 | 
Sperbarel 2824 2779 +80 +67 




















m CAROWNERSHIPLuxembourg wins the 
race for the number of cars owned per head 
of population. According to the Interna- 
tional Road Federation, the chequered flag 
falls on this tiny European state for its own- 
ership rate of 576 cars per 1,000 people. An- 
other small country, Iceland, takes third 
place. European countries dominate the 
rankings. No South American or African 
country holds a top spot. Japan lags behind 
other big car-producing countries at 17th 
place, with only 394 automobiles per 1,000 
people. Despite its automative obsession, 
America comes seventh, with 486 cars per 
1,000 people. That ranking is likely to fall in 
the next two years. Car sales in the United 
States are forecast to drop by as much as 
20% over that period, about double the de- 
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MONEY AND INTEREST RATES Ina surprise move beeen scheduled meetings, America’s 
| Federal Reserve cut the federal-funds rate by 50 basis points to 4.5%. It was the fourth cut this | share of labour costs attributable to income 


| 

| E LABOUR TAXES Tax wedges measure the 
| year and brought its target for interest rates to the lowest level for 6% years. taxes and social-security contributions less 
| 

| 

| 

l 


| 
| 
I 
_Money supply* Interest rates % p.a. (Apr 18th 200) č  žć — | cash benefits. In the past three years, they 
i over- 10-year gov't _ | have fallen in most orco countries. The 
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night biggest declines have occurred in Ireland 








| and Australia, where the wedge for a one- | 
| earner family with two children fell from 








| 

14.5% to 7.7%. The Czech Republic also | 

| trimmed its wedge substantially from 31.2% | 
| 
| 
| 








| to 24.8%. However, Japan and South Korea 
| have moved in the opposite direction as | 
| their governments have tried to spend their 
way out of economic crises. The tax wedge | 
has risen in both countries by abouta third. 














TOW ow MT except Britain and Sweden MO, broad: Ma or M3 except Britan Mas Sources, Commerzbank, Den Danske, 1.P. Morgan C? hase, e R yai Bank of 
Canada, OM Fien Income Exchange, Warburg Dillon Read, WEFA Gp, Westpac, Thomson Financial Datastream. Rates cannot be construed as banks’ offers. H 











surged by 8.1%. Both reached their highest levels for five weeks after the cut in American interest | 
rates. The Nikkei 225 had already closed up 4.4% on the day at a three-week high. i 


Market indices 
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| STOCKMARKETS On April 18th, the Dow Jones rose by 3.9% and the Nasdaq Comipisite 
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3.3123 3,0943 +07 +58 


219.5 1,0522 
4 25916 
Britain (FTSE 100) 5,890.2 6,344.5 5,314.8 
oro ) 81312 93484 7,415.5 
8793 1,0021 8183 
35088 3,8202 3,1079 ; 
6,1649 6,7951 5,3880 
1,778.3 | “7,609.6 
73,6418 “14,8197 
1,320.4 
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10,6158 109836 93895 + 60 
“3,238.2 1373.7 1,1033 + 62 -13 
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tanley ey Capital international index includes i i dividual markets listed above pius sight others, in dol lar terms. | 
id Government Bond index, total return, in dollar terms. Rebased j 





tin eure terms, i Morga 
*Salomon Smith Barney Wor 











TRADE, EXCHANGE RATES AND BUDGETS America’ strade deficit: fell to $33.4 billion in February, slightly reducing the deficit for thel latest | 
12 months. In the year to February, Canada’s trade surplus rose to $39.3 billion. Italy's current-account deficit narrowed to $5.8 billion in the 12 | 
months to January. The trade-weighted value of the dollar increased by 0.6%, and the yen’s rose by 2.3% over the week. | 
i 
i 

















___ Trade balance*, $bn ___ current account č Exchange rate = Currency units ooo Budget 
latest latest 12 Sbn The Economist poll trade-weighted? per per per per balance 
month months latest 12 mths % of GDP, forecast Apr 18th = year ago $ 
2001 2002 Apr ti 18th: _year ago 
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* Merchandise. ‘Australia, Britain, France, Canada, Japan and United States imports 5 fob, exports fob. Ail others afffob. ł1990=100, Bank of Engiang. OECD estimate. 
Not seasonally adjusted, 
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EMERGING- 











@ POLAND In a recent report, the ofcD 
said that the Polish economy performed 
impressively in the second half of the 1990s, 
with cpr growth averaging 52% a year. By 
1999, however, rising inflation and a deteri- 
orating current-account deficit caused the 
central bank to raise interest rates. Now a 
slowdown that began towards the end of 
last year has prompted cuts in interest rates. 
The central bank will have to be cautious in 
easing monetary policy further, says the 
OECD, if inflation is to be cut to less than 4% 
by 2003, as planned. Fiscal policy should be 
tightened in order to rein in the current-ac- 
count deficit and to prepare for public-sec- 
tor investments that will be required when 
Poland joins the European Union. The 
OECD praises structural reforms, notably 
the introduction of a new pension system. 
However, it takes Poland to task over its la- 
bour-market policies. Wage indexation, the 
structure of the minimum wage, high in- 
cometaxes and strong employment protec- 
tion, together with a lack of policies to en- 
courage people to look for work, have all 
helped to increase unemployment. The low 
rate of employment among school-leavers 
is especially worrying. 
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ECONOMY Chingseconomy grew bya PETEN B1%i in nthe year to the first quar- 
ter of 2001. However, the growth in industrial production fell back to 12.1% in the year to March. 
Consumer-price inflation in the 12 months to March fell in Malaysia, South Africa and Poland, 
but rose in Brazil and Israel. Argentina’s current-account deficit shrank to $9.4 billion last year. 












































































































% change on year earlier Latest 12 months, $bn Foreign reserves*, $bn 
GDP Industrial Consumer Trade Current — Latest Year ago 
production prices balance account 
China + 8191 +12.1 Mar + 16 Febt +237 Mæ +15.7 1998 171.3 an 1590 
Hong Kong +68% -02g - 2ire  —li?ro 88o 1146 ma 938 
india +60@ + 06Fb + 3.0 Feb zg 7 
Indonesia +5208 +45 qa + 106 Mar 
Malaysia + 65 ga + 43 fee + 1.5 Mar 
Philippines +_3.6 œ% -24 + 3 
Singapore +469 +133 tæ 2218 o 80.0 san 
South Korea + 46 qa + 86 fe + mar +11.3 Feb 4 Mar 
Taiwan + 4.1 Q + Oi Fæ + 
Thailand _ + 3.1 O84 + 24 kb + 14 Mar 
Argentina - 2.0 Q 1.0 Mar 
Brazil + 44 a4 M 
Chile +45% 
Colombia + 2.1 Q4 
Mexico _ + 5.1.06 
Peru S ~ 2.5 feb fa 
Venezuela + 5.6 %4 + 12.5 Mar 
Egypt + 6.5 20008 + 9.4 2000? + 2.6 Jan 
israel + 3004 +107 lan + O.7 Mər 
South Africa +3300 + 16 ree + 74 Ma 
Turkey + 8.3 Qa = 5.2 fe + 37.5 Mar 27. ~10.2 wn 
Czech Republic + 3.9 04 + 65 feb + 41 Mar ~_3.4 Feb ~ 2.3 04 
Hungary + 42 oa “+18. S Feb + “10.5 Ma ~ 24 Feb 18 Fet 
Poland 24ga -Olke + 62 ma -10.7 feb = 9.4 feb 
Russia “+ 7.7 000. + 3.6 Mar + 23.8 Mar E an 446.4 oa 


*Excluding gold, except Singapore: IMF definition, Year ending June. *New series 


FINANCIAL MARKETS Most Asian markers: rose on April 18th in response to encouraging 
American economic data. Seoul gained 5.1% on the day, ending the week 6.4% higher. But Ja- 
karta lost 3.0% on the week, weighed down by the weakening rupiah and political instability. 
South American markets surged after the cut in American interest rates. 




















































































































Currency units interest rates Stockmarkets % change on 
per ers i per E£ “short-term Apr 48th j Dec 34st 2000. 
Apr 18th year ago Apr 18th % p.a. one “in local i ins 
week currency terms 

China 8.28 828 n8 na 2,270.3 +18 + 36 + 36 
Hong Kong 7.80 7.79 11.1 477 12,9728 +2)  - MI ~ A 
India 46.9 436 665 B16 3,4388 + 3 34 ~ 13.8 J 
indonesia 10,945 7,775 15,539 
Malaysia 380 380 539 
Philippines 50.1 412 711 
Singapore 180 170 256 
South Korea 1,315 1110 1867 
Taiwan ~ 329 30.5 467 
Thailand 453 379 64.3 
Argentina 1.00 1.00 1.42 
Brazil 218 1.77 3.10 
Chile 598 512 849 
Colombia 2,318 2,004 3,291 
Mexico 917 945 B0 
Peru 3.56 3.47 51 
Venezuela 717 672 1,009 
Egypt 3.88 3.44 5.51 
israel 4.17 4.05. 5,92 
South Africa 8.16 6.63 1.6 
Turkey 1,247,500 596,595 1,771,076 
Czech Republic 39.4 38.3 56.0 
Hungary 307 273 436 
Poland 4.03 425 572 
Russia 29.0 28.8 41.1 








“inflation adjusted. Tin dollar terms. 


Sources: National statistics offices. central banks and stock exchanges; Thomson firiancial Datastream; EIU; Reuters; Warburg Dillon Read; J.P Morgan 
Chase; Hong Kong Monetary Authority; Centre for Monitoring indian Economy, HEL, EFG-Hermes; Bank Leumi Le-tsrael; Standard Bank Group; Garanti 


E Bank; Deutsche Bank; Russian Economic Trends. 
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Not just 
last name. 
-A lasting name. 


Arthur Andersen started our firm nearly ninety 
years ago. 


Today, his original idea of one firm lives on. 
With one voice. And one vision. 


Integrated. 

Around the world. Across disciplines. 

Consulting. Assurance. Tax. Legal. Corporate Finance. 
One voice. One vision. And now, one name. 


á A name that reflects our heritage and points to 
the future. 


We will be known as, simply, Andersen. 


The first name in professional services. 


' ANDERSEN 


www.andersen.com 


©2001 Andersen Worldwide SC. All rights reserved 

Note: The services offered in particular areas may depend on local regulations. 
In some locations, legal and/or tax services are provided by Andersen Legal, the 
international network of law firms that is associated with Andersen Worldwide SC 
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conduct. Our Java" 
technology — together with XML —is 
the de facto standard for the creation of 
open web services. Java” is the original 
‘Write Once, Run Anywhere’ platform 
that runs on just about every device 
there is — from cell phones to servers - 
regardless of operating system. Today, 
2.5 million developers use Java™ tech- 
nology to create everythingfrom 
enterprise management7Syatems to 
wireless e-commerce, Bipplications. 
And as the Net confiğues its expo- 
nential growth (what We gall the. Net 
Effect), Java” technology will continue 
to grow as the unifying platformt for all 


network services. Now that’s teamwork. 
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We develop innovative pharmaceuticals for the treatment of cardiovascular diseases. 


So that you only feel your heart poundi 


Every person wants to enjoy life to the fullest. But, despite medical progress, cardio- 
vascular diseases are still a major cause of death. At Aventis, one of the world’s leading pharmaceutical 
companies, we provide important contributions toward the health of the heart and circulatory system. 
We offer a number of highly effective therapeutic drugs for the acute and long-term treatment of people 
suffering from cardiovascular disease. And our research teams utilize the latest technologies for the 
development of innovative pharmaceuticals which are improving the life of cardiovascular patients. So that 


people have better prospects for a long life. 


Aventis, Strasbourg (France), is listed on the stock exchanges in Paris, Frankfurt and New York. www.aventis.com 
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Hutchison 3G \ 





I magine an advanced worldwide mobile network that brings everyone, everywhere the freedom and 
convenience of borderless mobile multimedia communications. 

Through strategic alliances with industry leaders AT&T Wireless and America Online, Inc. in the U.S., 
Hutchison Telephone Company Limited and KG Telecommunications Co., Ltd. in Asia, KPN Mobile N.V. and 
Hutchison 3G UK Holdings Limited in Europe, and Tele Sudeste Celular Participações S.A. in South America, 
NTT DoCoMo is well on the way to making this dream a reality. 

Our phenomenal i-mode service in Japan already provides over 21 million cellular users* with 
economical, one-touch access to the Internet. And our May 2001 debut of the world’s first 3G (third- 
generation) mobile communications services — known as FOMA** and empowered by W-CDMA (Wideband 
Code Division Multiple Access) — will enable these users to enjoy Super high-speed mobile transmission 
of multimedia content as well. 

We are confident that our win-win relationships will one day lead to borderless multimedia services — 
and a brighter, more convenient future for everyone. 








*As of March, 2001. **FOMA (Freedom Of Mobile multimedia Access) is the name used in Japan for NTT DoCoMo W-CDMA services. 


For a borderless world. NTT DoCoMo, Inc. 


www.nttdocomo.com 
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Heated debate 


Sir—Your leader on global warm- 
ing (“Rage over global warming”, 
April 7th) misses the point of the 
Kyoto agreement. In defining a 
structure of successive five-year 
commitment periods, it is indeed 
intended as a “longer-term plan, 
based on milder reductions at the 
start followed by more demand- 
ing targets farther out.” The tar- 
gets set for the first period, 
2008-12, gave a 13-year lead time 
at the time of signing; it would be 
foolish to quantify later targets 
before gaining more experience 
with the first. 

The commitments are not rigid 
and unachievable because of the 
extensive flexibility embodied 
precisely to accommodate Ameri- 
can demands—the core point of 
the argument that you attribute to 
me. As a result, America could 
potentially meet its Kyoto com- 
mitment even if its own emis- 
sions stayed at their current lev- 
els, but it would be required to 
make extensive off-setting invest- 
ments to help poor countries 
grow in lower emitting ways 
through Kyoto’s market mecha- 
nisms. Before rejecting the fruits 
of such long negotiations, one 
should take care to understand 
what was achieved. 

MICHAEL GRUBB 


London Imperial College 


Sir--We are no more likely to get 
a better agreement on global 
warming from George Bush than 
we were to get a better NAFTA 
from Ross Perot. A brief and un- 
even step in the right direction is 








vastly superior to the more likely 
alternative—no steps at all. Argu- 
ments about the flaws of the 
agreement are thinly disguised ra- 
tionalisations for an anti-envi- 
ronmental sentiment, which I am 
beginning to believe you share 
with the Bush administration. Be- 
tween the assertions that the sci- 
ence of man-made climate 
change needs more study, the 
diplomatic blather and the deaf- 
ening inaction, we will get just 
what we ask for: more hot air. 

Los Angeles CHRISTOPHER BARE 
PEE rons =a mein —s 





Dallas diverse 


Sir—TI take exception to your por- 
trayal of Dallas/Fort Worth as 
lacking in cultural diversity (Busi- 
ness this week, March 3ist). The 
Dallas/Fort Worth Metroplex is 
one of the fastest growing regions 
in America and is home to a very 
diverse population. It has the 
tenth-largest African-American 
population, eleventh-largest His- 
panic population and seven- 
teenth-largest Asian population 
in the country. Fort Worth is 
home to the renowned Kimball 
Art Museum and the new Bass 
Performance Hall. Dallas has the 
nation’s largest urban arts district, 
including the Myerson Symphony 
Centre and, opening soon, the 
Nasher Sculpture Collection. 
More than 50 notable compa- 
nies have relocated or expanded 
in the region since 1990 because of 
its unique entrepreneurial cli- 
mate. It is also home to the world- 
famous Telecom Corridor and 
numerous leading-edge technol- 
ogy companies. We believe the 
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good people of Boeing will look 
favourably on this vibrant hub of 
entrepreneurial and cultural ac- 
tivity. And besides that, after 
years of attending Seattle Mari- 
ners games, Boeing workers will 
not miss a beat when Alex Rodri- 
guez takes centre stage at the Ball- 
park in Arlington. 

RICK PERRY 
Governor of Texas 
dnp rp a tend A E EEA eee | 


Rounded education 


Sir—Your article on Sciences Po 
(“Fraternity equality”, April 14th) 
overlooks a central point; the pro- 
found link between efforts to at- 
tract students from differing so- 
cial backgrounds in France and 
the internationalisation of the In- 
stitut d’Etudes Politiques. Today, 
at Sciences Po, over 1,000 students 
out of 4,200 are foreigners, as are a 
quarter of the teachers. Among 
these students are over 500 other 
Europeans and 250 Americans. 
All undergraduates have to spend 
their third year overseas and all 
students have to study two of the 
nine foreign languages taught in 
the institute during their studies. 
A third of all teaching is in lan- 
guages other than French. 

We do not just reproduce the 
monolingual, culturally specific 
models from America, which 
have the dubious title of “interna- 
tional education”. And we offer 
an alternative to the ubiquitous 
MBA as the only form of profes- 
sional training in business. 

Davip CAMROUX 
Director 

Asia-Europe programme 
Institut d'Etudes Politiques 


on E 


Paris 





Somaliland speaks up 


Sır—I am the former minister re- 
ferred to in an article on Somali- 
land (‘The nation nobody 
knows”, April 14th). 1 want to em- 
phasise that I did not fix any price 
that would, as a result, benefit my 
business, as you purport. There is 
no gemstone mining company in 
the whole country and artisanal 
miners sell their crude stones to 
the highest bidder with abso- 
lutely no government interven- 
tion. No one can fix prices for no- 
madic people. I established a 
gemstone laboratory free of 
charge and just started doing ini- 
tial geological exploration. 1 do 


not trade in gemstones. You were 
influenced by local ncos of a 
clan with whom we fell out. 
Hargeisa, 
Somaliland 


AHMED BEHI 


Sır—Somaliland’s existence is re- 
markable considering the hostil- 
ity it has to endure from multi- 
national organisations like the 
oau, Arab League and un. Each 
has its reasons for trying to wipe 
the place off the map, mostly to 
do with abstract notions of “na- 
tional sovereignty” and the “terri- 
torial integrity” of a non-existent 
country, Somalia. In fact, the rest 
of Somalia and indeed Africa 
have a lot to learn from the con- 
sensus-building techniques em- 
ployed by Somaliland. They seem 
to have worked where countless 
initiatives sponsored by the un 
and others have failed to end the 


misery and bloodshed. 
AHMED 
London JAMA-MOHAMED 
eT | 





Letter of resignation 


Sir~—You ask why, if work is so 
bad, the typical non-senior-man- 
agement white-collar worker in 
America has not revolted (“What 
has work become?”, April 7th). 
Revolt to what? Poverty? Bank- 
ruptcy? In addition to the answers 
you offer, the further availability 
of increasingly usurious con- 
sumer credit, along with a height- 
ened expectation of the tremen- 
dous standard of living we should 
be experiencing, has encouraged 
many Americans to paint them- 
selves into a corner: they cannot 
afford to keep their jobs and they 
cannot afford to quit them. 

Even less-structured dotcom 
start-ups did not offer relief. They 
merely offered a differently deco- 
rated sweatshop. Colourful bean- 
bags and espresso machines may 
have replaced the coffee pot and 
bland office furniture, and the 
“all-night work party” may have 
replaced the Saturday workday. 
For most Americans it is the same 
story at the end of the week: more 
than 40 hours toil for a 40-hour 
pay-cheque. A few have made it 
to Mahogany Row; the rest are 
posers struggling to make the 
payments on a borrowed lifestyle. 


Gainesville, WILLIAM 
Florida VANSICKLE 
is scl or ie 
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PURCHASING AND SUPPLY CONSULTANTS: EUROPE 


As a leading global management consulting firm, leading purchasing functions through strategic 
McKinsey & Company helps clients achieve substantial transformation are essential. You should also have a 
and lasting improvements in their performance. Since first-class university degree and 3 years’ experience 

é effective purchasing strategies are fundamental to the with a leading purchasing organization. 
success of all businesses, our consultants add real value if you can contribute to our clients’ success, we can 
to this function in every industry in which our clients compete. offer you the opportunity to make a significant difference 
By joining our pan-European Purchasing and Supply in your own career. 
Management Practice, you will create innovative sourcing To apply, please write with your CV (including full academic 
strategies for major multi-national organizations. And record and details of present remuneration) to the 
though you may join us in any of our European offices, you Recruiting Coordinator: Anja Stein, McKinsey & Company, 
will be able to take full advantage of the development 79 avenue des Champs-Elysées, 75008 Paris, France or 
opportunities we offer across 83 offices in 44 countries. email: pa-oe_purchasing@mckinsey.com 


Such a challenge requires exceptional credentials. 
An in-depth knowledge of purchasing and experience in www.mcekinsey.com 





McKinsey&Company 
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PREPARATORY COMMISSION FOR THE COMPREHENSIVE 
NUCLEAR-TEST-BAN TREATY ORGANIZATION (CTBTO) 
PROVISIONAL TECHNICAL SECRETARIAT 


















The Preparatory Commission for the Comprehensive Nuclear-Test-Ban 
Treaty Organization with its Headquarters in Vienna is the international 
organization setting up the global verification system foreseen under the 
Comprehensive Nuclear-Test-Ban Treaty (CTBT), which is the Treaty 
banning any nuclear weapon test explosion or any other nuclear 
explosion. The Treaty provides for a global verification regime, including 
a network of 321 stations worldwide, a communications system, an 
international data centre and on-site inspections to monitor compliance, 










We seek fo recruit a highly qualified Lawyer to contribute to the 
establishment of contracts for the constraction of stations monitoring 
nuclear explosions under ground, in the sea and in the air, under the 
supervision of the Chief, Procurement Section and in coordination with 
the technical division. This will involve the preparation of requests for 
proposals, commercial and contractual evaluation of incoming proposals 
and negotiation of large construction contracts with contractors, in 
cooperation with the technical and legal sections. The incumbent will be 
expected to efficiently manage his/her projects and the necessary 
administrative work including preparation and presentation of 
submissions to the Committee on Contracts. The incumbent shall also be 
able to guide and coordinate the activities of other members in charge of 
contracts in the Procurement Section. 


















POST: 

GRADE: 

VACANCY ANNOUNCEMENT NO: 
DATE OF ISSUANCE: 

DEADLINE: 

REPORTING DATE: 


Procurement Officer 
P-4 

VA 166-19-2001 

18 April 2001 

15 June 2001 

As soon as possible 












QUALIFICATIONS: 
Advanced university degree in law or a related field. At least seven years 
of experience, in contract and commercial law acquired preferably in the 
private sector, part of which should have been at the international level. 
Fluency in English and a good knowledge of at least one other of the 
official languages of the CTBTO Preparatory Commission. Excellent 
writing and communication skills in English essential. 


REMUNERATION/CONTRACT: 
Depending on professional background and experience, indicative taxfree 
annual net base salary (inclusive of a variable element for post 
adjustment) from US$ 55,233.- (without dependants) and US$ $9,312.- 
(with dependants), subject to deductions of contributions to the CTBTO 
Provident Fund and Health Insurance Scheme. Additional benefits 
include, when applicable, dependency allowance, education grant for 
children, rental subsidy, six weeks vacation per year, home leave travel 
every two years. Initial contract for fixed-term of three years. 




















For more information, see the CTBTO Preparatory Commission's home. page: 
http://www.ctbto.org. When applying, please quote the number of the vacancy 
announcement and complete the CTBTO Preparatory Commission's Personal 
History Form, which is obtainable from the home page. Please only e-mail 
ASCH text-formatted messages and attachments. If the form is not available, 
send a detailed curriculum vitae, including information on date of birth, 
nationality, employment history and references. Please note that it is in your 
interest to supply a complete and updated set of personal data. 











The CTBTO Preparatory Commission retains the discretion not to make any 
appointment to this vacancy, to make an appointment at a lower grade in 
particular if the selected candidate has less than the qualifications required or 
to make an appointment with a modified job description or for a shorter 
duration than indicated above. The CTBTO Preparatory Commission reserves 
the right to undertake correspondence only with short-listed candidates. 









CTBTO Preparatory Commission, Personnel Section, Vienna International 
Centre, Room E0978, P.O. Box 1200, A-1400 Vienna. Tel: (43.1) 26030 6210. 
Fax: (43.1) 26030 5897. E-mail: personnel @ctbto.org 







THE PREPARATORY COMMISSION FOR THE COMPREHENSIVE 
NUCLEAR-TEST-BAN TREATY ORGANIZATION IS COMMITTED TO 
A POLICY OF EQUAL EMPLOYMENT OPPORTUNITY. 





APPLICATIONS FROM QUALIFIED FEMALE CANDIDATES ARE 
PARTICULARLY ENCOURAGED. 















Would you like to work for 
an ethical fund? 


Triodos Bank is one of Europe's leading ethical banks 
investing only in social and environmental enterprises. 
Triodos manages several investment funds active in 
microfinance, fair trade, organic food, renewable energy 
and other sustainable businesses in emerging markets and 
Europe. We have openings in our Zeist office in the 
Netherlands for 







Senior Investment Officers 





We are looking for professionals who have a strong affinity 
with one or more of the fields our funds work in. Previous 
venture capital or private equity experience, preferably in 
emerging markets, is key. 

The job will include all aspects and phases of the clients’ 

relationships with our funds and will imply frequent travel. 










Please write, fax or email, attaching your detailed cv, 
to Eva Hupkes, Human Resources Manager. 

Triodos Bank, Postbus 55, 3700 as Zeist, the Netherlands, 
+31 30 693 65 00, fax +31 30 693 65 67. eva. hupkes@triodos.nl 


Triodos @ Bank 







POSITION OF ECONOMIC POLICY EXPERT 


Central Bank of Oman would like to recruit an Economic Policy Expert. 


The Position responsibilities 


Analyse and advise on various micro as well as macro-economic 
issues such as monetary and fiscal policies, balance of payments, 
exchange rate, international finance, etc. 

To conduct analytical and empirical research with application of 
quantitative techniques on issues of topical interest and its impact on 
the national scene. 

To study issues related to the Central Bank involving economic policy 
requirements. 

To advise on various aspects related to money and banking and its 
economic implications. 





Qualifications and Experience Required 


Ph.D Degree in Economics. 

Strong theoretical training and proven analytical and empirical 
research capability. 

Good econometric knowledge. 

Central Banking experience or in such other financial institutions 
dealing with economic policy issues, 

Strong publication record is desirable. 


Interested candidates, who fulfil the above requirements are invited 


to submit their applications/CV to the following e-mail address: 


chophrd@omantel.net.om 
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~ Good economics saves lives 


* Do you think you are a good economist? * Do you seek a career in international 
consulting with a focus on poverty reduction and the improvement of economic decision 
making in the developing world? * Do you have strong analytical, communication 
and capacity building skills? * Do you have experience in one or more of the following? 


Public Finance è Trade + Industry e Competition e Health e Pharmaceuticals 


If so, we can offer challenging and rewarding career opportunities and would like to hear MAXW ELL 
from you. Contact Ranee Cornell: rcornell@maxwellstamp.com or fax 44 (0) 207 251 0140 STAMP l f 


Iver, Wyman 


Oliver, Wyman & Company. is the leading strategy consulting firm dedicated exclusively to the financial 
services industry. The firm was founded in 1984 and now employs close to 350 professionals, working out 
of offices in New York, London, Frankfurt, Madrid, Paris, Toronto and Singapore. 


GLOBAL HEAD OF MARKETING 


We are seeking a Global Head of Marketing to work with the Director of Corporate Development as well as 
local marketing managers to implement ail strategic marketing programs. This position involves significant 
travel between our three main offices in New York, London and Frankfurt. 


JOB DESCRIPTION QUALIFICATIONS 
* Coordinates all public relations and marketing communications * Must be a proven manager with the ability to define, assess and 
activities, marketing programs, brand management, and web site implementa marketing strategy 
branding, and coordinates global external public relations . Must demonstrate experience in many areas including marketing, 


* Manages PR firm, press relations, and other key partners branding and PR, and have severa! years of marketing experience 


i in professional or financial services industries 
* Oversees local marketing efforts 


* Understands and articulates the business impact of marketing 


* Develops marketing business plan, strategy implementation and processes, and exhibits strong leadership capabilities 


budget 


; : ; . n ish f 
. Formulates, recommends and implements marketing strategies German and/or Spanish language skills: plus 


www.oliverwyman.com 


Piease email your r 
along with nam 
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Chief Economic 
Adviser 


On the departure of Kate Barker to take up her new 
appointment as one of the four external members of the 
Bank of England’s Monetary Policy Committee, the CBI 
will appoint a Chief Economic Adviser (CEA). 


The post holder will be responsible to the Director 
General for all aspects of the CBI's economic work: its 
surveys of business opinions, advice to Government and 
commentary, through the media, on a wide range of 
economic issues. 


The CEA will also manage the work of the Economics 
Directorate and will be expected to represent the CBI 
publicly on many regional, national and European 
platforms. 


The remuneration package will be appropriate to a post 
of this importance. 


To apply, please download the application form from the 
website (www.cbi.org.uk), complete quoting ref. no. EC] 
and send it to: The Director of Personnel, 
Confederation of British Industry, Centre Point, 
103 New Oxford Street, London WC1A 1DU. 
Alternatively, write to the above for the 

| application pack quoting the appropriate 

ref. no. Completed applications should be ead 


returned by no later than 18th May 2001. mvestor IN PEOPLE 








FARA 


coordinating mechanism. 
Qualifications 


proficiency in both is an asset. 
Appointment 


The position is based in Accra, Ghana. 
Application 


fax: 31-70-381-9677; e-mail: ISNAR @cgiarorg . 
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isnar 


The new Forum for Agricultural Research in Africa (FARA) is a transformation of two existing organizations; the Special Programme for African Agricultural Research 
(SPAAR) and the Forum for Agricultural Research in Africa (FARA). The new FARA is 
African-led and African-managed. Its goal is to promote economic growth and developme 
in agriculture, livestock, forestry and fisheries through the concerted efforts of national ag: 
makers. The three sub-regional organizations (ASARECA, CORAF/WECARD and SA 


The SPAAR/FARA Executive Committee is inviting applications for the post of 


Executive Secretary, FARA 


The Executive Secretary reports to the Chairperson of FARA (and the Executive Committee of FARA) in the realization of the goal and mission of FARA. He/she will act 
as Secretary of the Executive Committee of FARA, the General Assembly Meeting of FARA and, as required, of any other FARA meetings. He/she will, under the general 
direction of the Chairperson of FARA, serve as the Chief Administrative Head of the FARA Secretariat and ensure that all decisions of FARA are effectively implemented. 
As head of the Secretariat of FARA, the Executive Secretary will provide the necessary support to the SROs and the NARS through facilitation, coordination and integration 
of research activities in Africa-wide initiatives and challenges. In particular, he/she will facilitate the mobilization of resources from donors and African national 
governments to enhance the capacity of the SROs and NARS to respond to the challen: 
change, in their specific effects on the African region as a whole. He/she will work closely with the SROs and the NARS for which the new FARA is a facilitating and 


a single apex organization for agricultural research in Africa that is Africa-based, 
nt and food security from sustained increases in the productivity of resources used 
ricultural research systems (NARS), sub-regional organizations (SROs), and policy 
CCAR) are the founding members of the new FARA, 


ges of (1) globalization, (2) trade liberalization, (3) new technologies and (4) climate 


Applicants must be African nationals and should preferably possess a PhD in any of the agricultural sciences, social sciences or related policy sciences. He/she should have 
a minimum of 10 years relevant working experience at a senior management level position in agricultural research or agricultural development in an African NARS. The 
candidate must have a proven track record in mobilizing funds, as well as the abilit 
research centers, advanced research institutions, the Consultative Group on International Agricultural Research (CGIAR), the Global Forum on Agricultural Research, 
NGOs, farmers’ organizations, the private sector and other stakeholders at the Africa-wide level. Candidates should be excellent in spoken and written English or French; 


y to deal with different partners including NARS leaders, international agricultural 


The Executive Secretary will be appointed by the FAO on behalf of SPAAR/FARA Executive Committee. The remuneration package is competitive at international level 


(P5) and the task is challenging. The appointment is for an initial period of three years, renewable only once for another three years, with a probationary period of one year. 


The deadline for applications is 6 weeks from the date of this publication. Applicants should submit a letter of application, curriculum vitae, and names, addresses, telephone 
humbers, and e-mail addresses of three referees to the Secretary, FARA Selection Committee, c/o ISNAR, P, O. Box 93375, 2509 AJ, The Hague, The Netherlands; 


Further details on the position can be obtained from the Secretary, FARA Selection Committee. 


HEERS FEISEAN 


The African Capacity Building Foundation is seeking a seasoned, top-rate Manager for its 

newly established Finance and Accounts Department at its Headquarters in Harare, Zimbabwe. 
(A) Main Responsibilities: 

© To effectively and efficiently manage the budgetary, financial, accounting, 
payroll and reporting functions of the Foundation 

* To provide effective oversight on project finances to ensure sound financial 
management, timely disbursement of funds and conformity with the 
Foundation’s procurement and disbursement guidelines for grant operations. 

Attributes and qualifications: 

* An advanced degree in Accounting, Accountancy, Financial Management or 
Business Administration, obtained from a reputable training institution 
Professional qualification as a Chartered Accountant 
A minimum of 5 years relevant professional experience preferably in Africa, 3 of 
which should be at senior financial management level in an international 
development agency and multicultural environment 
Skills and strong professional experience in designing and running modern 
computerized financial management and accounting systems 
Familiarity with international donor funding policies as well as financial 
procedures and reporting systems 
Excellent oral, written and electronic communication {including power point 
presentation etc.) skills ideally in both English and French (or at least excellent 
proficiency in one language and adequate working knowledge of the other). 


Candidates will attach to their applications: 

{a) Certified copies of their degrees 

(b) An original extract of their judicial record. In addition, letters of recommendation 
from at least 3 referees should be sent directly by the referees to the Foundation, 

The African Capacity Building Foundation offers a competitive salary and compensation 

package in line with that offered by similar international Organizations. 

Only shortlisted candidates will be contacted 

Women are strongly encouraged to apply. 


Applications, quoting the reference number HQ-FAM-7, must be received by 7 May 2001 at 
the address below: 


The Executive Secretary 
The African Capacity Building Foundation 
Cnr. Jason Moyo Avenue/Second Street PO. Box 1562 HARARE Zimbabwe 
E-mail: root@acbf-pact.org Fax: (263-4) 702 915 











CGIAR 
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EUROPEAN CENTRAL BANK 
The European Central Bank (ECB), established in Frankfurt am Main on 1 June 1998, is seeking to fill the vacancy 
detailed below in the Language Services Division of the Directorate Secretariat and Language Services. 


The ECB has its own terms and conditions of employment, including a competitive salary structure, retirement plan, 
health insurance and relocation benefits. Candidates must be nationals of a Member State of the European Union. 


ENGLISH TRANSLATOR 
(Ref.: ECB/144/01/TE) 


The Language Services Division is a central service unit which provides linguistic expertise and support in the 11 
official Community languages to all the business areas of the ECB. 


The vacancy is for a translator of English mother tongue whose duties will include the translation of texts into English 
out of at least two other official Community languages, the editing of texts drafted in English by native and non-native 
speakers and the proof-reading of English texts destined for publication. 


Qualifications and experience 


+ Perfect command of English and an excellent command of two other official Community languages. A working 
knowledge of an additional official Community language would be an advantage. 

e Honours university degree in two modern languages which are official Community languages (excluding English). 
A postgraduate diploma in translation would be an advantage. 

* Several years’ professional translation experience, preferably in the economic or financial field. 

* Sound background knowledge of financial, economic and legal affairs. 

+ Strong interpersonal and communication skills; self-motivation and the ability to work as part of a team in a 
multinational environment are very important. 

+ Advanced PC skills and a practical knowledge of standard MS Office applications are essential. Familiarity 
with a terminology management package such as TRADOS MultiTerm and translation memory software such as 
TRADOS Translator’s Workbench would be an advantage. 


Applications 


Applications should be submitted in English and include a covering letter, curriculum vitae and a recent photograph, 
together with references confirming the required experience and skills. They should be addressed, quoting the 
reference number, to the European Central Bank, Directorate Personnel, Postfach 16 03 19, 60066 Frankfurt 
am Main, Germany and should reach the ECB no later than 28 May 2001. Applications will be treated in the 
strictest confidence and will not be returned. 


This vacancy has also been posted on the ECB's website at www.ecb.int. To meet the deadline, a copy may 
be sent by fax to +49 69/1344 7979 or by e-mail to recruitment@ecb.int. However, a signed application must 
still be sent by post. 
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The Inter-American Development Bank 
Research Economists 


The Inter-American Development Bank, the largest regional multilateral 
development institution, seeks research economists for the Research Department 
in its Washington, D.C. Headquarters. Selected candidates will carry out and 
disseminate policy-oriented research, provide expert advice and professional 
support to other areas of the Bank on economic policy matters, and participate in 
or lead economic policy dialogue activities in Latin America and the Caribbean. 
This is an opportunity to join a team of economists leading the key economic and 
public policy debates in the region. 





Functions of the Positions 

* Perform research on the issues of greatest concern to the region today, 
ranging from open economy macroeconomics to household microeconomics. 

* Contribute to the dissemination of research products through a wide range 
of Bank publications including its flagship publication (Economic and 
Social Progress Report), newsletters, and working papers. 

¢ Contribute to preparing economic assessment reports in selected countries. 

+ Engage in high-level, in-country policy meetings, orient policy 
discussions between governments and the Bank, and help identify 
priorities for Bank activities. 

* Network with the international academic, research and development communities. 


Selected Candidates’ Profile: 

* Hold a Ph.D, in Economics 

* Have a minimum of 2 to 8 years of relevant professional and academic 
experience at the national/international level. Research experience relevant 
to the Latin American and Caribbean region and publications in refereed 
journals are essential for senior positions. 

* Have in-depth knowledge of one or more fields of economics, analytical 
tools, and quantitative techniques. 

* Keep abreast of new economic policy issues in the region. 

* Be intellectually curious, creative and innovative. 

* Have excellent oral and written communications skills, both in English 
and Spanish. 
































Interested candidates are invited to visit the IDB website and refer to Vacancy 
Announcement No. 01/24 for further information and application procedures. 


hitp://www.iadb.org 


UNITED NATIONS NATIONS UNIES 


The United Nations Secretariat is seeking a senior professional for the following position: 
CHIEF, DEBT AND DEVELOPMENT FINANCE 
BRANCH, D-I 
DIVISION ON GLOBILISATION AND 
DEVELOPMENT STRATEGIES 
UNITED NATIONS CONFERENCE ON TRADE AND DEVELOPMENT 
(UNCTAD), GENEVA 


FUNCTIONS: Under the Director of the Division, the Chief of Branch will be 
responsible for: 

a.) Managing the programme of the Branch in the areas of domestic and external financial 
resource mobilization, including an examination of durable solutions to debt problems 
with a view to achieving sustainable development, an analysis of financial institutional 
mechanisms and support for debt management capacity- building; 

b.) Planning, evaluating and deciding the methodologies and analytical work of the Branch; 
c} Carrying out the substantive research of the Branch, revising and finalizing major 
documents to be used in fora, undertaking representational and advisory mission on behalf 
of the Secretary-General of UNCTAD or the Director of the Division as required; 

d.) Coordinating programme work with other international organizations, programmes, 
departments of the UN, and representatives of civil society and the private sector” 


QUALIFICATIONS: 

-Advanced degree (PhD preferred) in Economics, focused on Monetary/Financial 
issues, Macroeconomics and Economic Development; 

-At least 18 years of relevant experience in economic research, including at the 
international level; 

-Outstanding analytical and research skills in Financial and Development (proven 
academic records) 


LANGUAGES: Fluency in English and working knowledge of French. Knowledge 
of another UN official language is an advantage. 


Deadline of Applications: 28 MAY 200! 


The position is based in Geneva. Preference will be given to equally qualified 
women. The United Nations offers a competitive benefits package. (Please refer to 
www.un.org for more information.) 


Detailed curriculum vitae, including date of birth and nationality, should be sent to:VA- 
01-E-TAD-400604-E-GE, Staffing Support Section, Office of Human Resources 
Management, Room S-2475, United Nations, New York, NY 10017. Fax No: 212-963-3134. 
E-mail Address: staffing@un.org. 


Due to the volume of applications, all internal candidates and only those external 
candidates under serious consideration will be acknowledged. 
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The Global Environmental Facility (GEF) Unit of the United Nations : 
Development Programme (UNDP) is reviewing candidates for the position of: 


CHIEF TECHNICAL ADVISOR 


Integrated Management of the Benguela.Current Large Marine Ecosystem 
(BCLME) - (Ref. RAF/00/G32) 











Based in Windhoek, Namibia, the long-term objective of the project is to undertake the array of priority 
measures identified in the Trans-boundary Diagnostic Analysis (TDA) and. the Strategic Action 
Programme (SAP), for the rational management of the resources of the BCLME ìn conjunction with the 
ongoing activities of the participating countries, donors, regional organizations, private industry, NGOs, 
and other affected interests. Duration: 3 years. Starting date: Judy 2001 


Responsibilities: 


Under the technical guidance of UNDP and the operational responsibility of UNOPS, the Chief Technical 
Advisor will manage and co-ordinate all project activities funded by GEF and will, in particular: 


* be responsible for the overall co-ordination of all aspects of the project in general and in particular: 

* manage and supervise the Programme Co-ordination Unit and its staff; 

* prepare the annual work plan of the project on the basis of the project document, under general 
supervision of the Project Steering Committee and in close consultation and co-ordination with the 
relevant partners and donors; 

* prepare Terms of Reference for, and oversee the work of, consultants and contractors; 

+ liaise directly with designated officials of participating countries, UNDP/GEF, UNOPS, UNDP 
Country Offices and others as deemed appropriate: 

* be responsible for delivery of all substantive managerial and financial reports. 


Qualifications 


The candidate should have a substantial understanding of marine sciences and aquatic resources 
management and should have extensive experience of project management and of working with 
government and other officials at all levels, Specific qualifications sought include the following: 


* Post-graduate degree (preferably a Ph.D.) in Marine Sciences, Environmental Management, or a 
directly related field (e.g. fisheries management, natural resources economics, etc), 

* At least ten years experience as a senior project manager. Demonstrated diplomatic and negotiating skills; 

* Exceptional interpersonal skills, a good understanding of, and the sensitivity required for work in. | 
a multicultural environment and the presentation skills to liaise effectively with government, 
donors, and civil society at all levels; 

e Familiarity with the goals and procedures of international organizations, in particular those of the 
GEF and its partners (UNDP, UNEP, the World Bank, the African Development Bank, and current 
and future potential additional donors); 

+ Excellent English speaking and writing skills: 

+ Existing speaking and reading capability in, or the strong commitment to learn to speak and 
read, Portuguese; 

+ Ability and willingness to travel extensively: and 

* Demonstrable skills in information technology 


Remuneration 
A competitive tax-free salary with benefits will be offered to the right candidate 









REGIONAL TECHNICAL ADVISOR 
ON LOCAL GOVERNANCE AND DECENTRALIZATION 


based in Lilongwe, Malawi, covering Malawi and Zambia 










UNCDF, a member of the UNDP Group, helps to reduce poverty through local governance 
and decentralization programmes in the least developed countries. 


The Position: The Regional Technical Advisor (RTA) is responsible for providing technical 
backstopping to: 
° Support the national decentralization policies of Malawi and Zambia, with a view to 
feeding UNCDF lessons from the pilot programmes; 
* Support formulation, implementation and monitoring of UNCDF local governance 
programmes- in Malawi and Zambia: 
* Develop innovative approaches for decentralization that are consistent with UNCDF 
strategy; 
° Ensure that UNCDF continues to play a piloting role as decentralization policies evolve; 
* Provide analysis of impact and outcomes of decentralized service delivery and 
disseminate lessons broadly; 
* Collaborate with UNCDF RTAs based in Uganda and Tanzania, as needed: and 
* Contribute to the development of UNCDF corporate policy on local governance and 
decentralization. 





Qualifications: The candidate will hold a post-graduate degree in the social sciences (such as 
public administration, economics, or development studies), or an M.B.A. with professional 
background (7-10 years) in the design and implementation of political, fiscal and 
administrative decentralization programmes. Practical work experience with local government 
in Africa is a requirement. The candidate should have strong written and- verbal 
communication skills and be a skilled facilitator and negotiator. Technical skills in planning, 
monitoring and evaluation, sectoral decentralization, and knowledge or sensitivity to thë role 
of women in development would be an advantage. 






Please send application to: UNCDF, Two United Nations Plaza, DC 2-2605, New York, NY 
10017, USA. Pax: 212-906-6929, e-mail: rta-malawi @uncăf.org by 12 May 2001, 


For more information about UNCDF, please access our website at www.unedf arg. 
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UNITED STATES TREASURY DEPARTMENT 
GOVERNMENT DEBT ISSUANCE AND MANAGEMENT ADVISORS 
EMERGING MARKETS — WORLDWIDE 


The U.S. Treasury Department provides technical assistance and policy advice to senior 
government and central bank officials and market participants in nearly 30 countries. We 
are recruiting candidates for positions as resident (long-term) and intermittent 
(short-term) advisors in government debt issuance and management in countries 
throughout the world, including Eastern Europe, the former Soviet Union, Southeast 
and Central Asia, Latin America, South America, Africa, and the Middle East. 


For resident (long-term) assignments, we seck experts in domestic government securities 
issuance and management. Experience in international bond markets is highly desirable. 
Applicaats for resident assignments ideally should have a combination of public and 
private sector experience in government debt management, investment banking or 
financial advisory work. For intermittent (short-term) assigninents, we are seeking 
advisors with particular expertise in: liability management policy and procedures, legal 
framework for government securities; market regulation, custody, clearing and 
sertlement; fixed income trading; treasury operations; and mortgage and other asset- 
backed finance. For all positions, management experience is desired. Prior overseas work 
experience in challenging environments is a distinct advantage. Foreign language skills 
are highly desirable. While technical skills are essential, the ability to gain the confidence 
of host government officials and provide sound but realistic advice to a sovercign 
government in an emerging market environment will determine ultimate success. 


Salaries are negotiated in accordance with program regulations, based on demonstrated 
salary history and the skills required. The salary range is between $87,864 and $125,700 
per year. U.S. citizenship is required. 


‘These positions are open until May 14, 2001. To apply, send resume, OF-612 and cover 
jetter to: 


U.S. Department of the Treasury 
Office of Technical Assistance 
ATTN: Recruitment Coordinator 
1730 K Street N.W., Suite 204 
Washington, D.C. 20006 


Please reference Solicitation Number TET-2001-0012 on your OF-612 and resume. 
Only applicants to be interviewed will be contacted. For application materials, visit our 
web site at Attp://wwwtreas.govfiet/forms.btml and wwmeps.gov (Click on FBO for 
yendors to TET-2001-0012). The U.S. Government is an Equal Opportunity Employer. 


T E 
ek 94 NATIONS UNIES 


sat tae 


The United Nations Secretariat is seeking a senior professional for the following position: 
SENIOR SUSTAINABLE OFFICER, P-5 


DIVISION FOR SUSTAINABLE DEVELOPMENT 
DEPARTMENT OF ECONOMIC AND SOCIAL AFFAIRS, NEW YORK 


FUNCTIONS: Under the direction of the branch chief, the incumbent: 
He/she provides high-level strategic policy advice in the work of the Unit of 
Small island Developing States (SIDs) & supervises staff of the Unit. 

| He/she facilitates implementation of the Programme of Action for the 
Sustainable Development of SIDs collaborating closely with counterpart 
overnment officials and liaising with representatives. of AOSIS (Alliance of 
mall Island States), regional and national institutions and relevant NGOs. 
He/she represents the Department at various fora. 


QUALIFICATIONS: 

-Advanced degree (PhD preferred) in Development Economics, Environmental 
Sciences and/or Natural Resource Economics and management. 

-At least fifteen years of relevant professional experience in development 
and/or sustainable development issues, or ten years at the international level 
incuding supervision of multicultural staff, technical evaluation, reporting and 
policy formulation with at least 5 years of experience in sustainable 
development, including of small islands. 


Competencies: Proven managerial skills, including: leadership and team-building abilities. 


Languages: Fluency in oral and written English is essential. Working 
knowledge of another UN official language (especially French) is an advantage. 


Deadline of Applications: 26 May 2001 


The position is based in New York. Preference will be given to equally qualified 
women, The United Nations offers a competitive benefits package. (Please 
refer to our homepage at www.un.org for more information.) 


Detailed curriculum vitae, including date of birth and nationality, should be 
sent to:VA-01-E-ESA-001796-E-NY, Staffing Support Section, Office of Human 
Resources Management, Room $-2475, United Nations, New York, NY 10017. 
Fax No. 212-963-3134. E-mail address: staffing@un.org 


Due to the volume of applications, all internal candidates and only those 
external candidates under serious consideration will be acknowledged. 
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Audit Specialists 


The leading United Nations Agency in the field of population and development is currently 
seeking intelligent, motivated people to play an important role in our continued success. 


You'll be performing management audits of UNFPA offices’ performing other related tasks. 
To qualify, you must have: 


© a post-graduate degree in auditing, business administration, commerce 
© the ability to work independently 

© the ability to travel extensively, 

© strong supervisory and MS Office skills 

e 8+ years audit related experience 

e CPA or CA designation 

© proficiency in English 

o proficiency in French or Spanish 


UNFPA offers an attractive compensation package commensurate with experience. if your 
background and competencies match our requirements, please provide a'detailed curricu- 
lum vitae including your qualifications, experience, language skills and contact informa- 
tion (telephone, fax, and/or e-mail), together with a sample of written work, to: Carole 
Dumaine, Chief UNFPA Audit Section, (OAPR}, One United Nations Plaza, Room DC-1-444, 
New York, NY 10017; Fax: 212-906-6413; e-mail: carole.dumaine@undp.org. Qualified 
female applicants are especially encouraged to apply. 


Deadline for applications is May 12, 2001. 


—s 


United Nations Population Fund 


WORLD TRADE ORGANIZATION 
ORGANISATION MONDIALE DU COMMERCE 
ORGANIZACIÓN MUNIMAL DEL COMERCIO 


Worid Trade Organization, Geneva 


Counsellor, Economic Research and Analysis Division 


The World Trade Organization in Geneva is seeking to fill a position of 
Counsellor in the Economic Research and Analysis Division. 


Candidates should have a Ph.D. degree in economics and at least eight 
years of professional experience in dealing with trade-related policy issues 
and carrying out economic research and analysis. Excellent English, 
including a demonstrated abifity to write accurately, concisely and clearly. 
Knowledge of additional languages, especially French or Spanish, is 
desirable. The incumbent will develop and carry out research projects 
under the general guidance and supervision of higher-level officers in the 
Division. These tasks include, among others, to comment upon and 
critically assess research work; to participate fully in training and technical 
assistance activities; to respond to requests for research, analysis and 
interpretation of economic phenomena and data; to make presentations 
of particular issues of WTO relevance to individuals and groups and to 
represent the organization at conferences and seminars. 


The starting salary is approximately Swiss francs 113,800 net per annum, 
and a full package of expatriate benefits is available. 


Interested candidates should send a detailed curriculum vitae to: 


Human Resources Section 
World Trade Organization 
Centre William Rappard 

Rue de Lausanne 154 

1211 Geneva 21, Switzerland 


Fax: + 41-22-739-5772 
e-mail:  personnel@wto.org 


An application form may be downloaded from the WTO website: 
www.wto.org 


Applications should be received by 1 June 2001. 
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Fighting Poverty in Asia & the Pacific 


Asian Development Bank's overarching goal is to reduce poverty and improve the quality of life of people in the Asian & Pacific region. 


Macroeconomist 


Principal resource person for the analysis of a country's macroeconomic 
performance, sectoral developments, and future prospects; focal point for 
the conceptualization of development strategies and programs, including 
policy reforms, institutional strengthening, change management, structural 
adjustment and investment programs; the vision and architect for selected 
economic and sector work, loan design and technical assistance. 


Financial Management Specialist 
Devises programs for improving public accounting standards and transpar- 
ency in executing agencies and in building capacities for improved financial 
management, and reviews audit reports and improve the quality of financial 
information systems. 


Project Management Specialist 


Supervises loan and technical assistance projects in any of the following 
sectors - transport, agriculture, energy, infrastructure, or social sectors; con- 
ducts policy dialogue with government officials; and provides input to pro- 
cessing projects to ensure that project design, concept, rationale, and imple- 
mentation are consistent with ADB's strategic objectives and guidelines. 


Personnel/Compensation/Training Specialist 
Provides a broad range of human resources functions including: recruitment at the 
intemational level; performance evaluation and career development; advice on 
ADB's personnel policy matters and procedures; expatriate compensation and 
benefits; training and development, particularly conceptualization, design and fa- 
cilitation of innovative supervisory and management development programs; and 
other administrative assistance and support to the operational areas. 


Control Officer 


Responsible for disbursements, financial administration of loans and tech- 
nical assistance, review of expenditure claims and payments authorization, 
disbursement of internal administrative expenses including maintenance of 
accounts and preparation and analysis of financial statements and reports. 


Poverty Reduction Specialist 


Conducts country-level and participatory poverty analysis; measurement 
of poverty; pro-poor public expenditure reviews; impact of trade, policy 
and external debt on the poor studies; and stakeholder analysis. Pro- 
vides support to develop national poverty reduction strategies, institu- 
tional and legal reforms required by the poor, and sector-wide approaches 
to poverty reduction. 


Microeconomist 


Fosters client/stakeholder partnerships for the improvement of project quality at 
entry level in one or more sectors; engages in critical economic and sector work, 
policy analysis and policy dialogue pertinent fo the development of sound sector 
reform strategies; and applies conventional and extended cost-benefit analysis 
techniques to the economic sustainability, distribution of benefits, poverty reduc- 
tion, and development of impact analysis of project and program investments. 


Social Sector Specialist 
Initiates and develops social sector policies, sector analysis, region-wide tech- 
nical assistance projects; and as principal contributor, identifies, formulates, 
and develops projects in the areas of education, health, population, sanita- 
tion, urban development and housing. 


Evaluation Specialist 


Carries out independent performance evaluation of individual ADB-financed 
projects, programs or technical assistance operations; undertakes impact, 
reevaluation, and other special evaluation studies on specific thematic 
topics, sectors or countries; and reviews and comments on documents 
relating to new loans and technical assistance operations. 


Sector Specialist 
Identifies, develops, processes, and implements projects in any of the fol- 
lowing sectors: infrastructure, urban development, agriculture, or rural de- 
velopment. Leads missions for processing and implementation of loan and 
technical assistance projects. Evaluates the historic and projected financial 
performance of institutions, and identifies improvements for their institutional 
systems. Assists in the project administration work, when needed. 


Financial Sector Specialist 


Assesses sector requirements; designs and implements policy reform and 
sector development programs; assists in the formulation of financial-sector 
strategies; and recommends measures for developing domestic long-term 
debt markets for, and facilitates access to, financing of institutions, _ 


Project Economist 


Participates as major contributor in identifying, formulating, and processing a 
project or as principal with full responsibilities for project implementation in coor- 
dination with an assigned project engineer. Undertakes economic analysis of 
sectors and policies; evaluates economic costs and benefits of projects; and 
evaluates socio-economic aspects of projects, including assessing employment 
generation and identifying major beneficiaries. 


General Requirements: 


yy 


> Master's or equivalent qualification in relevant fields and at least 5 

years of work experience 
» Exposure to development projects in the Asian and Pacific region or develop- 
ing countries 


> Multidisciplinary background such as economics/sociology or economics/en- 
vironment 

> Excellent oral/written communication skills, and ability to work with senior 
officials 


Established in 1966 and headquartered in Manila, Philippines, ADB's multicultural staff come from over 45 member countries. ADB offers an internationally competitive 
salary paid in US dollars. Salaries and benefits are generally free of tax except for citizens of some countries, primarily the USA and the Philippines, whose incomes 
are taxed by their respective governments. ADB staff are expected to serve in any location outside Headquarters. Applicants should be nationals of one of ADB's 
member countries. For further information, please visit www.adb.org and look for Employment under Resources. 
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UNITED NATIONS RELIEF AND WORKS AGENCY 
FOR PALESTINE REFUGEES IN THE NEAR EAST (UNRWA) 
is seeking to employ a: 
Director of External 
Relations, D-1, HQ/Gaza 


(Reporting directly to the Commissioner-General) 



























For detailed information, please refer to UNRWA 
website http: www.unrwa.org/ 

















APPLICATIONS: The UN Personal History Form can 
be printed out and faxed to (+972 8) 677 7694, or mailed 
to: Head, Recruitment Section, UNRWA HQ Gaza, P.O. 
Box 700, A-1400, Vienna, Austria. Resumes (CVs) can be 
emailed to: anrwa-abr@unrwa.org 

Please quote ref.#VN/M/09/2001. The deadline for 
receipt of applications is 11 May 2001. 








@COTEC 


RESEARCH & CONSULTING 


DIRECTOR/ASSOCIATE DIRECTOR 
TRANSPORT ECONOMICS 
Al 
New Posts in Public Policy 















ECOTEC wish to recruit senior specialist staff at the Director or Associate Director level to lead 
the expansion of our services in Transport Planning and Economics, predominantly but not 
exclusively in the UK market. 


You will be expected to develop a new team of consultants and researchers building upon our 
expertise and track record in Environmental Policy, Social Policy and Economic Development. 


Our services are and will be economic and environmental rather than engineering led and 
candidates will be expected to be able to demonstrate competence and sympathy with this 
approach, Above all you will need to be a team builder and a work winner, able to exploit fully 
the synergies within ECOTEC and those with our sister operating companies, NET BV and 
Kolpron BV in the ECORYS Group, and our established working arrangements with other 
partners. See our web sites for further information on our portfolio of work at www.ecotec.com, 
www.neinl and www.kolpron.al. 


















The ECORYS Group is a newly established pan-European research and consultancy 
organisation with an annual turnover in excess of € 50m and $00 staff. ECOTEC has offices in 
the UK in London, Birmingham and Leeds. This post is based in Birmingham, although 
extensive UK travel will be required. 





The package available ranges from £50k to £70k p.a. There is also the possibility of equity 
participation for exceptional candidates. 









Candidates with skills in other fields of applied economics are also encouraged to apply for a 
number of new posts in public policy covering the following areas: urban/regional/social 
policy/social protection/environmental. 








Applicants must be EU nationals or persons having a legal right to work in the United Kingdom. 
CVs with letter of application to Pat White, Personnel Manager. ECOTEC Research & 
Consulting Ltd., Priestley House, 28-34 Albert Street, Birmingham B4 7UD by 18 May 2001. 


Informal discussion for Transport Economics post only with Hugh Williams, Joint Managing 
Director on 0121 616 3608 or by e-mail to Hugh_Williams @ecotec.co.uk 





































EUROPEAN UNIVERSITY INSTITUTE 


for research and postgraduate training in the social sciences and humanities 


is looking for candidates with a distinguished record of scholarly publications 
and experience in postgraduate teaching and doctoral supervision, to fill 


from January 2002. The Robert Schuman Centre for Advanced Studies 
wishes to appoint to a chair on Governance, Science and Technology. This 
position will be a Joint Chair with one of the Institute departments 
(Economics, History, Law, Social and Political Sciences). The successful 
candidate will be affiliated with the department corresponding to his/her 
discipline. Candidates would be expected to have teaching and research 
interests which involve European policy issues. The salience of science and 
technology issues for the governance of Europe is such as to make proven 
skills in these matters of particular value in this appointment. 


Contracts are for four years, renewable once. The Institute is an equal 
opportunity employer. 


Tel: 

Fax: 
Email: 
internet: 
Address: 


+39-055-4685.332 

+39-055-4685.444 

applypro @iue.it 

http:/Awww.iue. it 

European University Institute, Via dei Roccettini 9, 
1-50016 San Domenico di Fiesole, Italy 
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unicef y% V United Nations 
YSS Children’s Fund| 
| Your Profile: 
* Qualified accountant with at least 
ten years progressively responsible 


accounting experience in a 
large institution. 





Make a Lasting 
Difference for Children 


CHIEF ACCOUNTANT | 
New York, USA | 


If you are a committed Accountant 
and want to make a lasting difference 
for children, the world’s leading 
children’s rights organization 
would like to hear from you. 

This is an exciting opportunity to join | 
UNICEF at its New York Headquarters | + Good communication skills (oral 
as a member of a team of financial | and written) and the ability to 
management professionals, working | work effectively in a crass 

in an SAP environment. Your job cultural environment. 

includes overseeing the accurate and | 

timely preparation of financial 
statements and reports covering 
activities that take place in 161 
countries with an income of over 
one billion dollars per year. 


If you want to make an active and 
lasting contribution to create a 
better world for children and 
match the profile outlined below, 
send a detailed curriculum vitae 
in English, quoting VN-00-327 to: 


Senior Human Resources Officer 
(VL), UNICEF, 3 UN Plaza (TA-25-C), 
New York, NY 10017, USA. 

E-mail: cmsrecruit@unicef.org. | 





* Strong technical, analytical, 
interpersonal and organizational 
skills. 


* Demonstrated knowledge and 
experience working with modern, 
computerized accounting systems. 





Remuneration: 


Net annual salary ranges from 
approx USD 92,000 to 106,500 
(net of national and local taxes) 

| dependent upon experience and 
seniority plus a generous fringe 
benefit package. 





UNICEF welcomes applications 

| from qualified female respondents. 
| Applications should be received by 
| 14 May, 2001. Acknowledgement 
i will be sent to shortlisted 
candidates only. 








Visit us at www.unicef.org 








5 














You're a major player in the securities 

markets worldwide, so when it comes to 

trading, you know what you need. 

=c Liquidity. 

-. A world of buyers and sellers — ready 
to trade. And when you're trading elec- 

tronically, you know the place to come 


We give you electronic access to some 
of the broadest, deepest — most liquid — 
trading opportunities around the world. 


The bigger the crowd, 
the better the performance. 


Whats more, we don’t. have our 
own portfolio so we never compete 
with your trades or take a position 
against you. 

Our only goal is to help you get the 
fastest trade at the best price — and we 
handle the follow-up automatically. 

All of which can add up to better 
performance. i 

For information, call-our international 
freephone number +800 INSTINET (+800 
4678 4638) or visit www.instinet.com 


Asan agency broker, Instinet does. not come between its clients and the best price. We do not.commit capital, make markets or make profits on 
spreads. ©2600 Instinet Corporation, all rights reserved. INSTINET and the INSTINET. m 
other countries: throughout the world: instinet Corporation is member: NASD/SIPC, and Tastinet UK Limited is regulated in the U.K. by the SFA. 


arque are registered service marks in the United States and 










@ instinet 


A REUTERS Company 


Nothing comes between you 
and the best price.” 


The 
Economist 
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A new face for Japan 


66™PHIS is a total reversal of the past,” de- 

clared Junichiro Koizumi as he won the 
election for the presidency of Japan’s Liberal 
Democratic Party (LDP), and with it the prime 
ministership. And he was right. In Japanese 
political terms his accession, shoving aside 
the anointed candidate of the party bosses, 
was little short of revolutionary. But now, as 
history has repeatedly shown, there is bound 
to be some form of counter-revolution. 

Until even a week ago, no one would have 
given much for Mr Koizumi’s chances. His 
main opponent, Ryutaro Hashimoto, had ap- 
peared to have the Lpr election stitched up. 
His faction, after all, is by far the largest of the 
LDP’s groups and always used to get its way. A conservative 
alliance between business, the banks and the rural voter, it is 
one of the main impediments to the reforms that Japan so 
badly needs, and which Mr Koizumi is trying to deliver. 

Mr Koizumi’s victory was a consequence of an apparently 
minor change to the party’s election procedures, which ex- 
panded the vote given to ordinary party members by giving 
each of Japan’s 47 prefectures three votes, out of a total of 487. 
Because they were mostly cast as blocks, the result was star- 
tling: a landslide for the unorthodox Mr Koizumi, with his sil- 
ver suit, dishevelled hair and professed liking for heavy metal 
music. When the parliamentarians came to vote, the result of 
the “primary” prompted enough of the other factions to back 
Mr Koizumi to ensure his victory. That, however, was the rel- 
atively easy part. He now has to deliver. 

The new prime minister's biggest difficulty is probably his 
own party. The sorts of reforms he talks about—slashing gov- 
ernment spending to restore the public finances and allowing 
heavily-indebted businesses to go bust—are anathema to the 
Lpp’s traditionalists, who have systematically watered down 
all attempts in the past to dispense similar medicine. Such 
changes, after all, would hit hardest at some of the LDP’s most 
committed, and generous, supporters. 

The pressure on Mr Koizumi to backtrack will be intense, 
and unfortunately, there are already signs that he is ready to 
do so: he is talking about the virtues of compromise, and has 
struck some sort of a deal with Shizuka Kamei, one of the 
main Lpr architects of Japan’s failed attempts to spend its 
way out of the recession that has afflicted it since the early 
1990s. Could Mr Kamei’s endorsement mean that Mr Koizumi 
is already shifting before even being sworn in? 

Nor will the pressures for immobility come only from 
within the party. After it lost its majority in the 1998 election 
for the upper house of parliament, the Lpp was forced into 
coalition government, and is now dependent on the much 
smaller New Komeito and New Conservative Party. But New 
Komeito is deeply resistant to the kinds of reforms that Mr 
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Koizumi is billed as wanting to make. Any at- 
tempt to end the privileges of Japan’s farmers, 
shopkeepers or postal workers (the privatisa- 
tion of the post office, with its vast savings 
deposits, is a pet project of Mr Koizumi’s) will 
not go down well. 

Mr Koizumi’s other main task is to avoid 
an electoral catastrophe for his party this July 
in the election to the upper house. His victory, 
after all, comes courtesy only of the LDP’s 
members, not the voters at large. Though he 
will be able to claim that after barely two 
months it is hardly his fault if the tpp-led co- 
alition loses its majority in the upper house, 
as was expected at least until Mr Koizumi 
took over, such an outcome would make the business of gov- 
erning Japan nearly impossible: the upper house, though not 
as influential as the lower house, has extensive powers of 
veto. The leader of the main opposition party, Yukio Ha- 
toyama, has already vowed to use victory in July to force a 
new election for the lower house, which might smash the LDP 
there as well. 


Stand and deliver 


How can Mr Koizumi avoid this awful fate? Only by de- 
livering reforms that actually seem to be working. The trouble 
is that the timing is so tight. True, voters seem to be fed up 
with the -pp’s spendthrift ways, which have already taken Ja- 
pan’s debt to 120% of cpp, the highest ratio in the developed 
world. And true, too, that they are concerned about a banking 
system which, on a broad definition, is reckoned to have 
more than $1 trillion in bad or doubtful debt on its books. But 
reforming either of these inevitably means short-term pain. 
The benefits would not appear until long after the election. 

Besides, for all his carefully cultivated maverick image, Mr 
Koizumi is rather an insider, the son and grandson of former 
LDP members of parliament, and a minister in two previous 
cabinets, including that of Mr Hashimoto when he was prime 
minister. Mr Koizumi loyally supported the disastrous outgo- 
ing prime minister, Yoshiro Mori, almost to the end. 

Yet if there is one thing that emerges from all opinion 
studies and recent by-elections, it is that the Japanese are fed 
up with established politicians, whether of the Lpr or of the 
main opposition party, the Democratic Party of Japan. Time 
after time, they have rejected the mainstream candidates in 
elections, preferring instead novelists, NGO workers or enter- 
tainers. By reaching over the heads of his party elders, and 
campaigning in a deliberately American style, Mr Koizumi 
has at least shown that he understands the problem, and that 
he offers some of the right solutions. He will need, and he de- 
serves, a lot of luck in implementing them. 

m 
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George Bush is turning out to be no liberal. Truly 


MERICA’S political commentators have had some stun- 
“Aning surprises to cope with since the turn of the year. 
First came the shock of Bill Clinton’s misconduct during his 
final days in office. So bizarrely out of character. Still reeling 
over that, they next began to suspect that George Bush may 
be, get ready for this, a conservative. That’s right, a conserva- 
tive. Now, as he approaches the end of his first hundred days, 
Mr Bush’s shocking conservatism is becoming hard to deny. 
Come to think of it, though, is it really so shocking? You 
. could say there were clues all along about where Mr Bush 
stood on foreign policy, taxes, regulation and the environ- 
ment—the issues on which he has puzzled some Americans 
and (so far as the environment is concerned) aroused a great 
outcry abroad. Arguably, one such indication of his true be- 
liefs was that he kept on stating them all last year. But no, that 
won't wash. No sooner did he reveal these traces of his real 
agenda than he covered them over by declaring himself a 
“compassionate conservative”. What audacious dissembling, 
his critics declare. Obviously, a “compassionate conservative” 
cannot be an actual conservative: compassion is good, 
whereas, it is widely recognised, conservatism is bad. Mr Bush 
said he was a good man, and now he turns out to be a conser- 
vative. Not only that, but one who wants to keep his prom- 
ises. America just isn’t used to this. 


The man and the math 


Now that the shock is beginning to recede, it is time to ask of 
Mr Bush’s early positions whether they are as frighteningly 
“hardline” as his critics say. After that you could even ask 
whether, hardline or otherwise, they make sense. 
The president's first approach to foreign policy, it is fair to 
say, lacked finesse. Some were swift to draw connections be- 
tween Mr Bush’s forthright approach to China and the subse- 
quent stand-off over America’s spy plane. But Mr Bush’s han- 
dling of that crisis was hardly that of a new cold warrior. It 
was measured enough, anyway, to satisfy Democrats— 
<- measured, you could say, to a fault (“two verys, and not a 
very more”). Democrats are angry that Republicans ap- 
plauded this unReaganesque performance, but you cannot 
have it both ways: if it was moderate and cautious, it was not 
recklessly conservative, or recklessly anything. New doubts 

_ have now arisen over the president’s policy towards Taiwan 
(see page 20). Has he promised, or not, to help Taiwan in a 
fight with China? Maintaining the right balance of “strategic 
ambiguity” on this is difficult—but that is apparently what 
Mr Bush, albeit clumsily, is trying to do. 

Elsewhere, Mr Bush made no secret during the campaign 
of his desire to reorder American priorities. In particular, he 
made plain his interest in a missile-defence system—an idea 
instantly denounced by America’s allies but which Europe, at 
any rate, may now be coming round to. A unilateralist ten- 
dency in the policy of the new administration is apparent, 
but unilateralism guided by enlightened self-interest implies 
neither isolationism nor hawkishness (which are opposites, 
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on the whole, though Mr Bush has been accused of both). 

At the centre of the president’s domestic plans is his pro- 
posed tax cut of $1.6 trillion—adequately trailed, you might 
suppose, during the campaign. Is this the idea that puts the 
Bush presidency beyond the ideological pale, stamping the 
president not just as an ordinary not-liberal conservative but 
as a far-right nutcase, as some frothing pundits seem to be- 
lieve? For heaven’s sake. The government is collecting more 
than it needs: letting taxpayers keep more of their incomes 
under such circumstances is not, at first sight, capitulation to 
the lunatic fringe. We have this from no less an authority than 
Al Gore—could anybody doubt that man’s compassion?— 
because he too proposed a big tax cut, albeit less than $1.6 tril- 
lion. The Economist has reservations about the Bush plan, 
over its size and especially over the plausibility of spending 
projections in the rest of the budget. But don’t call the presi- 
dent’s proposal hardline when it is merely, well, conservative. 

Much the same goes for what Mr Bush has said so far 
about regulation. Bill Clinton’s closing flourish of activity in- 
cluded dubious executive orders on workplace regulation and 
water safety, among others. It is easy to lampoon Mr Bush for 
adding arsenic to the water or favouring more cases of repeti- 
tive-strain injury in offices. It is also very stupid, since in de- 
ciding where to set limits in these cases the benefits, such as 
they are, of tighter rules need to be weighed against the costs, 
which are great. Mr Bush’s insistence that costly controls must 
be justified falls well inside mainstream conservatism—and 
happens to be correct, by the way. 

What Mr Bush has decided about the Kyoto agreement on 
global warming needs to be seen in the same light. The presi- 
dent is not in fact calling, as many European newspapers re- 
ported, for life on the planet to be wiped out. Probably, he 
would not favour this even if it could be achieved cost- 
effectively. He rejected the agreement simply because it does 
not make sense for the United States. Now, though, the ad- 
ministration must quickly move on and say what, if not 
Kyoto, the world should do about global warming: an issue 
which, Mr Bush has acknowledged, is real and pressing. 


No great pretender 


Was Mr Bush, technical victor of a bungled election, obliged 
to govern as though he were Al Gore, or to form some bogus 
consensual average of an administration, where nobody is 
trying to do what he believes to be right? In a system with 
America’s checks and balances, that seems unnecessary and 
undesirable. If he expects to be re-elected, Mr Bush must gov- 
ern well, or at least be seen to govern well. At a hundred days, 
it is roughly four years too soon to say whether he will suc- 
ceed in either respect. It is also too soon to say how moderate 
or extreme a conservative he will be. On the basis of what-is 
already known, however, did he gain power by pretending to 
be somebody else, by deceiving people about what he thinks 
good government means? No, he did not. 
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Fit to run Italy? 


The known facts about Silvio Berlusconi, never mind the unanswered questions, rule him 
out for high office, even though his countrymen seem poised to make him prime minister 


N ANY self-respecting democracy it would be unthinkable 

that the man assumed to be on the verge of being elected 
prime minister would recently have come under investiga- 
tion for, among other things, money-laundering, complicity 
in murder, connections with the Mafia, tax evasion and the 
bribing of politicians, judges and the tax police. But the coun- 
try in question is Italy and the man is Silvio Berlusconi, almost 
certainly its richest citizen. As our own investigations make 
plain (see pages 23-26), Mr Berlusconi is not fit to lead the gov- 
ernment of any country, least of all one of the world’s richest 
democracies. 

Many of Mr Berlusconi’s supporters, who include most of 
Italy’s businessmen, decry such criticism as born of naivety, 
ignorance and malevolence. They say that it is he, not the Ital- 
ian people, who is the victim of dishonesty. They say that 
ever since he entered politics, only seven years ago, he has 
been persecuted by left-wing magistrates, journalists and 
politicians, all jealous of his wealth and fearful of his inten- 
tion to renovate Italy and do away with the old guard. They 
add, moreover, that even if Mr Berlusconi did pay off tax in- 
spectors (under duress, of course), what of it? That was the 
way that business in Italy was done in the old days, when he 
made his fortune. He was no worse than anyone else—only 
cleverer, and a bigger target. Why pick on the man who has 
the vision, flair and courage to offer his services so magnani- 
mously to the nation? 

Besides, the excusers’ mantra goes on, it has become clear 
that most Italians, including many on the left, have grown 
bored with the long-running saga of Mr Berlusconi's legal tra- 
vails. Many of his countrymen have a not-so-sneaking regard 
for the way in which he has cocked a snook at the tax laws— 
and at the authority of the state. If he can do so well for him- 
self, surely he is all the more qualified to help Italians at large. 


Plausible but wrong 


Alas, nothing in this barrel of casuistry holds water. The ques- 
tions and concerns about Mr Berlusconi are voiced not just by 
opponents on the left. The notion that he was himself the 
main victim of dishonest tax inspectors and malign magis- 
trates is fanciful. Never do those who defend him mention 
the losses to the state—in other words, the Italian people— 
that would result from the waiving of taxes by the tax inspec- 
tors he is said to have bribed. Besides, Mr Berlusconi is under 
investigation for crimes that are not mere peccadillos com- 
mitted in the face of red tape and nitpicking taxmen. True, 
under Italy’s tortuous judicial system, in only one case against 
him has a final verdict been handed down: this case involved 
illegal political donations and the court did not find him in- 
nocent. But our investigation shows that he has a compelling 
case to answer on a string of grave charges. In addition, his 
strange and long-standing reluctance to explain the origin of 
his earliest sources of wealth casts a pall over his entire busi- 
ness reputation. 

In any event, in any normal country the voters—and 
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probably the law—would not have given Mr Berlusconi his 
chance at the polls without first obliging him to divest himself 
of many of his wide-reaching assets. The conflict of interest 
between his own business and affairs of state would be gar- 
gantuan. Worth perhaps $14 billion, he is intricately involved 
in vast areas of Italian finance, commerce and broadcasting 
with ramifications into almost every aspect of business and 
public life; his empire includes banks, insurance, property, 
publishing, advertising, the media and football. Even during 
his ill-fated earlier stint as prime minister, in 1994, he issued 
an array of decrees that impinged heavily on his commercial 
activities. If he wins again on May 13th, he will control a good 
90% of all national television broadcasting. He has made not 
the slightest effort to resolve this clear conflict. 


Why so little concern in Italy? 


There are historical reasons why so many Italians are un- 
swayed by the case for keeping Mr Berlusconi out of high of- 
fice. It is a sad truth that for years they had little cause to re- 
spect the institutions or rules of the state. Until a decade ago, 
Italy was run according to a corrupt arrangement under 
which all the supposedly respectable parties, usually led by 
the Christian Democrats, ruled in perpetual but oft-changing 
coalition to keep communists and fascists out of office. After 
the fall of the Berlin Wall in 1989, centrists and refashioned ex- 
communists filled the gap that opened up on the left, while 
Mr Berlusconi’s movement jumped into the vacuum on the 
right. The mani pulite (clean hands) campaign against cor- 
ruption after 1992 was enthusiastically taken up by the people 
and, all in all, venality is less pervasive than it was. But the 
same old attitude of disrespect for laws, institutions and the 
courts lingers. And Mr Berlusconi, peddling amiability and 
showmanship, has persuaded many Italians that he at least 
stands for something new. We show that in the central matter 
of probity that is not so. 

Which is far from saying that Mr Berlusconi does not offer 
some sensible policies, or that Italy has no need of reform. The 
judicial system might well benefit from an overhaul. Indeed, 
the entire constitution is ripe for change. The executive is too 
weak, the legislature too prone to indecision, the voting sys- 
tem too proportional. But these problems are of a different or- 
der to the one of suspected criminality at the top. 

Mr Berlusconi’s strongest claim is that many of the 
charges against him—whether of conflict of interest or of 
much greater crimes—have been known for years, and yet 
most Italians seem untroubled. In other words, though the ju- 
diciary may not agree, the court of public opinion finds him 
innocent. If the judiciary is indeed politically motivated, that 
is a terrible condemnation of the Italian state. If, on the other 
hand, the judiciary is independent, the public’s acquittal is a 
terrible condemnation of the electorate. Either way, the elec- 
tion of Mr Berlusconi as prime minister would mark a dark 
day for Italian democracy and the rule of law. 

—s 
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Transatlantic money tiff 


America is wrong to try to browbeat the European Central Bank 


into cutting interest rates 


“T HEAR but I do not listen,” remains the response of Wim 
Duisenberg, president of the European Central Bank, to 
the clamour for lower interest rates. From its birth the ecs has 
been a popular butt of criticism. First it was accused of lacking 
transparency; now it is blamed for not pulling its full weight 
in the world economy. The ccs is the only big central bank 
that has not cut interest rates this year. Paul O'Neill, America’s 
treasury secretary, recently declared himself “mystified” at 
the bank’s complacency in the face of America’s slowdown. 
When G7 finance ministers and central bankers gather in 
Washington this weekend, the ecse will again come under 
pressure from the Americans to cut interest rates. 

Our advice is that the Americans should lay off. Not only 
is the case for an immediate cut in European interest rates 
weaker than they claim, but putting pressure on central 
bankers is also often counterproductive. 

America’s Federal Reserve has cut interest rates by two 
full points this year, to 4.5%. The ece has left interest rates un- 
changed at 4.75%. The economies of the euro area are in 
healthier shape than America’s. Yet it is widely argued that, as 
the American economy slows and Japan’s continues to stag- 
nate, Europe ought to take up the slack and act as the new lo- 
comotive powering the world economy. The Fed’s surprise 
rate cut last week should, on this basis, have increased the 
case for the Ec to follow its lead. 

This is nonsense on stilts. Monetary policy is not a game of 
“follow my leader”, but of setting the right policy in the light 
of domestic inflation and growth prospects. On this basis, the 
ECB’s scope for interest-rate cuts is more limited than its critics 
claim. Inflation figures for March showed that core inflation 
(1.8% excluding energy and food) is still rising; the headline in- 
flation rate (2.6%) looks likely to remain above the ecp’s ceiling 
of 2% for most of this year. 

Germany's economy has admittedly weakened, but the 
ECB’s job is to set interest rates for the whole euro area, not just 











Germany. Growth forecasts for the euro area have been 
trimmed, but the mr still expects cpr to grow by 2.4% this 
year, close to the euro area’s estimated long-term sustainable 
growth rate of 2!4-2!2%. Moreover, there is little or no econ- 
omic slack: euro-area output is probably close to its maxi- 
mum potential already. The conclusion is that, unless growth 
slows more sharply than expected, interest rates are now 
about right, given the ecB’s prime goal of holding down infla- 
tion. What is lamentable is that the euro area’s potential 
growth rate is so low, but there is little the ecs can do to boost 
it. That requires structural reforms by European governments. 


A little help for our friends? 


Does the Ec not have a duty to do more to help the rest of 
the world, even so? Experience suggests that the best way to 
do this is to ensure that growth in the euro area is maintained 
at a sustainable pace. Previous American advice to other 
countries has often gone badly wrong. At the Bonn summit in 
1978 the Germans gave in to pressure to reflate and to act as 
the world locomotive. It proved to be a big mistake, contribut- 
ing to the following surge in world inflation. In the late 1980s, 
Japan also gave in to American nagging to run a laxer mone- 
tary policy. The result was a bubble in share and land prices 
that burst painfully in the 1990s. 

Mr Duisenberg may thus be right to “wait and see”, even 
if his comment that “there are no indications of a risk of 
global recession” is too complacent. There is a serious risk of a 
recession in America. And the risks to Europe’s growth pros- 
pects—from America and from the global tech slump—are on 
the downside. So the Ecs may, in the coming weeks, be wise 
to take out an insurance policy by cutting rates if it seems that 
America’s downturn will be deeper. But it will be far readier 
to do this if the Americans stop their harangue now. As one 
European central banker has put it: “We are like whipped 
cream: the more you beat us the harder we become.” 





Keeping their balance 


Will China take America’s arms sales to Taiwan as a provocation, or as 


a reason to start talking? 


ALK of a new “cold war” between China and America is 

starting to sound like an understatement. This week Chi- 
nese officials were expressing their “anger” at the largest sale 
since the early 1990s of American weapons to Taiwan, which 
China claims as its own. Meanwhile, the two still trade bad- 
tempered barbs over the recent mid-air collision that left a 
Chinese pilot dead and forced an American spy plane to 
make an emergency landing on China’s Hainan island. And 
China has been fuming at the prospect of a trip (now de- 
layed) to America, shortly after a controversial trip to Japan, 
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of that “arch-splittist”, ex-President Lee Tung-hui of Taiwan, 
not to mention the possible stop-over later in May of his ex- 
coriated successor, Chen Shui-bian. But it is America’s arms 
for Taiwan that irk China most. It is bound to retaliate. The 
America-China relationship is difficult to keep steady in bet- 
ter times. Will it now careen out of control? 

That could happen. George Bush will not sell Taiwan 
everything it asked for: for now, he has withheld advanced 
anti-missile batteries and warships equipped with state-of- 
the-art Aegis air-defence radars (see page 30). But, unlike pre- 
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-vious administrations, Republican and Democratic, he has 
agreed to help Taiwan buy diesel-powered submarines. That 
makes the weapons sale potent enough to offend China’s 
generals, who have recently played a bigger part in making 
“Taiwan policy and will now push hard to pay America back, 
even though China’s diplomats may be quietly relieved that 
Taiwan’s haul was not bigger. None of the Chinese, however, 
can have enjoyed Mr Bush’s apparent commitment in a tele- 
vision interview to defend Taiwan against Chinese attack. 
This gave rise to speculation that he was breaking with Amer- 
ica’s long-standing policy of “strategic ambiguity”. In any 
event, tempers are unlikely to cool quickly. 

Yet the prospects for steadier relations between America 
and China may be better than the current bluster implies. Mr 
Bush has an increasingly tricky balance to strike. He needs to 
promise enough protection to Taiwan to ensure that China 
does not feel free to make a grab for the place, a promise he 
spelt out unambiguously in both weapons and words this 
week. Yet his officials also need to go on making it just as clear 
to Taiwan that it cannot recklessly provoke China and then 
expect to have others defend it. And he needs to fend off 
those in Congress who want to vent their frustration by cur- 
tailing trade with China, and who seem ready to fight China 
to the last Taiwanese. To judge by the criticism all round, the 
arms sale will keep this balance. That leaves China’s leaders 
with some hard thinking to do. 

Even without the latest batch of American arms for Tai- 
wan, the Chinese could not hope to invade the island—as 
they threaten to do, should it declare its independence— 
_ without destroying it. Even a blockade of East Asia’s fourth- 


What to do about Microsoft — 


A break-up looks unlikely, but it is still the best solution 


N A few weeks’ time, an appeals court in Washington, DC, 

will deliver its verdict in the latest stage of the Microsoft 
trial. For the benefit of readers who have been living on Mars, 
the case stands as follows. Last April, Microsoft, the world’s 
biggest software company, was found guilty of antitrust vi- 
olations and declared an abusive monopolist by Judge 
Thomas Penfield Jackson. The judge decreed that Microsoft 
should be split in two: an operating-system company (which 
would own Windows) and an applications one (which would 
own Office, Internet Explorer and other software). 

This verdict was a devastating defeat for Microsoft, which 
duly appealed. The case went back to court in February. The 
appeals-court judges have, however, made clear through 
their questioning that they think the break-up plan is flawed. 
They have also expressed concerns about the conduct of 
Judge Jackson, who spoke to the press and to an author of a 
book about the case, in defiance of legal protocol. The plain- 
tiffs (the Justice Department and 19 state attorneys-general), 
who were cock-a-hoop last year, are now more subdued— 
though the case may yet go to the Supreme Court. But, with a 
new administration in place that is less hostile to Microsoft, a 
break-up seems unlikely. The company may be let off with 
the equivalent of a slap on the wrist, in the form of some con- 
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largest economy, using the missiles China has pointed at the — 
island and at the nearby sea lanes, would destroy the regional 
stability on which China’s own prosperity depends. Similarly, 
Taiwan’s safety rests not on any particular weapons system, 
but on America’s commitment to ensure that, however China 
and Taiwan resolve their differences, they do so peacefully. 
Mr Bush’s message to China this week was that the more 
China threatens Taiwan, the closer America will stand by it. 


Listen and learn 


The message from Taiwan’s voters, who show little support 
for declaring independence, but little readiness to be swal- 
lowed up by the mainland either, has been equally clear. 
When China fired off missiles in 1996 in an attempt to pre- 
vent them electing Mr Lee, then last year used verbal threats 
to try to turn them away from Mr Chen, the reply each time 
was a raspberry. Some of China’s leaders have started to listen 
and learn. Although they still talk of “one country, two sys- 
tems”, rather than the “one nation, two states” that many Tai- 
wanese might prefer, they now suggest that Taiwan should be 
treated as an equal, not a renegade province. 

All that is for China and Taiwan to settle between them- 
selves. Outsiders, including Europe and Japan, as well as 
America, all of whom have an interest in the stability of the 
region, can help best, not by pushing any particular out- 
come—one China or an independent Taiwan—but by helping = 
Taiwan to safeguard its security until its differences with 
China can be resolved in a way the Taiwanese can accept. 
Standing on that principle, as America did this week, encour- 
ages China to resort to negotiation rather than confrontation. 















duct remedies, and perhaps a large fine. 

Opponents of the break-up always argued that it was dis- 
proportionate. They also pointed out that the software indus- 
try has moved on. All those arguments about tying, web 
browsers and consent decrees date from a bygone age; the 
talk now is of web-services platforms, xmı and wireless de- 
vices. Everything is up for grabs in this new market. Is not 
breaking Microsoft up merely refighting yesterday’s wars? 


Break it up 


The answer is no. The break-up was reluctantly proposed by 
Judge Jackson because no other remedy was likely to have- 
any effect. Microsoft has proved expert at evading conduct 
remedies that were meant to change its behaviour in the past. 
And no other remedy looks any more likely to work now. = 
Thus, licensing the Windows source-code to other soft- ; 
ware companies or pc makers, so that they could develop 
their own versions, is a non-starter. Even assuming that any- 
body outside Microsoft could understand the code, the result 
would just be several mutually incompatible flavours of Win- 
dows. The same drawback would arise from splitting Mi- 
crosoft into several “Baby Bills”, each of which would inherit 
the software and be free to develop it as they saw fit. And 
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swingeing fines would have little impact on 
sitting on nearly $30 billion in cash. : 

Ultimately, since the basis of Microsofts misdeeds is the 
way in which it exploits its Windows monopoly to attack 
other markets, the answer is to undermine its offensive ca- 
pability. And that means splitting Windows off into a sepa- 
rate company—still with the network advantages of a single 
operating system, but without the ability to exploit its mo- 
nopoly in other areas, and with a big new competitor to boot. 

Nor is a break-up merely a response to long-past mis- 
deeds. Although the software industry has indeed moved on, 
Microsoft’s recent behaviour suggests that a break-up is, if 
anything, more needed than ever ( ). Windows xe, 
the latest version of its operating system, which will be 
launched later this year, offers new examples of Microsoft’s 
tendency to use the clout of Windows to extend its domi- 
nance into other markets. In particular, it plans to use Win- 





acompany thatis dows xr to ensure that .NET, its new strategy for delivering 





software as subscription-based web services, quickly gains a 
critical mass of users. Microsoft is also using Windows xp to 
push its own music-playback software and its own new pro- 
prietary format for music files. In other words, Microsoft is up 
to all its old tricks again. 
Alas, the most likely outcome now is that the case will 
drag on for several more years, while a bundle of ineffective 
conduct remedies is devised. Not that, even then, the case will 
have been a waste of time. Rather as with the long IBM case 30 
years ago, its greatest impact may be felt in how the market 
reacted while it went on. The firm’s competitors have been 
emboldened; and the music and cable-rv industries, wary of 
falling into Microsoft’s clutches, have chosen not to adopt its 
software. But these market-imposed remedies may still not be 
enough to restrain Microsofts monopolistic exploitation in 
future. A break-up remains the simplest and best solution. 





Missing the point 


Britain is leading the world in setting exacting performance targets for its public 
services. But there are better ways of getting value for government money 


HEN the British government set local authorities a tar- 

get for collecting recyclable waste, it seemed a good 
idea. Even better, the local authorities persuaded residents to 
take the trouble to separate the stuff that was worth recycling 
from all the rest—and met their target. There was only one 
snag. The target was for collecting recyclable waste, not for re- 
cycling it. As a result, some local authorities put the rubbish 
that had been so carefully separated back in with the rest of 
their garbage, and incinerated the lot. 

More than any other country, Britain has taken to relying 
on output targets as a way of getting the best out of its public 
services. Government departments are currently striving to 
meet around 600 of them (see page 55). 

The government's determination to focus on the public 
sector’s output is laudable. After all, ministries have for de- 
cades measured their success in terms of the size of their bud- 
gets—rather as though a business were judged a success when 
its costs, not its profits, were rising. But targeting, as the cau- 
tionary tale of the rubbish suggests—and as the history of the 
Soviet Union’s economy argues—is not a reliable way of ex- 
tracting value either. 

Targets need to be simple, or they are no good as a man- 
agement tool. Yet public services are often trying to fulfil 
many objectives. If public servants are asked to focus on one 
measure, they will (rightly) ignore the others. So when the 
government set a target for reducing class sizes within prim- 
ary schools, these duly fell—and secondary school class sizes 
rose. And when the government set a target for raising literacy 
and numeracy, children became more literate and numer- 
ate—but at the cost of squeezing out other beneficial activities 
such as sport. 

At worst, targets create “perverse incentives’—when 
workers are cleverer than targeters, and find ingenious, and 
not necessarily desirable, ways to meet their targets. That is 
why, for example, the government’s commitment to reduce 
the hospital waiting list is now widely discredited. The target, 
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cutting the number of people waiting for treatment by 
100,000, has been met. But the number of people waiting to 
see a specialist—waiting to be put on the waiting list, in other 
words—increased. And Sir Barry Jackson, president of the 
Royal College of Surgeons in England, has said that the target 
has distorted clinical priorities: minor disorders can be dealt 
with more swiftly than serious illnesses, so managers have 
been putting pressure on surgeons to give smaller problems 
priority over larger ones. 

Most pernicious of all, targets are based on the illusion 
that the centre can drive change, that the man in Whitehall 
knows best. The opposite is true. Improvements in public ser- 
vices will generally come from individuals and teams finding 
better ways to work. The objective should be to spread best 
practice through benchmarking, not to dictate from the cen- 
tre. Targets encourage bureaucracy and are thus likely to stifle 
initiative on the ground. l 


The customer is always right 


Targets do have a role in areas of government where the mar- 
ket cannot easily reach—defence, for instance, and policing. 
But in areas such as health and education, where there is 
scope for more consumer choice than people are currently of- 
fered, targets are a poor substitute for the disciplines of the 
market. Rather than wasting public servants’ time forcing 
them to measure their performance against some arbitrary 
target, let consumers measure the public servants’ perfor- 
mance against each other. 

If the government is serious about extracting as much 
value as possible from its public services, it should focus more 
on transparency than on targets. Tell people everything they 
might want to know about waiting lists, mortality rates, class 
sizes, exam pass rates and sporting successes and give them 
the power to choose between different providers. Winning 
custom is the toughest, and best, target of all. 





THE ECONOMIST APRII ORTHU ona 


An Italian story 





After next month’s election, Silvio Berlusconi, Italy’s richest businessman, is 
expected to become prime minister again. Yet he is still locked in a string of 
legal battles. His companies have used money from untraceable sources—and 
he even faces allegations of links to the Mafia 


N APRIL 2oth, in a drab courtroom in 

Milan, three judges met to hear evi- 
dence in a big trial. The case involved the al- 
leged bribery of judges. Taped to the door 
was a handwritten list of the accused. At the 
top was Silvio Berlusconi's name. 

This case illustrates vividly that Mr Ber- 
lusconi has not put his legal problems be- 
hind him. Shortly before he first became It- 
aly’s prime minister, in May 1994, his 
business empire, Fininvest, became a subject 
of the mani pulite (clean hands) investiga- 
tions. This operation, launched by magis- 
trates in Milan in 1992, had exposed deep- 
rooted corruption in Italian politics, the bu- 
reaucracy and business. 

When Mr Berlusconi founded his politi- 
cal party, Forza Italia, in 1993, little was 
known about his business methods. He por- 
trayed himself to Italians as a self-made man 
who had built up a powerful television em- 
pire by breaking the monopoly of Italy’s 
state-owned broadcaster, rAr. He told them 
that he represented a clean break with Italy's 
corrupt past. 

Since 1994, however, magistrates have 
investigated many allegations against Mr 
Berlusconi, including money-laundering, 
association with the Mafia, tax evasion, 
complicity in murder and bribery of politi- 
cians, judges and the finance ministry's po- 
lice, the Guardia di Finanza. Mr Berlusconi, 
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who strongly denies all the allegations, 
maintains that left-wing magistrates domi- 
nate the judiciary, and that the mani pulite 
investigations were politically motivated. 
Not surprisingly, his closest associates echo 
these assertions. “Mr Berlusconi has been 
persecuted since 1993. There is something 
rotten in the judicial system,” says Fedele 
Confalonieri, an old friend and chairman of 
Mediaset, Fininvest’s television group. 

A senior British judge, Lord Justice Si- 
mon Brown, took a rather different view in 
1996. The case involved an unsuccessful at- 
tempt by Mr Berlusconi to stop Italian 
magistrates getting their hands on some doc- 
uments seized by the Serious Fraud Office in 
Britain. The magistrates needed these docu- 
ments as evidence in a case of illegal party fi- 
nancing, whereas Mr Berlusconi claimed the 
alleged offence was political. It was a misuse 
of language, Lord Justice Brown said, 


to describe the magistrates’ campaign as being for 
“political ends", or their approach to Mr Berlus- 
coni as one of political persecution...the magis- 
tracy are demonstrating...an even-handedness in 
dealing equally with the politicians of all political 
parties. It is, indeed, somewhat ironical that the 
applicants here are seeking to be regarded as po- 
litical offenders in respect of offences committed 
in part whilst Mr Berlusconi himself was actually 
in office...1 just cannot see corrupt political con- 
tributors...as “political prisoners”. 


But Mr Berlusconi has a second line of 
defence. “Italy is not a normal country. Even 
an anomaly like Mr Berlusconi must be un- 
derstood in the context of the country. He 
has done nothing worse than any business- 
man in Italy,” pleads Mr Confalonieri. 

Indeed, many Italians, by no means all 
of them on the right, echo this defence. Mr 
Berlusconi, they say, did only what all busi- 
nessmen had to do to get ahead: pay off any- 
body, politicians and judges included, who 
was in a position to help. Mr Berlusconi's 
fault, they say, is simply that he was cleverer, 
and became richer, than his rivals. Besides, 
they add, what were the magistrates them- 
selves up to, before the mani pulite cam- 
paign, when they were notably inactive in 
pursuing bigwigs? 

Others disagree. “He went beyond the 
acceptable way of doing business in Italy,” 
comments a top Italian banker. 


Wheels of justice 


Three things are important if the full back- 
ground to Mr Berlusconi's legal entangle- 
ments is to be understood. First, once an alle- 
gation of acrime is made in Italy, magistrates 
have a legal duty to investigate. They can in- 
vestigate the allegation for a maximum of 
two years without bringing charges. Second, 
once charges are brought, the justice system 
moves slowly:a trial can last for years, as can 
the appeal process. Third, in Italy, the ac- 
cused are not considered guilty before defin- 
itive conviction in the final appeals court. 

Mr Berlusconi has had no definitive con- 
victions so far, but only three of nine crimi- 
nal proceedings against him have reached 
the final appeals court (see table 1 on next 
page). In the one case where the result is 
known, concerning illegal political dona- 
tions, this court did not find him innocent. It 
upheld the verdict of the first appeals court 
which, because of the lapse of time since the 
offence, had applied the statute of limita- 
tions. Under the Italian penal code, this ex- 
tinguishes the crime. 

Mr Berlusconi’s legal problems all stem 
from his business career, which started in 
the 1960s. When he entered politics, he gave 
up the directorships of all his Fininvest com- 
panies, except Ac Milan, a football club. 
However, he remains the controlling share- 
holder, and one or both of his grown-up 
children sit on the board of each of the main 
companies in the empire. 

The structure of that empire is not 
straightforward even now, and has been far 
more convoluted in the past. Twenty-two 
holding companies, each of them benefi- 
cially owned by the Berlusconi family, con- 
trol around 96% of the main private holding 
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company, Fininvest. 

Fininvest’s biggest asset by far is a con- 
trolling stake, worth 134 trillion lire ($6.0 bil- 
lion), in Mediaset. Terrestrial television in It- 
aly is dominated by two groups: Mediaset, 
and the state-owned ral. Between them, Mr 
Berlusconi’s three rv networks (Canale 5, Ita- 
lia 1 and Retequattro) have a 43% share of the 
national audience and over 60% of total tv 
advertising sales. 

Television is only one part of Mr Berlus- 
coni’s media empire. He has a controlling 
stake in another quoted company, Monda- 
dori, which is Italy’s largest publishing 
group. Mondadori’s books division has al- 
most 30% of the domestic market; its maga- 
zine division, with around 50 titles, 38%. The 
Berlusconi family also owns one of Italy’s 
leading national newspapers, il Giornale. 

Fininvest also has a 36% stake in Medio- 
lanum, a fast-growing financial-services 
group that Ennio Doris founded in 1982 with 
Mr Berlusconi’s financial backing. Mediola- 
num was floated on the stockmarket in 1996. 
And Fininvest has a clutch of loss-making 
businesses (see table 2 on next page), such as 
its Internet portal, Jumpy, launched just as 
the dotcom party was finishing, and Pagine 
Utili, a struggling telephone-directories firm. 


The money trail 


Mr Berlusconi cut his business teeth on 
property developmentin and around Milan. 
In the late 1960s, he had the idea of develop- 
ing Milano 2, a garden city of around 3,500 
flats. It was built on the eastern outskirts of 
Milan beneath the flight path of aircraft tak- 
ing off from nearby Linate airport. The ap- 
peal of the development was enhanced after 
the aircraft were mysteriously diverted over 
other residential areas. 

This was not the only mystery. Compa- 
nies in Switzerland, where beneficial owner- 
ship is impenetrable, injected 4.1 billion lire 
(33.5 billion lire in today’s money) in equity 
into the Italian companies responsible for 
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Milano 2. So, on paper, this project belonged 
not to Mr Berlusconi, but to anonymous 
third parties. 

Officials at the Bank of Italy suspected 
that Mr Berlusconi was behind the Swiss 
companies. At the time, holding capital 
abroad without telling the authorities was a 
criminal offence. A team from the Guardia di 
Finanza, led by Massimo Berruti, investi- 
gated in 1979, but concluded, despite evi- 
dence that Mr Berlusconi had personally 
guaranteed bank loans to the Italian compa- 
nies, that he was not the beneficial owner of 
the Swiss companies. Mr Berruti’s boss 
signed the official report. Like Mr Berlusconi, 
he belonged to the infamous P2 masonic 
lodge. Immediately after his investigation, 
Mr Berruti left the Guardia di Finanza and 
worked as a lawyer for Mr Berlusconi. He is 
now a Forza Italia member of parliament. 

Milano 2 gave birth to Mr Berlusconi’s 
television empire. In 1978, he launched a lo- 
cal cable-television station for Milano 2, 
called Telemilano. This scheme became far 
grander. Mr Berlusconi’s ambition was to 
challenge rars monopoly on national tele- 
vision advertising, for which there was huge 
pent-up demand. Telemilano became Ca- 
nale 5in 1980. 

There was one major snag: only RAI was 
permitted by law to broadcast nationally. 
Although private commercial television was 
unregulated in most respects, a court ruling 
in 1980 allowed private television stations to 
broadcast only on a local basis. 

But Mr Berlusconi soon found a way 
round this ruling. He bought programmes, 
especially American films and soaps, and 
offered them at very low prices to small, re- 
gional television stations. Mr Berlusconi col- 
lected the revenue from pre-recorded ad- 
vertising slots that he inserted. Each station 
in the Canale 5 circuit agreed to broadcast 
the same programmes at the same time. In 
this way, he secured his national audience. 

How did Mr Berlusconi finance his bud- 


ding television empire? Part of the answer is 
with bank debt. He had a large helping hand 
from public-sector banks, which provided 
bigger loans than Fininvest’s creditworthi- 
ness seemed to merit. But the rest of the an- 
swer is not clear at all. In 1978, at the birth of 
his television group, Mr Berlusconi set up the 
22 holding companies that control Fininvest. 
From 1978 to 1985, 93.9 billion lire (387 billion 
lire in today’s money) flowed into the 22 
companies, ostensibly from Mr Berlusconi. 

In 1997, a financier with links to the Ma- 
fia alleged to magistrates in Sicily that Mr 
Berlusconi had used 20 billion lire of Mafia 
money to build up his television interests. 
The magistrates asked the Bank of Italy to 
help the anti-Mafia division investigate. Two 
officials spent 18 months combing the share- 
holder, banking and accounting records of 
the 22 companies. The Economist has acopy 
of their reports, which run to over 700 pages. 
The two main findings are startling. 

The first is Mr Berlusconi’s lack of open- 
ness with the two trust companies that he in- 
structed to be the registered holder of his 
shares in the 22 companies. The trust compa- 
nies were subsidiaries of Banca Nazionale 
del Lavoro (BN), a large bank. Mr Berlusconi 
put money into the holding companies 
through two little-known Italian banks, 
rather than through snu itself. Thus, BNL’s 
trust companies had no clear picture of the 
ultimate source of these funds. In 1994, BNL’S 
managers were so concerned about this that 
they carried out two inspections of BN1’s re- 
lations with the 22 companies. 

These inspections revealed other anom- 
alies, such as share sales that were registered 
solely on Mr Berlusconi’s word, and with no 
documentary evidence. For instance, when 
he sold shares in one of the holding compa- 
nies to a Fininvest subsidiary for 165 billion 
lire, the funds bypassed the trust companies 
altogether. So they had no idea how, or even 
whether, the buyer had paid for the shares. 

The second finding is that the ultimate 
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source of the money put into the 22 compa- 
nies cannot be traced. There were three rea- 
sons for this. First, 29.7 billion lire had been 
paid in cash, or cash equivalents. Second, the 
investigators had found no extant support- 
ing documents in the records of the trust 
companies, banks or holding companies for 
20.6 billion lire. Third, Mr Berlusconi had 
been adept at sending funds round in circles. 

Why did Mr Berlusconi want to do this? 
The investigators were baffled. One com- 
pany, Palina, ostensibly a third party, had 
sent 27.7 billion lire to the trust companies, 
which had then transferred this sum to the 
holding companies. From there, the funds 
went to Fininvest, and then, through a Finin- 
vest subsidiary, back to Palina. All these 
transactions took place on the same day and 
at the same bank. The investigators found 


kag 


that hidden behind Palina was Mr Berlus- ` 


coni. He had used a 75-year-old stroke-vic- 
tim to front for him. Soon after the transact- 
ions took place, Palina was liquidated. Its 
books had been kept blank. 

So the true source of the 93.9 billion lire 
that flowed into the 22 companies in 1978-85 
remains a mystery that only Mr Berlusconi 
can solve. We have sent him questions about 
this, in writing, but he has declined to an- 
swer. A close reading of the reports suggests 
that the possibility of money-laundering in 
the 22 companies cannot be ruled out. Banca 
Rasini, one of the little-known banks used 
by Mr Berlusconi and once his father’s em- 
ployer, cropped up in trials of several 
money-launderers in the 1980s. But the anti- 
Mafia investigators found no evidence to 
support the allegation that had triggered 
their work. They clearly hoped to produce a 
second report, but the time limit for the in- 
vestigation had by then expired. 


A friend in need 
After he bought his two largest private com- 
petitors, Italia 1, in 1983, and Retequattro, in 
1984, Mr Berlusconi had secured a virtual 
t monopoly in private television. To skirt 
round the law and broadcast 
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coni’s stations to stay on air. After some par- 


liamentary tussles, this decree became law. 

Craxi’s decree did nothing to prevent 
concentration of ownership. But neither did 
the Mammi law (named after Oscar Mammi, 
the telecoms minister), passed in 1990. Tai- 
lor-made tosuit Mr Berlusconi with his three 
national networks, it said that no single 
group could own more than three out of the 
12 networks that would be licensed. The co- 
alition government of the day, which de- 
pended heavily on Craxi’s Socialist Party, 
pushed through this controversial measure 
despite the resignation of five ministers in 
protest. In effect, this law entrenched the du- 
opoly between Mediaset and rai. In 1991 and 
1992, Mr Berlusconi paid a total of 23 billion 
lire into Craxi’s offshore bank accounts from 
a clandestine part of his Fininvest empire, 
known as All Iberian. 

Following leads from their investigation 
of Craxi’s bank accounts, prosecutors dis- 
covered a secret and substantial network of 
Fininvest companies, incorporated in such 
jurisdictions as the British Virgin Islands and 
the Channel Islands. These companies were 
not disclosed as subsidiaries in Fininvest’s 
accounts. According to prosecutors, in 1993 
Mr Berlusconi signed a letter to his auditors 
falsely stating that these companies were not 
part of the Fininvest group. 

The prosecutors claim to have found a 
wide-ranging international fraud, perpe- 
trated under the direction of Mr Berlusconi, 
to siphon off huge amounts from Fininvest 
into the secret offshore companies. Accord- 
ing to them, Fininvest used various fraudu- 
lent financial techniques. The offshore com- 
panies, the prosecutors claim, used these 
funds for all sorts of illegal activities, such as 
the offshore companies purchasing: 


through a third party, quoted shares in companies 
in the Fininvest group, the apparent intention be- 
ing to inflate the price of the shares. That this oper- 
ation was a sham was clear from the fact that the 
shares, which were bearer shares, remained at all 
times in the possession of the same fiduciary. 








-A genuine buyer of bearer shares in a 
quoted company would hardly have left 
them in the safe keeping of the same person 
used by the seller. 


Offshore interests 


Another leg of the prosecutors’ case is that 
the offshore companies were used to ware- 
house secret stakes in television companies 
in Italy and Spain. The prosecutors say they 
have strong documentary evidence of this. 
The Mammi law required Mr Berlusconi to 
sell 90% of his interest in Telepiu, a pay-TV 
network that he set up in 1990. However, ac- 
cording to the prosecutors, Mr Berlusconi 
kept control of this stake until 1994 through 
his offshore companies. He arranged con- 
tracts with associates who agreed to act as 
fronts for him. Under these contracts, while 
legal ownership of the shares passed to the 
investors, beneficial ownership remained 
with Mr Berlusconi’s offshore companies. 

The magistrates also uncovered a similar 
alleged warehousing operation for a 52% 
stake in Telecinco, a Spanish television sta- 
tion. At the time, Spanish antitrust legislation 
did not allow anyone to own more than 25% 
of such companies. Baltasar Garzon, an anti- 
corruption magistrate in Spain, wants Mr 
Berlusconi’s immunity as a member of the 
European Parliament lifted. He is likely to 
have to wait. For eight months, Spain’s for- 
eign and justice ministries have been locked 
ina strange wrangle about which is the com- 
petent authority to submit a request to the 
European Parliament. 

Mr Berlusconi is currently on trial for fal- 
sifying the accounts of the Fininvest holding 
company. The effect of the alleged falsifica- 
tion of the accounts was to hide all the al- 
leged illegalities. False accounting is a serious 
offence in Italy, punishable by up to five 
years in jail. Magistrates have recently ap- 
plied for a case to be brought on equally seri- 
ous charges of false accounting relating to 
the group accounts of Fininvest. 

However, Mr Berlusconi may be plan- 





nationwide, he needed help 
from political friends. None 
helped more than Bettino 
Craxi, who became leader of 
the Socialist Party in 1976 and 
prime minister in 1983. Mr Ber- 
lusconi, through his two main 
networks, had a powerful po- 
litical weapon to offer. 

In October 1984, officials in 
several Italian cities shut down 
his television stations for 

’ broadcasting illegally. This 
spelled potential disaster for 
the heavily indebted Fininvest 
group. Within days, Craxi, who 
died in Tunisia last year after 
being sentenced in absentia to 
prison for corruption, signed a 
decree that allowed Mr Berlus- 
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‘Fininvest's 
share of market: 
capitalisation 


lire trnt 


ning an escape. On March 17th 
he told a meeting of Italian 
businessmen that, if elected, 
his government would decri- 
minalise most cases of false ac- 
counting. So. the. magistrates’ 








work may have been in vain. 
Yet although they have been 
unable to trace the ultimate 
destination of the tens of bil- 
lions of lire paid out by various 
parts of Mr Berlusconi’s secret 
offshore empire, they have dis- 
covered where some payments 
went. 

Mr Berlusconi gained con- 
trol of Mondadori, the publish- 
ing group, in 1991 after a bitter 
battle with Carlo De Benedetti, 











a wealthy Italian businessman 
who was himself briefly im- 
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SILVIO BERLUSCONI 


prisoned in the mani pulite period. Mr Ber- 
lusconi is alleged to have bribed an appeal- 
court judge, Vittorio Metta, with 400m lire to 
rule in his favour in a case that decided the 
battle with Mr De Benedetti. 

When magistrates started investigating 
the case, they discovered that Mr Metta had 
paid 400m lire in cash in 1992 towards the 
cost of a flat. In February 1991, the month 
after Mr Metta’s ruling, one of Fininvest's se- 
cret offshore companies paid 3 billion lire 
into a Swiss bank account of Mr Berlusconi's 
close associate and lawyer, Cesare Previti, 
who was defence minister in his govern- 
ment in 1994. From Mr Previti’s account, 
magistrates traced a payment of 425m lire to 
a Swiss bank account of another lawyer, At- 
tilio Pacifico, who withdrew this amount in 
cash in October 1991. Mr Pacifico allegedly 
handed over the bribe to Mr Metta. 

Although the magistrates found no di- 
rect proof of the payment in cash to Mr 
Metta, they believed they had a strong case 
based on indirect proof. Scrutiny of Mr 
Metta’s bank accounts revealed no cash 
withdrawals amounting to 400m lire in the 
relevant period. Neither did investigation of 
the Italian and Swiss bank accounts of a re- 
tired Italian judge who, according to Mr 
Metta, had given him the 400m lire in 
wodges of cash—though the accounts did 
contain several million dollars. 

So the magistrates believed they had es- 
tablished that Mr Metta had received 400m 
lire in cash from the money that Mr Berlus- 
coni paid to Mr Previti in February 1991. Last 
June, a judge at a preliminary hearing took a 
different view. He believed Mr Metta and 
ruled, therefore, that Mr Berlusconi and the 
other defendants, who included Mr Previti 
and Mr Metta, had no case to answer. The 
magistrates have appealed. 


Dealings with judges 

Mr Berlusconi is also on trial for alleged brib- 
ery of judges. His co-defendants, who all 
deny the charges, include Mr Previti and Mr 
Pacifico, and, again, the case involves Mr De 
Benedetti as the offended party. In 1985, Mr 
De Benedetti signed a contract to buy SME, a 
food and catering conglomerate, from 1r1, a 
large state-owned group. Mr Berlusconi and 
another businessman formed a company to 
mounta higher bid for sme. After a court rul- 
ing in 1986 that his contract was not valid, Mr 
De Benedetti’s deal with rr fell through. He 
then took the case to the highest appeals 
court, where he also lost. 

One charge against Mr Berlusconi, 
which he denies, is that he induced judges to 
find in his favour by promising them money. 
Whether this is true or not, there is a clear 
trail of money from Mr Berlusconi to Renato 
Squillante, a judge, via Mr Previti. The Econ- 
omist has documents that show a transfer, 
on March 6th 1991, of $434,404 from one of 
Mr Berlusconi's Swiss bank accounts to one 
of Mr Previti’s, and on March 7th, a transfer 
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of the same amount from Mr Previti’s ac- 
count to the Swiss bank account of Rowena 
Finance, a Panamanian company. Court evi- 
dence shows that Rowena Finance’s account 
is Mr Squillante’s. Mr Berlusconi had wanted 
to appoint his chum, Mr Previti, as justice 
minister in 1994, but the president of Italy re- 
fused to approve this. 

Mr Berlusconi has been absent from the 
26 hearings scheduled to date in this trial— 
some recently postponed, as his lawyers are 
standing in the election. He has applied for 
the judges to be replaced, as he claims they 
are prejudiced, 

If he is eventually found guilty of the 
crime in the final appeals court, he could re- 
ceive a prison sentence; the statute of limita- 
tions will not kick in until 2008. Unlike the 
crime of false accounting, it will be very diffi- 
cult for his government, if he wins the elec- 
tion, to decriminalise the offence of bribing 








Hoping for leniency 


judges. This trial could also be unique in Ital- 
ian judicial history. No serving prime minis- 
ter of Italy since the war has yet been a de- 
fendant ina criminal trial. 


Cosy with Cosa Nostra? 


Mr Berlusconi’s problems with the magis- 
tracy have not been confined to Milan. In 
Sicily, Mafia pentiti (supergrasses who have 
“repented”), especially Salvatore Cancemi, 
whose evidence has helped prosecutors se- 
cure several convictions against Mafia 
bosses, have made very grave allegations 
against Mr Berlusconi and his close friend, 
Marcello Dell'Utri. Mr Cancemi alleged in 
1996 that both were in direct contact with the 
Mafia boss who ordered the bombing which 
killed an anti-Mafia magistrate, Paolo Bor- 
sellino, in 1992. 

After a two-year investigation, magis- 
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trates applied last year for the inquiry to be 
closed without charges. They did not find 
evidence to corroborate Mr Cancemi's alle- 
gations. Similarly, a two-year investigation, 
also launched on evidence from Mr Can- 
cemi, into Mr Berlusconi’s alleged associa- 
tion with the Mafia was closed in 1996. 

A parallel investigation resulted in 
charges against Mr Dell’Utri of aiding and 
abetting the Mafia, which he denies. With 
the exception of Mr Berlusconi, nearly all the 
prosecution witnesses in the trial, which 
started in 1997, have been heard. According 
to Ennio Tinaglia, the lawyer for the prov- 
ince of Palermo, a civil party in the case, the 
prosecution has “presented strong evidence 
of Mr Dell’Utri’s very close links with the 
Mafia.” Mere mention of the Mafia makes Fi- 
ninvest’s managers twitch. “Mafia is second 
only to paedophilia as a crime. It is a terrible, 
shameful thing,” says Mr Confalonieri, one 
of Mr Dell’Utri’s former colleagues. 

So who is Mr Dell'Utri? Apart from a 
short spell in the late 1970s, Mr Dell’Utri, a Si- 
cilian, worked with Mr Berlusconi in Finin- 
vest from 1974 to 1994. As chief executive of 
Publitalia, Mediaset’s advertising wing, he 
was responsible for the cash generator of the 
Fininvest group. Mr Dell’Utri, a member of 
the Italian parliament, was a co-founder of 
Forza Italia, and acted as Mr Berlusconi’s 
campaign manager in the 1994 election. 

Magistrates have also applied for Mr 
Dell’Utri to be brought to trial on charges of 
conspiracy to slander their colleagues. And 
he is currently under investigation for alleg- 
edly attempting to bribe a prosecution wit- 
ness at his trial. A court case in 1996 revealed 
that Mr Dell'Utri received donazioni (gifts), 
often in cash, of 4 billion lire from Mr Berlus- 
coni between 1989 and 1993. 

While Mr Berlusconiis not obliged to tes- 
tify in his own trials, even as prime minister, 
he cannot escape giving evidence in Mr 
Dell’Utri’s. Prosecutors will probe him about 
his long-standing friendship with Mr 
Dell'Utri. And he will have to answer other ~ 
questions that he has hitherto avoided. 
These include how and why he employed 
Vittorio Mangano, a convicted mafioso from 
a powerful clan in Palermo, on his country 
estate near Milan for two years in the 1970s. 

High on the prosecutors’ list will be 
questions on the anti-Mafia investigators’ 
reports about the 22 holding companies. Not 
least, they will ask him where the 22 compa- 
nies got their funds. There will also be ques- 
tions about a Sicilian television company 
that he owned with a Mafia-related figure. 

Despite his claims that he is the shining 
archetype of a self-made man, Mr Berlus- 
coni has needed a lot of help from insalubri- 
ous quarters. Though he says he wants to re- 
place the old corrupt system, his own 
business empire is largely a product of it. His 
election as prime minister would similarly 
perpetuate, not change, Italy’s bad old ways. 





THE ECONOMIST APRIL 28TH 2001 


New face for Japan 


Junichiro Koizumi became Ja- 
pan’s prime minister after 
winning the clear support of 
the Liberal Democratic Party, 
the main partner in the ruling 
coalition. 


Having annoyed the Chinese 
by agreeing to sell destroyers, 
submarines and much else to 
Taiwan, George Bush further 
upset them by stating that 
America had an obligation to 
do “whatever it took” to help 
the island defend itself. 


Joseph Estrada, the deposed 
president of the Philippines, 
was taken to jail pending his 
trial on corruption charges. 


India and Bangladesh 
were reported to be sending 
extra troops to their ill-defined 
border after the deaths of 19 
Indian soldiers in a skirmish. 


Australia is considering cut- 
ting the quota of 12,000 asy- 
lum-seekers it takes each year 
because thousands are enter- 
ing the country illegally. 


Scott Waddle, the captain of 
an American submarine 
that sunk a Japanese fishing 
boat with the loss of nine 
lives, was reprimanded for not 


He left the navy with his rank 
and pension intact. 


Independence delay 


Parties wanting independence 
for Montenegro, the junior 

partner with Serbia in the Yu- 
goslav federation, won a gen- 
eral election but failed to win 











following “proper procedures”. 
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the two-thirds of the seats in 
parliament needed to change 
the constitution. It is unclear if 
and when a referendum on 
independence will take place. 


The French government an- 
nounced plans to oblige any 
employer laying off 1,000 or 
more workers at a time to pay 
double the present amount of 
severance pay and offer six 
months of retraining. 





In a bid to draw attention to 
Chechen rebels fighting for 
independence from Russia, a 
dozen gunmen, most of them 
Turks, took around 120 people, 
most of them foreign, hostage 
in a hotel in Istanbul, but later 
released them unharmed. The 
gunmen were put in prison. 


Ukraine's parliament voted 
out the country’s pro-western 
reforming prime minister, Vik- 
tor Yushchenko. 


Reform of the Eu’s common 
agricultural policy was set 
back when a majority of EU 
farm ministers rejected a plan 
gradually to remove subsidies 
from sugarbeet growers. 


Plot thickens 


Internal quarrels within 
South Africa’s ruling party 
broke into the open. Steve 
Tshwete, the security minister, 
said that three of the most 
prominent anc members out- 
side the government, Cyril Ra- 
maphosa, Tokyo Sexwale and 
Mathews Phosa, were under 
police investigation regarding 
an alleged plot against Presi- 
dent Thabo Mbeki. 











POLITICS THIS WEEK 


At a conference on AIDS, at- 
tended by some 50 African 
heads of state, the UN’s secre- 
tary-general, Kofi Annan, 
called for a war chest of $7 
billion-10 billion a year over 
an extended period. More 
than 25m Africans live with 
iv but current spending on 
the epidemic in poor countries 
is only $1 billion a year. 


The heads of Nigeria’s army, 
navy and air force all retired 
amid speculation that Presi- 
dent Olusegun Obasanjo 
might be trying to rid the 
armed forces of men loyal to 
the previous regime. 


Israel imposed a total block- 
ade on the West Bank and 
Gaza before its independence 
celebrations on April 26th. 
Earlier violence brought the 
death of an Israeli doctor in a 
suicide bombing inside Israel 
and that of a 12-year-old Pal- 
estinian at a funeral in Gaza. 


A feminist writer, Nawal el- 
Saadawi, risks being charged 
with apostasy in Egypt for 
calling for the abolition of the 
Islamic inheritance law, and 
for criticising the annual pil- 
grimage to Mecca. But a 
French court has thrown out a 
case brought by the presidents 
of Congo-Brazzaville, Chad 
and Gabon against François- 
Xavier Verschave for writing a 
book criticising their regimes. 


At the summit 


The leaders of 34 countries 
met at the third Summit of 
the Americas in Quebec 
city. All of them except Ven- 








THE FOONOMIST APRIL 28TH 2001 


Í AVAILABLE BY E-MAIL FROM WWW ECONOMIST « OM Í 


4 


| could not sue states to prevent 


ezuela’s Hugo Chavez backed 
plans for a free-trade area of 
the Americas by 2005, and to 
exclude from future summits 
any country in which democ- 
racy had been overthrown. 
Some 25,000 opponents dem- 
onstrated against free trade. A 
few hundred battled police. 


Bob Kerrey, a former Sena- 
tor and presidential candidate, 
admitted that he led a mission 
in the Vietnam war that killed 
at least 13 unarmed civilians. 





The United States suspended 
its drugs-surveillance flights in 
Latin America after a civilian 
aircraft was shot down by the 
Peruvian air force, killing an 
American missionary and her 
baby. An American spy plane 
had identified the aircraft as 
possibly carrying drugs, but 
American officials blamed 
Peru for the incident. 


The United States Supreme 
Court ruled that individuals 


infringements of federal 
civil-rights regulations. 
The suit was prompted by Al- 
abama’s English-only driving 
exam which contradicted fed- 
eral discrimination laws. 


A former Ku Klux Klan 
member went on trial in Ala- 
bama charged with a 1963 
church bombing that killed 
four black girls. The bombing 
came only months after Gov- 
ernor George Wallace had 
proclaimed “segregation for- 
ever” at his inauguration. 


Mexico's Senate unanimously 
approved a constitutional bill 

granting autonomy to 10m In- 
dians, in an important step to- 
wards peace talks with the Za- 
patist rebels. 


Argentina’s president sacked 
the central-bank governor, os- 
tensibly over a money-laun- 
dering scandal. The new gov- 
ernor, Roque Maccarone, is 
close to Domingo Cavallo, the 
economy minister. 
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| The ımF’s World Economic 
| Outlook forecast that world 
| economic growth would 
slow this year to 3.2%, down 
from 4.8% in 2000. All the big 
economies were predicted to 
| slow, but Europe less than 

| America. The world economy 
| is then expected to recover a 
little in 2002, when output 
could grow by 3.9%. 


The World Competitiveness 
Yearbook, published by the 
International Institute for 
Management Development, 
once again showed America as 
the best place for business 
competitiveness. Still second 
was Singapore, despite its poor 
rating for democratic account- 
ability. Finland, Luxembourg 
and the Netherlands occupied 
the next three places. 





| Small scotch 


Bank of Scotland, having 
failed in previous attempts to 
merge with two larger British 
rivals, NatWest and Abbey 
National, began talks with 
Halifax, Britain’s biggest 
mortgage lender. Bank of Scot- 
land’s latest attempt to woo a 
partner could encourage other 
bidders to enter the fray. 


Morgan Stanley, an Ameri- 
can investment bank, plans to 
| show the door to 1,500 staff. 
Merrill Lynch also plans to 
get rid of up to 10% of its in- 
vestment-banking division, 
some 200 employees. More 
announcements of bankers 
looking for alternative em- 
ployment are expected soon. 











| UR sacked, : ( 


Ericsson, a Swedish mobile- 
phone maker, responded to a 
drastic slide in handset 
sales—41% down in the first 
quarter compared with a year 
ago—and big losses. It said 
that it would shed 12,000 

; workers and also announced a 
joint venture with Sony’s 
handset division to make and 
market new phones. 


Motorola, America’s biggest 
handset maker, also reacted to 
falling sales, by closing a Scot- 
tish factory employing 3,100 
people. The British govern- 
ment is trying to recoup £17m 
($25m) paid in regional aid to 
| the company since 1995. 


The prospects for third-gen- 
eration mobile telephones 
suffered a setback. After criti- 
cism of the high prices paid 
for licences to run 3G services 
came news that technical pro- 
blems would delay 3c’s 
launch in Japan until October. 
NTT DoCoMo’s announce- 
ment means that 3c’s first 
roll-out may now be achieved 
by British Telecom in that hot- 
bed of technological advance, 
the Isle òf Man. nae 


After months of pressure from 
disgruntled shareholders, Sir 

| Iain Vallance, chairman of 
British Telecom, is to step 
down, to be replaced by Sir 
Christopher Bland, chair- 
man of the ssc. 


A consortium led by Sir An- 
thony O'Reilly, an Irish media 
tycoon, and including George 
| Soros, a financier, was re- 
ported to be ready to bid €2.6 
billion ($2.3 billion) for Eir- 
com, Ireland’s formerly state- 
owned telecoms operator. This 
would exceed a rival offer 
| from a consortium headed by 
another Irish entrepreneur, 
Denis O’Brien. 


JDS Uniphase, a leading op- 
tical-equipment maker, said 
that it would lay off 5,000 








_ BUSINESS THIS WEEK — 


| staff, 20% of its workforce, in 


order to cut costs in response 
to falling spending by tele- 
coms firms. 








Source: Thomson Financial Datastres Q 
Lucent, the world’s biggest te- 
lecoms-equipment company, 

reported losses for the quarter 











| to the end of March of over $5 


billion. Yet improving reve- 
nues and a planned restruc- 
turing cheered investors; the 
company’s shares rose by 
more than 10%. 


Compaq Computer re- 
vealed profits for the first 
quarter of $200m, above the 
forecasts of pessimistic an- 
alysts but still a third down 
on a year earlier. But 3M, an 
American technology con- 
glomerate, issued a profits 
warning for the next quarter 
and said that 5,000 jobs would 
go, around 7% of the total. 


Rupert Murdoch, the head 
of News Corporation, met top 
General Motors bosses to 
present a bid for Direcrv, 
America’s leading satellite 
broadcaster, and part of the 
car maker’s Hughes Elec- 
tronics. Mr Murdoch has long 
coveted Direcrv as a way of 
adding an American arm to 
his Sky Global Networks. 


An American government 
committee failed to clear a bid 
by ASM Lithography, a 


| Dutch semiconductor firm, for 


Silicon Valley Group, a 
maker of electronics compo- 
nents that can be used in spy 
satellites. America’s Defence 
Department expressed con- 
cerns over the transfer of sen- 
sitive technology to “hostile” 
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countries. President George 
Bush will now have to rule on 
the deal. 
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A takeover bid of A$io billion 
($5.1 billion) for Woodside Pe- 


| and gas company, by Royal 
Dutch/Shell, was surpris- 
ingly blocked by the Austra- 
lian government for being 
“contrary to the national in- 
terest”. 


The dispute between Enron 
and the Indian state of Ma- 
harashtra over the American 
energy company’s power plant 
worsened when Enron autho- 
rised its local managers to ter- 
minate the contract. 


General Dynamics said it 
had agreed to buy Newport 
News Shipbuilding for $2.6 
billion. If the bid is approved 

| by the government, General 

| Dynamics would become the 
sole producer of aircraft carri- 
ers, destroyers and submarines 
for the American navy. 


Britain’s Hilton Group 
gained another 154 hotels 
through the acquisition of 
Scandic, a Swedish hotel 
company, for £612m ($881m). 
SAirGroup, owner of Swissair, 
is selling its hotel company, 
Swissotel, to Raffles Hold- 
ings, a Singapore-based hotel 
group, for SFr520m ($305m). 
SAirGroup is also planning to 
change its name back to 
Swissair Group, and. is consid- 
ering selling two loss-making 

| French subsidiaries. 
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TORYO 


Will the “Koizumi revolution” catch or fizzle? 


664 AMBARO! cheered Junichiro Koi- 

zumi, punching the air with his fist. 
“Lets doour best!” Japan’s new prime minis- 
ter will have to do better than that. By win- 
ning the leadership election of the Liberal 
Democratic Party (Lpr) against the wishes of 
its top men, Mr Koizumi has already per- 
formed one conjuring trick. If he is to honour 
his bold promises of reform, he will have to 
perform another. 

No one seemed more surprised by the 
election upset than Mr Koizumi himself. 
Only a week ago, Ryutaro Hashimoto 
seemed to have the keys to the kantei, the 
prime ministers official residence, in his 
pocket. Now Mr Hashimoto has been 
soundly beaten and his faction, which con- 
trolled Japanese politics for nearly 30 years, 
finds itself out in the cold. “Itseems the earth 
is shaking,” said Mr Koizumi, his flowery 
rhetoric getting the better of him. “The sim- 
mering magma is about to explode.” 

This isa disaster for the party bosses and 
they will want to put it behind them as 
quickly as possible. Along with his own fac- 
tion, by far the biggest in the Lor, Mr Hashi- 
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moto was also the choice of Hiromu Nonaka, 
the party’s top power-broker. Yet while Mr 
Nonaka was stitching up the parliamentary 
vote, the Lor’s local chapters had other ideas. 
The last time the Lpr changed leaders, a year 
ago, the party’s 2.3m rank-and-file members 
had nosay in picking Yoshiro Mori, a terrible 
choice. This time they demanded a big vote, 
and cast it in such overwhelming numbers 
for Mr Koizumi that his popularity carried 
the parliamentary party too. 

Mr Hashimoto’s faction was supposed 
to be the mightiest vote-gathering machine 
in Japanese politics. Put together by Kakuei 


- Tanaka, the father of money politics, and 


lovingly tended by Noboru Takeshita, his 
political heir, the influence of Mr Hashi- 
moto's faction reaches far down into the in- 
dustrial support groups, whose members 
make up two thirds of the Lpp’s party faith- 
ful. Once the faction had picked Mr Hashi- 
moto, the word duly went out to the shop- 
keepers, the farmers and the postal workers. 
According to the Asahi newspaper, the 
postal workers’ outfit, whose 250,000 mem- 
bers form the tpp’s single biggest support 
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group, was asked to return blank ballot pa- 
pers on to which Mr Hashimoto’s name 
would then be written. Yet with an election 
for the upper house of parliament looming 
in July and the Lor desperately unpopular, 
the party revolted. “We picked the best man 
to lead us into the election battle,” says one 
party hack. “It’s as simple as that.” 

Mr Koizumi will now have to prove that 
he is more than a “poster boy for the elec- 
tions”, as Naoto Kan, a leading opposition 
politician, is calling him. With his shaggy- 
permed hair and outspoken views, Mr Koi- 
zumi’s carefully cultivated image as a politi- 
cal eccentric makes him popular with vot- 
ers, who are heartily sick of mainstream 
politics, though, as the Lpr’s election has 
shown, Mr Koizumi can play factional poli- 
tics with as much finesse as any insider. 


Notsogrey 


Parts of Mr Koizumi’s colourful new line-up 
look decidedly experimental. With a nod, 
perhaps, to the unpopularity of all elected 
politicians in Japan, Mr Koizumi has leant 
heavily on unelected policy experts like 
Heizo Takenaka, a sparky, media-friendly 
economist who, as an adviser to the last ad- 
ministration, became known as “Mr Mori's 
brain”. Mr Takenaka’s new job, as economy 
minister, gives him a chance to push for the 
sweeping structural reforms he has champi- 
oned outside government. 

Five of Mr Koizumi’s cabinet will be 
women, including Atsuko Toyama, another 
non-politician, and, as foreign minister, the 
acid-tongued Makiko Tanaka, who, like Mr 
Koizumi, has an image as an Lpp outsider. 
Critically, Mr Koizumi has also kept on as 
minister in charge of the financial clean-up 
Hakuo Yanagisawa, whose tough plans for 
the banks have come under assault from the 
Lpr establishment. Less likely to please the 
markets, however, is Mr Koizumi’s strange 
choice for finance minister, the 79-year-old 
Masajuro Shiokawa, an old political ally 
with scant financial experience. The hope 
had been that he would put a fellow- 
reformer, such as Koichi Kato, into that job. 

The new prime minister still falls far 
shortof the sort of platform he needs to push 
genuine reform. However he juggles the 
numbers, liberal thinkers like Mr Koizumi 
area minority in the Lpr. He has the support 
of Taku Yamasaki, whom he quickly in- 
stalled as the party’s secretary-general, and 
possibly of Mr Kato, who last autumn took 
on the Hashimoto faction and lost. But Mr 
Koizumi must reach beyond the Lpe’s “anti- 
mainstream” if he is to survive more than a 
few months. He has already started trying to 
sway factions within the Lor, such as that of 
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Revolt of the provinces 
LDP leadership election, % of votes cast 


Prefectural vote* 
11% ——Ryutaro Hashimoto 
Taro Aso ———- 9% 


2% ——— Shizuka 
Kameit 








87% — Junichiro — 51% 
Koizumi 


Shizuka Kamei, which are at heart hostile to 
his ideas. Inevitably, this will involve com- 
promise, as did his appointment of Taro Aso, 
the outgoing economics minister, to the post 
of Lor policy chief. Mr Aso’s past fiscal poli- 
cies conflict with Mr Koizumi’s plans. 
Eventually, he may even have to reach 
outside the Lpr’s existing coalition partners, 
the Buddhist-backed New Komeito and the 
New Conservative Party, although he is 
sticking with them for now. New Komeito, 
which champions Japan’s underdogs, is an 







Parliamentary vote 
40% 











*The 47 prefectures had three votes each = tWithdrew 


active brake on reform. If 
truth be told, Mr Koizumi is 
closer to elements within the 
main opposition Democratic 
Party of Japan than he is to 
much of his own party. A 
fundamental realignment of 
Japanese politics, long pre- 
dicted and long overdue, may 
beckon again. 

Mr Koizumi’s campaign 
promises (“Change the LDP, 
change Japan”) have aroused 
expectations that something 
is about to happen for the better. Mr Koi- 
zumi’s new cabinet is an interesting start. 
But, with his camp surrounded by counter- 
revolutionaries, he has only three precious 
months in which to turn the LpP’s dismal 
fortunes round. After July’s election comes 
another Lor presidential poll in September, 
unless the party changes its rules first. Mr 
Koizumi’s televisual charms, winning smile 
and punchy soundbites will get him only so 
far. Japan’s voters are in a brutal mood. They 
want nothing less than miracles. 












Taiwan 


Arms and studied ambiguity 


Has America’s policy towards Taiwan shifted? 


Peme the utterances of George 
Bush is a tricky enough business at the 
best of times. So when the issue is one which 
diplomats have deliberately clouded in 
ambiguity for decades, even the most 
learned semiotician is liable to be stumped. 
This week, officials and observers in Wash- 
ington, Beijing and Tapiei were scrambling to 
decide whether Mr Bush has radically 
shifted policy by stating that America has a 
duty to defend Taiwan in the event of an at- 
tack on the island by China, or whether he 
was simply confused. On balance, it looks 
like a case of confusion. 

Since the full normalisation of relations 
between America and China in 1979, Amer- 
ica’s Taiwan policy has been a study in 
vagueness. It terminated its military alliance 
with the island, but at the same time, in the 
shape of the 1979 Taiwan Relations Act, Con- 
gress obliged the administration to supply 
Taiwan with the weapons it needs to defend 
itself. Every government since then has 
ducked the question of what it would do in 
the event of an invasion. A clear pledge to aid 
Taiwan would be read by China as a revival 
of thealliance, and probably as grounds for a 
diplomatic breach. A promise to stay out 
would encourage an invasion, and anyway 
be unacceptable to Congress. Ambiguity 
suits everyone, including the Chinese and 
the Taiwanese themselves. 

So when Mr Bush’s answered, “Yes, we 
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do,” on being asked during an asc interview 
whether America had a duty to defend Tai- 
wan, alarm bells started to ring. But in the 
very next sentence, he appeared to revert to 
more familiar ground, by repeating that 
America “would do everything it took to 
help Taiwan defend itself’—entirely consis- 
tent with the 1979 act. This was the line he 


continued to follow later in a hastily 
brought-forward interview, and the one his 
aides have offered ever since. 

Though China has been happy to air- 
brush the remarks—which if taken at face 
value would require a strong response— 
from history, Mr Bush’s slip may give an im- 
portant insight into his thinking. Though the 
policy of “strategic ambiguity” has not been 
formally abandoned, as some around Mr 
Bush have urged, it is perhaps a little clearer 
what Mr Bush might do in a crisis. Both 
China and Taiwan will have to factor that 
into their calculations. 

At the same time, they are also digesting 
the implications of this week’s latest arms 
package for Taiwan. On April 24th, America 
promised tosell weapons that will boost Tai- 
wan’s ability to deter a Chinese naval block- 
ade, or attacks on its ill-protected fleet. Tai- 
wan did not get everything it had asked 
for—destroyers equipped with state-of-the- 
art Aegis radars, land-based Patriot pac-3 
anti-missile systems and HARM missiles ca- 
pable of striking targets on the mainland 
were deemed by Mr Bush to be too provoca- 
tive for now. But Taiwan will be able to buy 
eight submarines—the first offered by 
America since 1973—as well as 12 submarine- 
hunting p-3 Orion aircraft. 

The submarines have angered China be- 
cause it regards them as offensive weapons. 
But though it described the arms sale as 
“devastating” for Chinese-American rela- 
tions, China knows it will still have the up- 
per hand, with its dozens of submarines in- 
cluding four Kilo-class vessels recently 
acquired from Russia. Besides, there is still 
doubt over who will supply the diesel- 
powered submarines, which America no 
longer builds and which the Europeans are 
refusing to supply. And Taiwan will remain 
almost defenceless against China’s huge and 











No Aegis for Taiwan 
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fast growing ballistic-missile arsenal on the 
coast facing the island. 

China’s dummy missile tests off Tai- 
wan’s two main ports in early 1996 showed it 


+ could terrorise the island without even mov- 


r 


ing its troops, though an invasion would be 
much harder. The Americans estimate that 
China has lined up about 300 M-9 and M-11 
missiles already and is adding to them at the 
rate of one a week. Aegis radars would not 
have offered much protection against these 
missiles. The ships could not have been de- 
livered until the end of the decade. By then, 
China would have easily enough missiles to 
overwhelm them. 

Taiwan's 23m citizens are anyway far 
more interested in their island’s ability to 
weather the global economic downturn. 
Should the arms sale now prompt China to 
step up its belligerence towards Taiwan, the 
political future of Taiwan’s president, Chen 
Shui-Bian, will become all the gloomier. His 
Democratic Progressive Party badly needs to 
wrest control of the legislature from the op- 
position Kuomintang in the parliamentary 
election due in December, and it is far from 
certain that it will succeed. 

~* - am = 





The Philippines 


Estrada arrested 


MANILA 


| ġ WAS not quite as dramatic as his fall 
from office, but it still captured the coun- 
try's attention. On April 25th, after fiddling 
for days with the paperwork and triggeringa 
series of false alarms, the police swooped in 
to arrest Joseph Estrada, the Philippines’ re- 
cently ousted president. While thousands of 
his supporters held vigil outside, Mr Estrada 
gave television interviews from his house in 
a posh Manila suburb, decrying the unfair 
treatment he was about to receive. Over- 
head, the news crews circled in helicopters, 
filming the police as they ploughed a path 
through the crowds to whisk him away. The 
next time Mr Estrada appears in public, if the 
authorities have their way, it will be in court, 
as a defendant in a capital case. 

Mr Estrada now stands accused of 
“economic plunder”, a charge reserved for 
those who steal $im or more from the state. 
Although he was recently indicted on seven 
other charges, the accusation of plunder is 
the most serious. It precludes him from leav- 
ing prison on bail, and potentially carries the 
death penalty. 

The bulk of the evidence against Mr Es- 
trada has already been aired publicly during 
the impeachment hearings that began last 
year. The authorities say that he siphoned 
off more than $80m from the country after 
taking office in mid-1998, through kickbacks, 
bribes, misdirected taxes and much else. 

Despite all the evidence against him, Mr 
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DELHI 


EXT month's assembly elections in 

the southern state of Tamil Nadu are 
being turned into a test of the acceptabil- 
ity of corruption in Indian politics. On 
April 24th Jayaram Jayalalitha, one of In- 
dia’s most colourful film-stars-turned- 
politician, was banned from standing in 
the election on the ground that she had 
been convicted of corruption in a land 
deal last year. Undeterred, she is continu- 
ing to campaign as the candidate of her 
party, the regionally-based AIADMK, for 
the job of chief minister, and hopes to get 
round the ban. Such are the ways of Indian 
democracy. 

Miss Jayalalitha was chief minister 
from 1991 to 1996, a term of office marked 
by widespread allegations of corruption 
and by tales of her flamboyant way of life. 
Her desire to be taken seriously as a politi- 
cian was damaged when she staged ex- 
travagant wedding celebrations for her 
foster son in 1997 that were reported to 





have cost over $1m. Later, 400 pairs of dia- - 


mond-studded gold bangles, 30kg of jew- 
ellery and 750 pairs of slippers were found 
when her home was raided. 

Since then, she has rebuilt her popu- 
larity. Now her problem is a 1997 ruling by 
India’s Election Commission that con- 
victed criminals should be disqualified 
from standing for election for six years 
plus the length of their jail sentence, even 
if they are awaiting an appeal. The ruling 
was aimed at disqualifying convicted 
politicians whose appeals could take 
years to move through India’s clogged le- 
gal system. But lawyers are divided on its 
legal validity. 

A handful of convicted candidates 
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Jayalalitha—a star reborn? 





have been quietly banned by electoral of- 
ficers. Miss Jayalalitha is the first promi- 
nent politician to fight back. She asked the 
Tamil Nadu High Court this month to set 
aside her land-deal conviction pending 
appeal so that she could stand. But the 
court ruled in favour of the Election Com- 
mission’s diktat, and state election offi- 
cials this week barred her from standing. 

Already the favourite to win the polls 
to be held on May 10th, the arapmx could 
now reap a sympathy vote. Miss Jayala- 
litha could then be made chief minister, 
providing she were elected to an assembly 
seat within six months—although it is 
possible that Tamil Nadu’s governor 
might refuse to swear her into the job. To 
get a seat, she would have to appeal to the 
courts to allow her to stand in a by-elec- 
tion. With a strong popular vote behind 
her, that could get her back to the chief 
minister's mansion. 











Estrada managed toescape impeachment in 
January, when a handful of allies hijacked 
the process in the Senate. The huge resulting 
public protests prompted the army to with- 
draw its support from Mr Estrada and the 
Supreme Court to declare the presidency va- 
cant. Mr Estrada has gone to court to chal- 
lenge the legality of his dismissal, but in vain. 
Whether he suffers an even worse fate may 
depend on the vagaries of the Philippines’ 
criminal procedures. 

Mr Estrada and his lawyers are already 
looking for loopholes. They tried to delay his 
arrest until prosecutors could hold a fresh 
investigation. They may also try to have the 
plunder law declared unconstitutional by 
the Supreme Court. Although the evidence 
against him is formidable, mistakes by ham- 
fisted investigators may surface, disqualify- 
ing crucial bits of it. Or, this being the Philip- 
pines, the case could become derailed for 


any number of other unexpected reasons. 

The former president is fighting back in 
the political arena as well. On May 14th mid- 
term congressional elections will be held, in 
which the entire lower house and just over 
half of the powerful 24-member Senate will 
be up for grabs. Mr Estrada’s successor, Glo- 
ria Macapagal Arroyo, needs a working ma- 
jority in the lower house and, more difficult, 
she must win at least eight of the 13 available 
Senate seats to get a majority there. If she 
fails, it will hurt her claim to be the legitimate 
president, perhaps giving Mr Estrada an ex- 
tra edge in his efforts to slow down the pros- 
ecution. In an attempt to thwart Mrs Arroyo 
in the Senate, he had, before his arrest, been 
campaigning heavily for his political allies 
around the country, apparently drawing on 
a pile of cash that, he says, he obtained le- 
gally before taking office. 
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Laos 


No dissent 


VIENTIANE 


LTHOUGH mainly distinguished by its 
repressive ways, Laos is not without 
friends. Japan seems to have paid for nearly 
every bus, park bench and rubbish bin in the 
capital, Vientiane. France, the former colo- 
nial power, is hopeful that its support for the 
government will lead to a revival of use of 
the French language in the country. In Vien- 
tiane, restaurants, bars and Internet cafés are 
kept in business by the community of aid 
workers rich enough to patronise them. 

Yet this is a country of detention without 
trial, and with a mismanaged economy un- 
able to lift the majority of the people out of 
poverty. Its veteran leader, Khamtay Siphan- 
done, was routinely reappointed president 
of the Lao People’s Revolutionary Party at its 
congress in March. Mr Siphandone calls the 
State-run newspaper “a propagandist, a 
mass mobiliser”, and means it as a compli- 
ment. In its grim way, Laos resembles Myan- 
mar. But whereas Myanmar is treated as a 
pariah, Laos’s authoritarian ways are largely 
unremarked internationally. 

In Myanmar, Aung San Suu Kyi’s opposi- 
tion National League for Democracy at least 
remains in existence, if cowed. Laos allows 
noteven token dissent. Two known attempts 


to organise anti-government demonstra- 
tions were broken up by the police before the 
protesters could unfurl their banners. A 
string of bombings in Vientiane shows that 
at least one group is working against the gov- 
ernment, but so farit has not identified itself. 
A number of opponents of the government 
live in exile, but they say little. 

Far from acknowledging that the econ- 
omy is badly run, the government proudly 
points to real Gpr growth of 4.5% in 2000. But 
GDP per person was just $272 in 2000, and 
foreign aid accounts for more than half of 
the country’s budget. Donors, however, 
seem reluctant to use it as a lever to improve 
human rights. 

What of the United States? It does have a 
legitimate grievance against Laos. Two 
Americans of Laotian descent who disap- 
peared in Laos over two years ago have not 
been found. America has indicated its dis- 
pleasure by delaying the appointment of an 
ambassador to Vientiane. But America tends 
to be restrained towards a country that it 
punished severely during the Vietnam war. 
The Laotian government likes to remind the 
Americans that they dropped more bombs 
on Laos than they delivered over all of Eu- 
rope during the second world war. In the ab- 
sence of America’s moral presence, Vietnam 
and China, neither of which is likely to pro- 
mote liberal ways, remain the dominant for- 
eign influences in Laotian politics. 

Thailand, also a keen trader, is a distant 





BANGKOK 


i trons: military men have good 
reason to congratulate themselves. This 
week an anti-narcotics force seized over 
ém stimulant pills from an armed gang on 
the border with Myanmar. Last week Thai 
soldiers grabbed over 7m in the same area. 
In January the navy hooked nearly 8m am- 
phetamine tablets from two fishing boats 
sailing from Myanmar. All good news. But 
the bumper hauls reflect two related pro- 
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A surfeit of pills in Thailand 


blems:a booming trade in artificially made 
drugs, and poor relations between Thai- 
land and its neighbour. 

Although the “golden triangle” is 
known for its opium production, alarm 
bells are now ringing over the spread of 
amphetamines from Myanmar. The Thai 
authorities say that the flow of yaa baa, or 
“crazy pills”, into their country may nearly 
double this year, to 700m-800m pills. The 
United Wa State Army (uwsa), a heavily 
armed segment of Myanmar’s Wa minor- 
ity, makes most of them. Like many minor- 
ity groups, the Wa have given up a long re- 
bellion against Myanmar’s army, choosing 
instead to make money selling drugs. 
Myanmar’s ruling junta gives its blessing 
because the uwsa helps fight a bother- 
some ethnic group, the Shan, and because 
some of Myanmar’s military leaders bene- 
fit from the drug trade. 

None of this pleases Thailand, whose 
prime minister, Thaksin Shinawatra, is still 
working out how to deal with Myanmar. 
The flow of migrants into Thailand is one 
sore point. Another is a border dispute, 
which caused the two armies to exchange 





Democracy, Laotian-style 


third in influence. Anyway, its new prime 
minister, Thaksin Shinawatra, a business- 
man, is less likely to harp on human rights 
than did his predecessor, Chuan Leekpai, an 
academic. Mr Thaksin’s business-centred 
foreign policy already seems to have pleased 
the Laotian government. In March, Thai and 
Laotian officials initialled a deal to build a 
second bridge across the Mekong river that 
divides their countries. Like the other one, it 
will be known as a “friendship” bridge. 








- 
fire in February. But the flow of drugs is 
causing particular ill-feeling. The com- 
mander of Thailand's northern army, Wat- 
tanachai Chaimuanwong, says Thailand 
should stop selling electricity to the part of 
Myanmar that plays host to drug factories. 
Earlier this month Thai troops in Mae Sai 
detained a convoy carrying power-gener- 
ating equipment from China to Myanmar. 

Mr Thaksin says he wants to talk to his 
neighbour, not bully it. He is less willing 
than his predecessors to criticise Myan- 
mar’s prickly leaders, relying instead on 
quiet diplomacy. The deputy prime minis- 
ter, Chavalit Yongchaiyudh, suggests his 
military contacts may smooth things with 
the generals next door. Others in the team 
play up business contacts in Myanmar. 

But such schmoozing will be hard to 
keep up if the yaa baa flow continues to 
make headlines. Mr Thaksin has already 
intervened awkwardly in General Watta- 
nachai’s anti-drug campaign. Earlier this 
year, the general said he had a list of Thai 
officials who profit from the drug trade. Mr 
Thaksin said there was not enough evi- 
dence and got the general to drop it—with- 
out making the names public. But with a 
couple of million pills a day crossing the 
border, the prime minister is under pres- 
sure todo something. 
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Indonesia 


President or princess? 


JAKARTA 


What does the future hold for Megawati Sukarnoputri, Indonesia’s upwardly 


mobile vice-president? 


OST of the world knows only two 

things about Indonesia’s vice-presi- 
dent:she is the daughter of Sukarno, Indone- 
sia’s first president; and she does not have 
much to say for herself. Yet on April 30th, or 
soon after, Megawati Sukarnoputri will al- 
most certainly move another step closer to 
the country’s top job. That is when Indone- 
sia’s parliament will convene to consider a 
second censure motion, centred on a pair of 
financial scandals, against the current presi- 
dent, Abdurrahman Wahid. 

If they approve it, as looks likely, Mr Wa- 
hid will have one last formal chance to sway 
parliamentary opinion. But sometime be- 
tween June and August he will probably face 
impeachment by Indonesia’s constitutional 
assembly—the country’s supreme body, 
consisting of the 500 members of parliament 
plus 200 more delegates, mostly from re- 
gional assemblies. As parliament prepares to 
meet, and the country braces for the pos- 
sibility of violence, Miss Megawati’s fortunes 
have come full circle. 

In October 1999, Miss Megawati was 
fighting back tears on the floor of Indonesia’s 
parliament after being beaten to the presi- 
dency by Mr Wahid. She had some reason to 
cry. Earlier in the year, her party had out- 
paced all others at the polls, winning 35% of 
the votes in the first free elections since the 
1950s. But when she refused to negotiate with 
other parties, Mr Wahid, whose party had 
finished a distant fourth, stitched up a ma- 
jority in the fractious constitutional assem- 
bly. When Miss Megawati’s supporters be- 
gan to riot, she ignored the stab in the back 
from an old friend, regained her composure 
and accepted the vice-presidency, calling on 
her backers to honour the result. She thus 
transformed a humiliating defeat into one of 
her finest moments. 

One of the big questions now looming 
over Indonesia is whether Mr Wahid will re- 
turn the favour if he falls. Last week he 
threatened, not for the first time, that his 
supporters from East Java would run amok 
if parliament unseated him. Yet despite their 
current rivalry Mr Wahid and Miss Mega- 
wati have a long and close relationship, dat- 
ing back to when her father was president 
and his was a revered Muslim cleric. They 
fight like brother and sister, and the almost- 
blind Mr Wahid likes to make jokes at the ex- 
pense of his vice-president’s intellect (“I 
can’t see and she can’t speak” is one), but in 
the end they have always managed to hold 
together their two groups of supporters, 
both drawn largely from Java’s poor. 
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That is one reason Miss Megawati has re- 
mained so silent publicly, even as her party 
prepares to dispatch Mr Wahid. And it is also 
why a deal between the two, in which Mr 
Wahid retains his title but hands over most 
of his authority, cannot be ruled out. How- 
ever, a deal like that was tried last year, and 
has conspicuously failed to stick. But if, as 
looks increasingly likely, she does take over 
some time this summer, Miss Megawati’s 
troubles will only just be beginning. She will 





Megawati waits 


inherit the same problems that have plagued 
Mr Wahid for the past 18 months, steadily 
softening him for the kill. 

Some of those problems, such as the 
widespread violence and the volatile cur- 
rency, seem to cry out for a bit of stability. 
That could give the silent and stately Miss 
Megawati an advantage over the erratic and 
combative Mr Wahid, who sometimes gives 
the impression of saying the first thing that 
comes into his head. Yet standing back and 
letting things settle may prove more destabi- 
lising for the world’s fourth-biggest country. 
Many of its troubles, including corruption 
and useless courts, will yield only to firm ac- 
tion. Others, such as Indonesia’s trouble- 
some generals and determined separatists, 
must be tackled with a wider range of politi- 
cal skills than either the president or his dep- 
uty has so far displayed. 

Not everyone is thrilled by Miss Mega- 
wati’s typically Javanese indirect approach. 


ASIA 


For one thing, it reinforces the perception 
that she is more of acrown princess, her only 
political asset her father's name, than a gen- 
uine presidential contender. But though it 
raises fears about how she would govern, 
that cautiousness also has its advantages. If 
she should replace Mr Wahid in a few 
months’ time, her willingness to do it slowly 
and by the book—whether out of caution, 
respect for the rule of law, or, as some say, a 
fear of bad karma—would set a better prece- 
dent than a hastily arranged ousting of Mr 
Wahid. Miss Megawati is said to be haunted 
by the fate of her father, who was kept a vir- 
tual prisoner in Bogor Palace after he had 
been toppled and rarely allowed to see his 
devoted daughter. She of all people has no 
desire for the mistreatment of presidents to 
become a national habit. 

Nor is Miss Megawati’s attachment to 
her father’s legacy entirely bad. She is likely, 
for example, to champion the same secular 
approach to governing the largely Muslim 
country that Mr Wahid has. That, though, 
poses difficulties of its own. For now, she has 
the backing of fiercely Islamist politicians, 
including the constitutional assembly's 
speaker Amien Rais. In 1999, they said that a 
female president was inconsistent with Is- 
lam, and backed Mr Wahid. Now they have 
changed their reading of the texts, but Miss 
Megawati knows that, once they have elimi- 
nated her predecessor, they will eventually 
turn on her: Mr Rais’s huge ambition and 
propensity for plotting is one of the salient 
features of Indonesia’s political landscape. 
The Islamists already have their eye on her 
third husband, Taufik Kiemas. His entrepre- 
neurial flair, it was reported last week, has 
made the two of them the richest political 
couple in Indonesia. 

Besides secularism, Sukarno’s name also 
stands for nationalism and for an uncom- 
promising, centralised approach to Indone- 
sia’s territory. That could lead her to crack 
down harshly on secessionist movements in 
Aceh and Irian Jaya, exacerbating the pro- 
blems there. It will thus be interesting to see 
how she handles the armed forces. Though 
her own supporters have been the victims of 
their past brutality, she has shown few signs 
of reigning them in. The top generals clearly 
prefer her to Mr Wahid. 

Lastly, there are the nagging questions 
about Miss Megawati’s intelligence. Other 
countries have got by with presidents who 
fail tograsp the details, so long as they hold to 
the right principles and know how to dele- 
gate well. But with Miss Megawati, who 
makes George Bush seem like an intellectual, 
Indonesia would be taking a big gamble. Still, 
one of her firmest principles over the past 
two years has been an insistence that she 
would notnegotiate over the presidency, but 
would hold out until she could have it on her 
own terms. As Mr Wahid squirms, that is be- 
ginning to look more clever every day. 

s 
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UNITED STATES 


On target, so far 


WASHINGTON, DC 


George Bush is doing better than some Americans—and most foreigners—give 


him credit for 


66° CHE first 100 days are the most precious 

time in the life of a president to define 
who he is and what he is seeking to achieve.” 
If David Gergen is right (and he served in the 
Nixon, Ford, Reagan and Clinton White 
Houses) then George Bush has a rough time 
ahead. Seen through many eyes, particularly 
foreign ones, he is the most divisive presi- 
dent since Ronald Reagan. 

In the United States, Mr Bush 
gets the standard respect accorded 
new presidents. His opinion-poll 
ratings—63% in a recent Washing- 
ton Post-asc poll—lie between 
those of his father and Bill Clinton 
(whose first 100 days were widely 
admitted to have been ashambles). 
But to the European public he is a 
threat. “Bully Bush” was the head- 
line from one of Germany’s more 
sober newspapers after Mr Bush 
said that America was pulling out 
of the Kyoto accord on climate 
change. According to Gallup, only 
one in four Britons approve of his 
performance. Nobody dares ask 
the Chinese or the French. 

To American conservatives, 
this may be heartening. If Europe- 
ans dislike Mr Bush so much, he 
must be doing something right. But 
the European view is worth taking 
seriously, partly because the presi- 
dent is the leader of the Atlantic al- 
liance, and partly because Euro- 
pean views reflect in exaggerated 
form the criticisms made of Mr 
Bush at home. 

Allof Mr Bush’s critics have tended to fo- 
cus on questions of ideology—particularly 
his conservatism. From a practical view- 
point, though, the issue of technical compe- 
tence— getting his administration up and 
running—has been more important so far. 

Considering that his immediate prede- 
cessors had increasingly difficult transitions 
and that his own transition period wascut in 
half by the Florida recount, one might have 
expected a disastrous start. Instead, Mr Bush 
ran one of the mostefficient transitions in re- 
cent history. The early days of the Clinton 
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administration were spoiled by the settling 
of campaign scores that comes from not 
having a powerful organiser about early. 
Even before he won Florida, Mr Bush had 
appointed a chief-of-staff, Andy Card, with 
Washington experience and clout in the 
White House. He then got all his cabinet 
nominees into place within a month—a no- 
table achievement. 





Since then, the circumstances of his elec- 
tion have since taken a toll. By this stage, Mr 
Reagan had nominated 112 advisers and had 
72. 0f them confirmed by the Senate. The fig- 
ures for Mr Clinton were 92 and 42. The 
numbers for Mr Bush? Sixty and 29. 

In nine of the 14 government depart- 
ments, the secretary is still the only senior 
policymaker confirmed. Mr Bush has only a 
handful of his national security advisers in 
place. Three of the top appointees are ready 
at the state department, two at defence and 
at education, poor Rod Paige, the secretary, is 





the sole appointee in an area which is one of 
Mr Bush’s two top policy priorities. 

In all, Mr Bush has 488 appointments re- 
quiring Senate confirmation, so the 29 he has 
got through is 6% of the total. Judging any 
organisation where 94% of the staff are not 
actually working yet is not easy. The early 
days tell you more about strategy, the gen- 
eral tone and the apparent intentions than 
anything more concrete. If the devil is inthe 
details, we have hardly seen him yet. 

That said, the notion that Mr Bush is “too 
conservative” has taken root deeply and 
quickly enough to be worth worrying about. 
The president is certainly conservative. We 
have his word for it—over and over during 
the campaign. He opposes gun control and 
abortion. His biggest single proposal—for a 
$1.6 trillion across-the-board tax cut—is in 
the line with Reaganite traditions. He has 
proposed reductions in govern=\_ 
ment spending or restraints in 
spending growth that Mr Reagan. 
would have been proud of. 

Less noticed, Mr Bush is pre- 
paring to roll back what conserva- 
tives see as decades of “liberal judi- 
cial activism” (that is, making law 
as opposed to interpreting it). He. 
appointed an extremely conserva- : 
tive senator, John Ashcroft, as his 
attorney-general. He is also filling 
the bit of the administration that 
deals with the judiciary, the White 
House Counsel’s office, with ideo- 
logical soulmates. 

The battle over judicial conser- 
vatism may not erupt in the usual 
way, over a controversial nomina- 
tion to the Supreme Court (that. 
would draw too much fire from 
Senate Democrats). But Mr Bush is 
about to nominate a phalanx of 40 
or so jurists to vacancies in lower 
federal courts as his first salvo in 


the courts for judicial conserva- 
tism. Right-wing lawyers are cock- 
a-hoop. 

By leading with his right, Mr Bush has 


achieved one important political goal: he 


has nailed down his conservative base of 
support. The right in America has always 
been a semi-autonomous movement, just as 
willing to make life hell for a Republican 
president (Mr Bush’s father) as to support 
him. Marshall Wittman of the (conservative) 
Hudson Institute argues that the right now 
feels as if it has been brought inside the 
White House. Conservatives meet every 
Wednesday at the Americans for Tax Reform 
offices to plot how to help Mr Bush. Karl 
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what will be a long war to reclaim- a 
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Rove, Mr Bush’s senior political 
adviser, assiduously cultivates 
this group. 

It is an open question how 


a presidential election, the. 
winner takes all. It is not de- 
signed to embody the full 
range of opinion in the coun- 





long the love-fest will last. Pos- 
sibly, the right will go along 
with Mr Bush only solongas he 
gives them what they want. But 
there are signs that, having es- 
tablished his credentials, Mr 
Bush will be able to move back 
towards the centre without in- 
curring their wrath, negotiat- 
i ing, say, a lower tax cut with the 
Congress, and signing an edu- 

cation bill that junks vouchers 





try. The rest of the system of 
checks and balances is sup- 
posed to do that. Whether Mr 
Bush has been wise to start by 
governing as a conservative is a 
‘question that the rest of his 
term will answer. But it can 
hardly be said that he has of- 
fended against the spirit, and 
still less the letter, of the result. 
That said, his decision has 
entailed an opportunity cost. 








(a conservative cause) and al- 








The election revealed a split 





lows for a big expansion in the 
role of the Department of Education, which 
conservatives once wanted to scrap. In 100 
days, the right has swallowed two “very 
sorrys” to the Chinese and several greenish 
environmental policies (yes, there have been 
some) with barely a peep. 


Right man, right job 

So Mr Bush is a conservative and has conser- 
vative friends. But is he too conservative? 
Obviously, that depends on how much is 
too much. Part of the European distaste is 
connected with his stance on gun control, 
“abortion and, in particular, his unwavering 
support for the death penalty. But this criti- 
cism says more about differences between 
Europe and America than it does about Mr 
Bush. Many Democrats also oppose gun 
control and support the death penalty. 

But the other European gripe, Mr Bush’s 
environmental policy, is also the main rea- 
son why many Americans think he is gov- 
erning more conservatively than he ran. He 
has been widely derided for postponing a 
reduction in the amount of arsenic permit- 
ted in drinking water. 

Still, the notion that Mr Bush is an envi- 
ronmental health warning is just plain 
wrong. His announcement that he was pull- 
ing out of the Kyoto accords did not end 
America’s involvement in that treaty. It has 
been dead ever since the Senate voted 95-0 
against the idea in 1997. Mr Bush has upheld 
regulations requiring diesel fuel to be 
cleaned of most of its pollutants. He upheld 
rules requiring improvements in the energy 
efficiency of domestic appliances (air condi- 
< tioners being a small exception). Excluding 
his preference for some oil drilling in a wild- 
life preserve in Alaska, the main difference 
between Mr Bush and Mr Clinton on the 
environment is that Mr Clinton pretended 
he was green and Mr Bush does not. 

Asimilar view might be taken on his for- 
eign policy. There has been some undiplo- 
matic abruptness (Kyoto, hurling out dozens 
=. of Russians spies, sending Don Rumsfeld, the 

- defence secretary, to be rude about Euro- 
pean plans for a rapid-reaction force). Buton 
the big events, the moderates have been in 
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charge—witness the apologies to China over 
the spy plane, the decision not to sell an Ae- 
gis anti-missile system to Taiwan, and the 
decision announced at the time of the Que- 
bec summit to make getting trade promotion 
a priority this year. This is orthodox Ameri- 
can internationalism of the old school. 

When it comes to his two main domes- 
tic-policy proposals, Bushism is within the 
political mainstream. Last year, the candi- 
dates feuded over whether tax cuts should 
be $500 billion or $1.3 trillion, an insuperable 
gap. Under Mr Bush, Congress.and the White 
House are negotiating on whether the tax cut 
should be $1.6 trillion or $1.3 trillion. That 
shift is Mr Bush’s biggest legislative achieve- 
mentso far. 

On education, he has plunged into the 
mainstream. Stripped of vouchers (as seems 
likely), his education plan will increase fed- 
eral spending on education in exchange for 
lots more accountability in schools. This is 
essentially the Democratic party’s position. 

The more intriguing question is whether 
Mr Bush is too conservative for American 
voters, as judged by the election. The tied re- 
sult, combined with Mr Gore’s taking a 
larger share of the popular vote, led many to 
expect Mr Bush would downplay his con- 
servatism in order to govern from the centre. 

The trouble with this expectation is that 
it is inconsistent with the electoral system. In 





down the electorate’s middle. It 
is unclear whether Mr Bush could have be- 
gun to heal adivision like this in 100 days but, 
at any rate, he has not done it. While 94% of 
Republicans approve of his performance, 
only 39% of Democrats doso(they are almost 
British about it). This is a wider partisan dif- 
ference than even Mr Clinton “enjoyed”. 

Mr Bush has also failed to change the 
public’s mind about which policies really 
matter. Twice as many people still think it is 
more important to provide needed govern- 
ment services than to hold down the size of 
government (admittedly, a false choice). Mr 
Bush’s two main policies—tax cuts and edu- 
cation reform—still rank lower on the public 
scale of importance than holding down 
health-care costs, providing prescription 
drugs through Medicare and reforming So- 
cial Security. In short, he has not altered the 
underlying political landscape. 

And as a result, he has also failed to de- 
liver on his boast that he would “change the 
tone in Washington”. The two parties still 
itch to tear one another apart. He pushed his 
tax-cut proposal through the House of Rep- 
resentatives on a strict party-line vote. At 
most, he has changed the presidential style 
in Washington, eschewing Mr Clinton’s at- 
tention-grabbing antics (relief all round) but 
also mostly eschewing the bully pulpit (a 
possible mistake in the long run). 

In general, though, Mr Bush’s first 100 
days look better than many imagined in De- 
cember. Norman Ornstein of the American 
Enterprise Institute argues that any presi- 
dent would be satisfied if, within two years, 
he had achieved the sort of things Mr Bush 
may well get this year alone: an education 
package that commands bipartisan support 
(still likely); a large tax cut (still possible); plus 
a couple of bills left over from the previous 
administration, such as bankruptcy reform 
and a patients’ bill of rights. 

Indeed, the real doubt about Mr Bush is 
that he may be peaking tooearly. The politics 
of the issues on the horizon are far harder: 
national missile defence, reforming: Social 
Security, reforming Medicare. Those are for 
the next 1,000 days. 
tee en ca ton = 
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Politics in Washington state 


Something 
about Maria 


SEATTLE 


OME 10,000 former dotcom workers are 

looking for jobs in Seattle. Most of them 
are scrambling for work in the remaining 
“new economy” companies or slinking back 
to Microsoft. Then there is Maria Cantwell— 
Senator Maria Cantwell, that is. 

In November Ms Cantwell, a Democrat, 
narrowly won one of Washington state’s two 
Senate seats, defeating Slade Gorton, the Re- 
publican incumbent, by a mere 2,229 votes. 
Her victory, confirmed after lengthy re- 
counts, left the Senate split down the middle, 
with Democrats and Republicans each 
holding 50 seats. 


Ms Cantwell’s victory came chiefly from 
her ability to outspend Mr Gorton, himself a 
prolific fund-raiser, by some $5.2m. She fi- 
nanced the $11.5m campaign almost entirely 
herself, with shares collected as a manager at 
RealNetworks, a Seattle company whose 
software allows people to play music and 
video over the Internet. Ms Cantwell had 
joined RealNetworks in 1994, after a single 
term in the House of Representatives, and by 
early 2000 she was worth about $50m. 

In her campaign, Ms Cantwell vowed to 
work for campaign-finance reform. Mr Gor- 
ton was made to look like a money-grubber 
beholden to any political action committee 
(pac) that would give him money. Not to 
mention, at the age of 72, a little out of touch 
with the digital era when compared with Ms 
Cantwell, who is 42. Mr Gorton represented 
some of the oldest parts of the old economy, 
the interests that chop down trees and put 
big dams in rivers. Ms Cantwell represented 
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everything newer and greener. 
Unfortunately, RealNetworks’ share 
price, as high as $93 early last year, is now 
around $8.60. This has put Ms Cantwell in a 
financial bind. In addition to giving outright 
about $6m to her campaign, she borrowed 
$3.2m, using shares as collateral. When the 
loan came due in March, she was unable to 
repay it all; she still owes about $1.4m. 
Worse, her finances have got her into hot 
water. In mid-April, the National Legal and 
Policy Centre, a watchdog based in Wash- 
ington, pc, filed a complaint against Ms 
Cantwell, alleging that she secured lines of 
credit with insufficient collateral and at low 
interest rates unavailable to normal folk. The 
NLPc also claims that Ms Cantwell did not 
disclose the loans until January—months 
after federal rules stipulate—and suggests 
that she hid the information about the loan 
to avoid a bad press. “She ran on campaign- 
finance reform, but didn’t abide by the rules 





WELLESLEY, MASSACHUSETTS 


ENTION Massachusetts and higher 

education in the same breath, and 
most people—most men, at least—will 
think of Harvard and mir. But ask the gals, 
and they will tell you that Wellesley has 
been just as much a shaper of modern 
American society. 

This all-female liberal-arts college, set 
in gorgeous grounds outside the town of 
the same name, has produced a string of 
notable firsts: America’s first female secre- 
tary of state, Madeleine Korbel Albright 
(Wellesley insists on acknowledging 
maiden names), the first First Lady elected 
to the Senate (Hillary Rodham Clinton) 
and the first female black judge (Jane Bo- 
lin). And although Wellesley does not like 
to boast, which is such a male thing to do, 
other alumni include television presenters 
(Diane Sawyer and Cokie Roberts), film di- 
rectors (Nora Ephron) and even Madame 
Chiang Kai-shek, wife of the founder of 
modern Taiwan—which helps 
explain why a quarter of the col- 
lege’s 2,300 students today are of 
Asian descent. 

Last weekend, Wellesley’s 
women returned in force to cele- 
brate the 125th anniversary of 
their alma mater. They were 
greeted like rock stars—a warning 
toany man thinking that the sting 
has gone out of feminism. During 
speeches by Mrs (Rodham) Clin- 
ton and Mrs (Korbel) Albright, 
girls screamed, surged forward to 
take photographs and cheered 
their every word, especially 
suggestions that they had suc- 





The old-girl network 


ceeded in spite of their husbands. (Mrs Al- 
bright’s scuppered her dream of becoming 
a journalist by refusing to let her join a 
newspaper that competed with his own: 
“For 40 years, I have been working out 
what! should have said to him.”) 

Certainly Wellesley has plenty to be 
proud of. Its graduates believe that the col- 
lege gave them a degree of ambition and 
confidence that would have been impossi- 
ble with men around. “The opportunity to 
have my gender not matter was a huge re- 
lief,” says Martha McClintock, a professor 
of biology and psychology famous for 
discovering that women living together 
menstruate at the same time. (Her male 
counterparts had seen the phenomenon in 
mice, but believed Ms McClintock when 
she presented data from the women living 
in her Wellesley dormitory.) 

Andrea Dupree, the first astronomer to 
get an ultraviolet picture of a star using the 





Who needs balls? 


Hubble telescope, was shocked when a 
male teacher at graduate school asked her 
if she would stay in her profession or have 
children: “No one at Wellesley had ever 
doubted I was serious.” Sandra Lynch, to- 
day an appeals-court judge, had never en- 
countered discrimination until she left 
Wellesley and heard a male law-school 
professor, triumphant after catching a fe- 
male student out, remark: “Well, class, now 
we know why women are not known for 
their beautiful minds.” 

All agree, though, that Wellesley’s 
main advantage is its network of lasting 
friendships. Mrs Clinton chose the college 
in part because she was told that “wher- 
ever you are in the world, a Wellesley 
woman will help you.” She decided to run 
as senator on the encouragement of a 
Wellesley suffragette, Ruth Dyk, who told 
her that the Senate needed more women. 

Wellesley feminism has not always 
been so hardline. Mrs Albright—who tells 
women todo what she didn’t when young, 
and interrupt speakers in meetings—re- 
calls that, in the late 1950s, the height of am- 
bition instilled by the college 
was “to stay at home, become 
fascinating wives and raise 
smart sons”. In her day, clicking 
sounds in class were not from 
lap-tops but from knitting-nee- 
dles, as students made socks for 
their boyfriends. 

Even then, however, Welles- 
ley women did not take many 
things lying down. According to 
tradition, a student could test her 
beau’s love by walking him 
around Lake Waban, the centre- 
piece of Wellesley’s campus, 
three times. If he did not propose 
by the third lap, push him in. 
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It was rough 


JAMESTOWN, VIRGINIA 


OR many Americans, Jamestown is the 

pretty name of a romantic place where 
the first settlers from England happily be- 
gan a new life in a new continent in 1607. 
Just along the James river from Williams- 
burg—the Rockefeller-financed re-cre- 
ation of Virginia’s 18th-century capital— 
Jamestown is often assumed to have been 
a model of pristine colonial grace. In fact, 
archaeologists are discovering in its 
marshy soil new evidence that the first 
days of colonial life may have been even 
harsher than they had realised. 

The Association for the Preservation of 
Virginia Antiquities has unearthed 24 
graves dating back to the state’s origins, the 
contents of which confirm that disease and 
privation nearly wiped out the first perma- 
nent English settlement in the New World. 
Landing in May 1607 at the site they later 
named Jamestown, in honour of their 
royal benefactor, 105 English men and boys 
erected a small fort. Within two years the 
population of James Fort, as it was first 
called, grew to 215. But it was a perilous life. 
Sickness, hunger and Indian attacks killed 
roughly one in four of the little band that 
created the commercial and military core 
of a transoceanic empire. 

The graves have been uncovered in the 
preparations for the celebration of the 
400th anniversary of the founding of 
Jamestown. Some of them appear to have 
been dugin the eight months between Sep- 
tember 1609 and May 1610, the period that 





dressed either because they had to be bun- 


contemporary accounts call the “starving 
time”, when settlers ate rats, dogs, snakes, 
horses and cats. Their discovery is the latest 
development in a continuing reassessment 
of Virginia’s history—and of America’s too. 

At colonial Williamsburg, historians 
now reckon that women andslaves played 
a larger role in 18th-century life than was 
previously assumed. At Jamestown, con- 
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Nothing eate 
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tinuing research—including the discovery 
several years ago of the foundation of 
James Fort—has helped to explode the 
popular myth that the New World was 
tamed by Errol Flynn-like swashbucklers. 
The contorted skeletal remains re- 
cently unearthed suggest that corpses were 
hurriedly interred in shallow graves. Some 
still even wore their clothes, a privilege 
usually reserved for aristocrats and clergy- 
men. Presumably these bodies stayed 


dled underground in a hurry or because 
the survivors, remembering plagues in Eu- 
rope, believed that contagion could be car- 
ried on the garments of the sick. 

The association that has organised 
these grisly discoveries was founded 12 
years ago by Virginia’s so-called first fam- 
ilies to trace and glorify their roles in the 
state’s history. Its diggings have discovered 
that in fact some of the dead of early 
Jamestown were carelessly dumped in the 
ground face down. Christian custom at the 
time required that a corpse be placed on its 
back, with its head pointing to the west.On 
Judgment Day, the rising dead would thus 
face the sun. Not Jamestown’s. 

William Kelso, the association’s chief 
archaeologist, admits that some people 
have long known how tough life was for 
the first settlers. “But when you see the way 
these bodies were buried,” he says, “you 
can’t help but think about what these peo- 
ple must have gone through in a whole dif- 
ferent way.” The causes of death will now 
become clearer. Diseases such as syphilis 
and gout leave traces in the bones. Through 
the new art of DNA analysis, scientists may 
be able to extract from human remains the 
traces of pathogenic microbes, including 
the one associated with tuberculosis. 

And more will be known about the 
brief lives before those deaths. Analysis of 
bones and teeth can reveal the sex and age 
of the dead, what they ate, the state of their 
health, perhaps even where they came 
from. Maybe it will be possible to tell dis- 
tant relatives in today’s England what hap- 
pened to their westward-bound ancestors. 











in place then,” says Doug René of the NiPc. 

Ms Cantwell refuses tocommenton this. 
On April 25th another new senator, Hillary 
Clinton, organised a fund-raising event for 
her beleaguered colleague at her new home 
in Washington, pc. Ms Cantwell still refuses 
to take money from racs, and worked hard 
on behalf of John McCain’s campaign-fi- 
nance reform bill. But many of the same lob- 
byists who put money into racs are now 
writing $1,000 cheques direct to the Cantwell 
campaign account. 

It is hard not to feel sorry for Ms Cant- 
well. An intelligent, hard-working politi- 
cian, she was something of a star in the 
Washington state legislature. True to form, 
she has won seats on important judicial and 
energy committees in the Senate. 

Yet to imply that her woes are the pro- 
duct of bad timing and poor luck misses the 
mark. Indeed, as David Olson, a political- 
science professor at the University of Wash- 
ington, points out, by most measures she has 
been exceedingly lucky. By joining RealNet- 
works (rather than, say, Boeing), she won the 
lottery. Her fortune peaked just when the 
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Senate race was heating up. Without her 
own cash, she would surely have been 
beaten by Mr Gorton. Nowadays, she would 
probably not be running at all. 

That luck may well hold. Mr Gorton, a 
relative moderate, was the exception rather 
than the rule in Washington state’s Republi- 
can Party. Ever since 1988, when Pat Robert- 
son won the state’s Republican presidential 
caucus, the local party has been in the thrall 
of ideological purists. The two most recent 
Republican candidates against Gary Locke, 
the current Democratic governor, could 
muster barely 40% of the vote. The brightest 
Republican spark, Rick White, a moderate 
who defeated Ms Cantwell for her House 
seat in 1994, was himself ousted in 1998. 

Assuming that she can find a way out of 
her difficulties, Ms Cantwell will have five 
years to rebuild her reputation. Should self- 
pity overtake her, she need only look at the 
employment pages of the Seattle newspa- 
pers. A stable job paying $145,100 looks fairly 
attractive to most dotcomers at the mo- 
ment—even if it isin Washington, pc. 

— a 





Fires 
The blaze next 
time 


ONNY O'NEAL is a worried man in what 

sounds like a nice job. He is the supervisor 
of the Okanogan-Wenatchee National For- 
est, a vast swathe of trees, mountains and 
grassland that curves from central Washing- 
ton state to the Canadian border. This spring, 
the snow is only half as deep as usual. The 
spring sun will soon burn it off, leaving the 
Ponderosa pines and Douglas firs tinder- 
dry. “It’s shaping up to be a pretty bad year 
for fires,” says Mr O'Neal. 

Some 40m acres of wildlands are at high 
risk of fire this summer, an area that encom- 
passes chunks of Oregon, Washington, Wy- 
oming, Idaho, Montana and Utah. Recent 
rains have helped to moisten the landscape, 
but forecasters believe that a hot, dry sum- 
mer lies ahead—like last year’s. Then, some 
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of the worst wildfires in decades scorched 
7m acres and destroyed hundreds of houses 
in nine western states. In New Mexico, $1 bil- 
lion in private property was destroyed last 
May when “backfires”, deliberately set by 
firefighters to remove dry underbrush, 
started a blaze that nearly overran the Los 
Alamos National Laboratory. 

Destructive wildfires have become a 
feature of America’s west, and the trend is 
worsening. Forty years ago, 1,000-acre fires 
were considered serious. Now, during a fire 
season such as last summer's, fire crews may 
battle dozens of 5,000-acre fires and leave the 
1,000-acre ones to burn. 

Moreover, many fires today are of the 
worst kind—so-called “crown fires”, which 
climb into the tops of trees, catch the wind, 
and leapfrog rivers, canyons and firefighters 
in a terrifying wall of flame that can reach 
2,000°F. Once a crown fire breaks out, any 
tree in its path is doomed. 

Until a century ago, fires were welcome. 
They passed through most forests every ten 
years or so, cleaning up brush and young 
seedlings while leaving large mature trees 
untouched. Then came European settlers, 
bringing with them livestock—which ate the 
grass that fuelled more frequent fires—and a 
desire to save potentially lucrative trees from 
being burned. 

After 1910, a severe fire year, the nascent 
Forest Service tried to stop the burning. But, 
without fire, forests became overgrown with 


brush and shoulder-high 
stands of “dog-hair” trees. 
This dense thicket dries out 
easily, bursting into flames 
at the touch of a lightning 
bolt or cigarette butt. When 
it does, the flames leap eas- 
ily into the tree tops, start- 
inga crown fire. 

Forest managers are 
looking for help on two 
fronts. One is the weather. 
Summers have been earlier 
and hotter in recent years, 
but there is a chance that 
summer monsoons will 
dampen forests, or that 
lightning will be relatively 
scarce. On the other front, 
Congress late last year ap- 
propriated $18 billion to help firefighting 
crews. With this largesse, forest agencies are 
busily adding new equipment to tackle the 
expected August infernos. 

A good thing? Not everyone thinks so. 
Last year, for instance, firefighting agencies 
spent $1.6 billion. But not a single big fire was 
extinguished by their efforts. At best, fire- 
men were able to make big fires change di- 
rection, and perhaps save a few houses. Oth- 
erwise, the only real salvation was a rain 
cloud. “We're willing to spend $1m to save a 
$10,000 barn,” says Andy Stahl, director of a 
green group in Eugene, Oregon. “It’s nuts.” 





Water, water... 


UNITED STATES 


Perhaps, but it’s also 
profitable. Throughout the 
west, what Mr Stahl calls a 
“fire-industrial complex” 
looks keenly forward to 
each summer season. A fire 
crew of perhaps 300 brings 
with it a logistical tail of 
supply aircraft, equipment 
and food-service vendors. 
And firefighting is one of 
the few budget items that 
Congress leaves as essen- 
tially a blank cheque. A bad 
fire year is good business 
for thousands of people. 

In wilderness areas, say 
some environmentalists, 
fires should be left to burn. 
In time, most forests will re- 
adopt their natural fire cycle and be the bet- 
ter for it. In areas where growing numbers of 
city-dwellers have built rustic cabins— 
places where firefighting is most frantic and 
expensive—Mr Stahl suggests a scheme like 
that covering people who choose to live near 
flood-prone rivers. Forest-dwellers would 
be required to join an insurance pool that 
pays out in cases of fire. If they were burned 
out two or three times, they would have to 
move elsewhere or lose that insurance. “For- 
ests in the west burn,” says Mr Stahl. “It’s a 
fact of living there.” 

a - a 
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And the waters rose, and rose 


MINNEAPOLIS 


PRING in the mid-west 

used to be a long- 
awaited reprieve from 
winter’s harshness. But 
increasingly April is com- 
ing to be the cruellest 
month for much of the re- 
gion. For the third time 
since 1993, record spring 
floods have submerged 
big and unhappy stretches 
of the Great Plains. 

This is the result of a 
once-rare confluence of 
forces. Snow fell liberally 
in the winter, and a warm 
spring melted it quickly. 
Rain, which had also 
poured down throughout 
the winter, briefly paused but then re- 
turned in force this month. All this has 
turned parts of the Great Plains into a land- 
scape more aptly described as Venetian. In 
Minnesota, helped by the rainiest April on 
record, the Mississippi River has reached 
heights not seen since the 1960s. Now the 
flooding has moved south into Wisconsin 











...everywhere 


and lowa. 

In most places the de- 
fences, reinforced after the 
floods of 1993 and 1997, have 
held up fairly well. Where 
floodwalls and dykes 
proved inadequate, sand- 
bags and manpower held 
the line. But one big excep- 
tion is Davenport, lowa, 
which has the dubious dis- 
tinction of being the largest 
town on the upper Missis- 
sippi without a proper 
floodwall. The director of 
the Federal Emergency 
Management Agency has 
admonished the town for 
its omission. Some people 
in Davenport reply that nobody could 
have foreseen a third major flood in eight 
years; but events show they should have. 

The cost throughout the mid-west is 
already stretching into tens of millions of 
dollars. Until the waters subside, sodden 
towns cannot gauge just how much dam- 
age has been done. As the waters rose, the 


army's Corps of Engineers closed 400 miles 
of the Mississippi to all traffic from Minne- 
apolis south to lowa. Farmers up north lost 
large amounts of money as the floods 
halted barges carrying millions of bushels 
of their corn down to the Gulf of Mexico 
and foreign markets. 

Some businesses are trying to move 
their goods by road or rail instead of by 
river. But flooding has made some railway 
tracks between Minneapolis and Chicago 
impassable. And transporting goods by 
road is a lot more expensive than doing it 
on the river. Many businessmen will have 
to wait until barges can ply the river again, 
perhaps some time in May. 

Is the weather alone to blame? Other 
culprits may include farmers who have 
built more and more drainage ditches 
which sweep water away from their crops 
with what now seems unfortunate effi- 
ciency. Some people think the Mississippi 
is too shallow, and want the army’s engi- 
neers to dredge the silt out of it more often. 
Others blame urbanisation, because grow- 
ing cities need more asphalt and other im- 
permeable surfaces which will not absorb 
water that would once have soaked into 
the soil. Whatever the causes, floods seem 
to be getting more frequent. Noah would 
have felt at home in today’s mid-west. 
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thought that the United States would be willing to move 
heaven and earth to make sure that these dreaded words will 
never be heard again—in elections, at least. The Florida recount not 
only subjected the country to weeks of tedious acrimony. It soiled 
the Supreme Court’s reputation, put a question-mark next to the 
name of the new president, and turned the world’s most enthusi- 
astic champion of democracy into a laughing-stock. 

For a while it looked as if change was inevitable. Dozens of 
bills were introduced in Congress and hundreds in state assem- 
blies; the Senate held hearings; Jimmy Carter and Gerald Ford de- 
cided to set up a blue-ribbon committee; the Commission on Civil 
Rights pondered; earnest study-groups spouted at universities 
across the country. 

Yet as Katherine Harris, Flor- 
ida’s secretary of state and the 
woman at the heart of the Florida 
fiasco, testified on Capitol Hill this 
week, the momentum for reform 
is melting like mascara in the rain. 
Congress’s attempt to form aselect 
committee on reform has col- 
lapsed in partisan bickering. Mr 
Ford failed to turn up to the first 
sparsely attended meeting of his 
commission. All around the coun- 
try election officials complain that 
a sagging economy means that 
they lack the money to replace 
punch-card machines with fancy 
new equipment. 

One might have imagined 
that the one boon of the Florida 
mess was that it made electoral re- 
form inevitable. Why has the 
opportunity been squandered? 
Because both the White House 
and Congress have failed to put their weight behind reform. In Mr 
Bush’s case, mentioning Florida has the twin effect of reminding 
voters that his position rests on a disputed election and distracting 
attention from his own agenda. Even so, the president's cavalier 
decision to reject the Federal Election Commission’s request for 
extra money was nothing short of disgraceful. 

Congress’s behaviour is more puzzling. The best that can be 
said for America’s legislators is that they have faced a genuine pro- 
blem of priorities—and then opted to look at campaign-finance 
reform rather than voting reform. The worst that can be said is that 
they are more interested in turf-wars than the state of the coun- 
try’s democracy. The attempt to form a bipartisan committee on 
voting reform was killed by a petty squabble over which party 
should hold the majority. (The Republicans wanted a one-seat 
majority; the Democrats demanded an even split.) 

This petty squabble reflects a deeper division over what is 
wrong with the system. Democrats assume that the real problem is 
“undervoting™: people who fail to get their votes registered either 
because of problems with the machines or because the system is 
rigged against them. Republicans assume that the real problem is 
“overvotes”: people who manage to vote despite the fact that they 
are felons or foreigners, people who vote more than once, people 
who continue to vote even though they have died, and people 
who bother to vote only because local political bosses hand out 
“street money”. Democrats argue that the most important thingis 


Remember Florida, and weep 


] j ANGING or dimpled? Swinging or pregnant? You may have 








to increase turnout. Republicans counter that it is even more im- 
portant toeliminate fraud. 

To be sure, it is not entirely a matter of political will. Two long- 
term headaches have emerged for electoral reform. The first is the 
lack of a simple technological fix for America’s voting problems. A 
study by Caltech and mit produced the surprisingconclusion that 
some new electronic voting systems are more error-prone than 
old-fashioned paper ballots. The mere fact of introducing a new 
sort of technology can lead to a short-term increase in error rates, 
as both voters and election officials try to get used to new gadgets. 
And the cleverest ideas for fixing the system may have unintended 
consequences. Some of the new machines eliminate the need for 
paper records entirely. But then how do you trace errors? Others 
automatically reject ballots that contain undervotes. But what 
about people who didn’t want to 
vote for any of the candidates for 
a particular office? 

The second, larger, problem 
stems from the Supreme Court’s 
decision to end the Florida re- 
count on grounds of “equal pro- 
tection”. No one has quite worked 
out what this means. Does it ap- 
ply only to the recounting of con- 
tested ballots, or throughout the 
voting process? Does it mean that 
states need to design uniform bal- 
lots? Or that the whole country 
needs to introduce a uniform bal- 
lot? And what does it mean for the 
fact that poor people are much 
more likely to encounter difficul- 
ties with registration and faulty 
equipment? 

The Supreme Court was care- 
ful to argue that its ruling had no 
value as a precedent, and states 
are proceeding with their business in their usual piecemeal way. 
But whether the court can defend its bizarre ruling in practice is 
questionable, and pressure groups are rushing to take advantage 
of the judgment to file a blizzard of voting-practice lawsuits that 
only confuse things further. 

So is Washington right to give up the prospect of rational re- 
form and leave voters to throw themselves on the tender mercies 
of Saint Chad? Not a bit. The problems of voting reform are not so 
much fundamental barriers to reform as convenient but flimsy ex- 
cuses for inaction by Mr Bush and Congress. Yes, there are legal 
and technical obstacles; but, at the local level, a few states, includ- 
ing Georgia, California and, thank God, Florida, are engaged in se- 
rious overhauls of their voting systems (Ms Harris is introducing 
machines that may not be perfect but are still improvements). Yes, 
there are party differences; but everybody agrees that something 
needs to be done to fix the mess exposed in Florida. People can le- 
gitimately differ about campaign-finance reform, but nobody can 
legitimately differ about the case for one-person-one-vote. 

Which makes the disdain of Mr Bush and the partisanship on 
the Hill all the more galling. Washington, prompted by the witter- 
ings of the various old worthies, or perhaps by the strafings of 
John McCain, may yet rise to the task. But the odds are against it for 
now. Anyone who expects to go to the polls in 2002 and discover a 
better voting system is liable to be sorely disappointed—and to be 
innodoubt about whom to blame. 
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A cautious yes to 
-pan—American trade 


QUEBEC OTY 


The Quebec summit highlighted divisions in the United States over trade 


policy, and doubts in Latin America 


(ai thousands of protesters who took 
over the old city of Quebec last weekend 
during the third Summit of the Americas 
could claim some small victories. They 
forced minor scheduling changes and a huge 
expenditure of tear gas, and they dominated 
the media images of the summit. Even so, the 
> proposed Free-Trade Agreement of the 
Americas (FtaA), to which they object, took a 
few more steps forward in Quebec. 
All but one among the 34 countries at the 
summit endorsed their trade ministers’ plan 
to complete the Fraa talks by January 2005, 
and to get it started by 2006. In an effort to 
shore up political support for the project, the 
leaders also agreed that countries in which 
democracy had broken down would be ex- 
cluded from future summits—and by impli- 
cation from the FTAA. 
But the summit itself, as well as the prot- 
ests, provided evidence of the difficulties in 
* the path of the Fraa. For a start, the United 
States is divided on trade. George Bush, at- 
tending his first international gathering as 
president, seemed to get on well with many 
of his Latin American counterparts. He ex- 
pressed warm support for the Fraa, an idea 
originally dreamed up by his father. 
Mr Bush committed himself to obtaining 
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from the United States Congress the fast- 
track—he calls it “trade-promotion”—au- 
thority required to clinch trade deals “by the 
end of the year”. That means trying tostrike a 
difficult compromise: many Democrats 
want to incorporate labour and environ- 
mental norms into trade agreements, while 
many Republicans (and developing coun- 
tries) oppose this. 

By setting his own deadline, Mr Bush 
may have given the Democrats a weapon. 
He seemed to concede even more to them in 
saying that he would proceed with the FTAA 
only ifit were combined with “a strong com- 
mitment to protecting our environment and 
improving labour standards”. Robert Zoel- 
lick, his trade representative, said that rather 
than enforcing such standards through trade 
sanctions, he was looking at “incentive 
methods”. Mr Bush’s statement was greeted 
with surprised delight by some critics of 
globalisation, but dismayed free-traders 
who argue that by increasing prosperity, 
trade acts as an aid, not an obstacle, to im- 
proving working conditions and environ- 
mental protection. 

Why the rush to get fast-track? Mr Zoel- 
lick pointed out that Ronald Reagan lacked 
such authority when the Uruguay Round of 


world trade talks was launched in 1986; it 
was more important, he argued, to have it at 
the time of any agreement. But Mr Bush may 
not be around to sign the FTAA in 2005, still 
less a new global trade deal. That may be 
why he seems keen to strike bilateral deals: 
talks on one such with Chile were begun in 
December by the Clinton administration. 
Mr Bush said that it was “very possible” that 
the United States would discuss a bilateral 
trade agreement with Central America. 

The summit also showed that not all the 
Latin American countries view an FTAA, Or 
closer political ties, with unalloyed enthusi- 
asm. But only President Hugo Chavez of 
Venezuela is opposed. He also refused to 
support the summit’s “democracy clause”, 
on the ground that “representative democ- 
racy has been a trap for Venezuela”; he pref- 
ers “participatory democracy”. 

In a speech in which he showed off his 
fluency in four languages—while Mr Bush 
struggled with one—Fernando Henrique 
Cardoso, Brazil’s president, set out his coun- 
try’s position: yes to the FTAA, but only if it 
includes changes to the United States’ anti- 
dumping rules, a reduction in non-tariff 
barriers and in farm subsidies. And he was 
withering about rich countries’ efforts to 
turn concern for labour and the environ- 
ment intoa pretext for protectionism. 

Many smaller countries in Latin Amer- 
ica and the Caribbean are apprehensive 
about their ability to compete with the Un- 
ited States. Others worry about financial in- 
stability, such as that in Argentina (see page 
77). Vicente Fox, Mexico's president, pro- 
posed a European-style “social cohesion 
fund”, to be paid for by a 5% cut in defence 
spending, But there is no chance of the Un- 
ited States’ accepting that. Pierre Pettigrew, 
Canada’s trade minister, acknowledged that 
the gains from trade may not disperse 
quickly without a helping hand, but that, he 
argues, is a matter for social policy in each 
country, not something to be written into 
trade agreements—as some protesters want. 


The people protest, some of them 


Canada had done its best to deflect the prot- 
ests. The government helped to pay for an al- 
ternative “people’s summit” involving a va- 
riety of pressure-groups. It even helped to 
organise a peaceful protest march, which at- 
tracted some 25,000 people. But its decision 
to build a five-kilometre (three-mile) chain- 
link fence sealing off the centre of the old city 
of Quebec created an unfortunate symbol of 
exclusion. In the name of “transparency”, 
Canada organised a meeting between trade 
ministers and “civil society” groups, but 
promptly ejected journalists from it. Still, the 
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leaders did agree to make public a draft of the 
FTAA agreement. 

Some of the protesters are old-fashioned 
protectionists, such as the American steel 
workers who want curbs on imports from 
Brazil. Others see the FTAA as dreamed up by 
American multinationals, and worry that it 
involves a loss of national sovereignty. If 
other countries see this as “a new form of im- 
perialism, we're not going to be successful,” 
Mr Zoellick conceded. 

Several Latin American presidents of- 
fered to help Mr Bush by lobbying the Un- 
ited States Congress. But they will also have 
to convince their own voters that trade is in- 
deed a powerful instrument for economic 
growth, and that the losers will be helped. To 
prepare for the Fraa, Latin America needs to 
invest in infrastructure, its private busi- 
nesses need to become more competitive, 
and “we need some safety nets and retrain- 
ing”, says Enrique Iglesias, the president of 
the Inter-American Development Bank. 

In answer to the protesters, all the presi- 
dents stressed their democratic credentials. 
Certainly, the “democracy clause” could 
help to prevent a return to authoritarian rule 
in Latin America. But will the leaders have 
the courage to apply it—for example, against 
Mr Chavez, were he to transgress democratic 
norms in future? They did agree to send a 
mission to Haiti, where opponents claim an 
election last year was dubious. 

It was not encouraging that the summit 
largely ignored the problems of Colombia, 
where democracy is threatened by drug- 
financed guerrillas and paramilitaries; the 
leaders merely issued a bland statement 
supporting Colombia’s government. Mr 
Bush did discuss his plans for extra anti-drug 
aid to Colombia’s neighbours. But there was 
nodiscussion of the wisdom of a general war 
against drugs in Latin America. 

The costs of that war—and the depth of 
the United States’ involvement in it—were 
highlighted by the deaths in Peru on April 
2oth of an American missionary and her 
baby. They were killed when an air-force jet 
shot at their aircraft, confusing it with a drug 
plane. The missionaries’ aircraft had been 
spotted by an American spy plane. Ameri- 
can officials claimed that the Peruvian jet 
had fired without following agreed proce- 
dures for identifying suspicious aircraft and 
forcing them to land. Peru said an investiga- 
tion should precede assignments of blame. 
The surveillance flights, which have resulted 
in 30 planes being forced down or shot at 
since 1995, have been suspended. 

Latin Americans need no reminders that 
the drug war has many innocent victims. 
And whatever their doubts, they and the 
United States left Quebec committed to pro- 
ceeding with the Fraa. They will discuss it 
again at their next summit, to be held in Ar- 
gentina, perhaps in 2003. No doubt the prot- 
esters will be back, too. 
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Venezuela 


Back to the soil 


CARACAS 


HE issue of land rights is dear to the heart 

of Hugo Chavez, Venezuela’s president. 
He was born and brought up in Barinas, a 
farming state. But his country is mainly ur- 
ban; only 12% of the population live in the 
enormous hinterland of llanos and jungle. 
With so much space, there should be no 
agrarian problem at all. But there is, and Mr 
Chavez wants to fix it. 

According to Julio Mora, head of the Na- 
tional Agrarian Institute, half of the coun- 
try’s 500,000 or so farms occupy just 1.6% of 
the arable land. At the other end of the scale, 
1% of the farms account for over 46% of the 
land. That is despite 40 years of “land re- 
form” under a discredited two-party system 
swept aside by Mr Chavez's election victory 
in 1998. Rural poverty is worse than ever. 

The president has sworn to abolish the 
latifundio (big estate), “or stop calling myself 
Hugo Chavez”. But after more than two 
years in power, his government has yet to 
produce the final text of a land-rights bill. 
The confusion has been magnified by the 
frequent leaking of draft versions. 

Venezuela has nothing like Brazil’s large 
and well-organised landless movement. But 
inspired by their heroin the presidential pal- 
ace, scattered groups of land-hungry peas- 
ant farmers have taken matters into their 
own hands. According to Fedenaga, the cat- 
tle ranchers’ federation, 139 farms have been 
invaded, though the government says this 
figure is an exaggeration. 

From the start, Mr Chavez said he would 
not use the National Guard to evict squatters. 





He has threatened to limit the size of farms 
and accused (unnamed) landowners of rely- 
ing on “bogus” title documents. But the 
question of title is a tricky one, in a country 
where land registries are chaotic and most 
land has not been surveyed—including that 
belonging to the National Agrarian Institute, 
the country’s biggest landowner. 

By calling into question existing titles, 
farmers say, Mr Chavez is undermining the 
constitutional right to private property, en- 
couraging squatters and discouraging pro- 
ductive investment. Officials counter that 
they do not intend to seize productive land, 
and that compensation would be paid for 
any expropriation. 

In fact, the traditional latifundio, with its 
tied labour, was already almost extinct even 
before the last land-reform law, of 1961, ac- 
cording to Mr Mora, of the institute. Fede- 
agro, the farmers’ federation, blames any idle 
land on the government's lack of an agricul- 
tural policy. Credit is expensive, and an 
overvalued currency makes imported food 
cheaper than home-grown varieties. 

Matters came toa head last month, when 
a landowner was murdered in a still-murky 
incident apparently involving squatters. Fe- 
denaga announced that it was setting up a 
fund for mutual aid against land invasions. 
“Wherever there is an invasion and the state 
does not ensure compliance with the law, 
we—duly organised—will do so,” said Jose 
Luis Betancourt, Fedenaga’s president. That 
provoked Mr Chavez to warn anyone pro- 
moting vigilante groups that he would be 
sent to prison. His defence minister with- 
drew a promise to allow landowners to re- 
new their gun licences. 

The landowners do not question the 
right of landless peasants to a plot of land. 
But they say that squatters are often manip- 
ulated by developers, or 
even by corrupt local offi- 
cials of the institute. They 
often invade productive 
farms, or divide up land on + 
the edge of towns for urban 
plots. Many business peo- 
ple worry that Mr Chavez’s 
incendiary speeches, in the 
absence of firm proposals 
for rural development, 
merely foment violence. 

Rains are due next 
month, and with them the 
planting season. But politi- 
cal uncertainty is making 
farmers reluctant to invest. 
The government has prom- 
ised a debate on the issue, 
butonly after the bill is pub- 
lished. When will that be? 
An adviser to Fedenaga 
complains: “So far there 
have been eight drafts, and 
every one is different.” 


—a Still searching for Chavez’s promised land a 
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Mending Sao Paulo’s broken heart 


SAO PAULO 


HE crumbling Luz railway station in 

Sao Paulo, whose centenary is on May 
ist, is emblematic of many things: Brazil’s 
neglect of public transport and of historic 
buildings; the vanished influence of the 
British, who built the station and many of 
South America’s railways; and above all 
the decline of Sao Paulo’s city centre. 

A forgotten cousin of Britain’s Victor- 
ian stations, Luz was shipped across the At- 
lantic in pieces, taking six years to assem- 
ble. It was restored after a big fire in 1946, 
the year the British-run railway was na- 
tionalised. But decades of neglect and bad 
city government followed. Sao Paulo re- 
mained Brazil’s industrial and financial 
powerhouse, but its centre hollowed out as 
banks and businesses fled to new districts. 
The station was left rotting and underused. 
It became known as “crack-land” after the 
drug addicts who roamed around it. 

Other Brazilian cities, such as Salvador, 
have become tourist magnets by restoring 
their colonial-era historic centres. Much of 
Sao Paulo’s colonial architecture was long 
since demolished to make way for sky- 
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scrapers, but the city centre still has some 
interesting buildings. In recent years, Viva 
OCentro (Long live the city-centre), a pres- 
sure-group backed by businesses that have 
not fled, has persuaded the city, state and 
federal governments to revamp some of 
these. Another city-centre railway station, 
Julio Prestes, has been turned into a con- 
cert hall; a disused office building has be- 
come a shopping mall. On April 2ist, an- 
other century-old building, formerly a 
bank, reopened as an arts centre. 

Now Luz station may also be saved. 
Last month, the charitable arm of Globo, a 
Brazilian media empire, agreed to raise 17m 
reais ($8m) to repair the station buildings, 
and turn them into a centre celebrating the 
Portuguese language. Sao Paulo’s state gov- 
ernment is extending the rail and metro 
lines that pass through the station. That 
should triple the number of passengers 
who use it each day to 500,000. A “cultural 
tram” line will be built linking Luz to the 
other restored buildings. 

Nevertheless, reviving Sao Paulo’s cen- 
tre is not easy. Even BankBoston, one of the 








founders of Viva O Centro, is vacating 
some of its buildings there, and moving 
staff to one of the newer business districts 
(“to follow our customers”, it says). But at 
least a start has been made in turning the 
city centre into somewhere worth taking 
the train to once again. 








Canada 
Duopoly 


MONTREAL 


RE Canadians being deprived of a plu- 
ralist choice of media outlets? A recent 
flurry of acquisitions and mergers means 
that in English-speaking Canada all but one 
of the main newspapers now belong to a 
television or telecoms giant, while in Quebec 
both of the province's two private television 
networks are in the hands of Quebecor, a 
newspaper and printing firm. 

In Montreal, Canada’s second city, Que- 
becor owns the most popular French-lan- 
guage newspaper in addition to its television 
channels. CanWest Global Communica- 
tions has a similar grip on the English-speak- 
ing market in Montreal: it owns the lone Eng- 
lish daily as well as one of two private 
English-language television stations. Indeed, 
CanWest’s grip extends across the country: 
in most big cities it owns at least the domi- 
nant paper and one of the top television sta- 
tions. In Vancouver, the third largest city, it 
owns both daily newspapers and two of the 
top three stations. 

Government-appointed committees 
have fretted over the issue but done little, 
though CanWest was pressed by the broad- 
casting regulator into selling television sta- 
tions in both Montreal and Vancouver this 
month. But the Liberal government of Jean 
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Chrétien seems to have lost interest after the 
retreat of Hollinger, owned by Conrad Black, 
which published over half of Canada’s daily 
newspapers. Mr Black, a conservative, used 
his papers to express his contempt for the 
prime minister. But last year he sold most of 
them, to government allies (the English ones 
to CanWest, the French ones to a company 
controlled by Mr Chrétien's in-laws). 

The most visible impact of “cross-own- 
ership”, which is restricted in most de- 
veloped countries, has been shameless pro- 
motion in the newspapers of their sister 
stations’ programmes. The quality of news 
coverage also seems set to suffer. At least one 
“converged” company is looking at having 
its journalists do double duty, for both print 
and television. And the media barons are not 
shy about using their organs for politicking. 





CanWest is controlled by the Aspers, a 
Liberal family. Last month, the editors of its 
newspapers were reportedly instructed to 
avoid talk of an imminent recession (in case 
that might hasten one), and to provide pro- 
Israeli coverage of the Middle East. Criticism 
of the broadcasting regulator was also said to 
be off-limits. CanWest’s television li- 
cences—vital to the company, especially 
now as it struggles with debt taken on to buy 
the newspapers—are up for renewal. 

Neither is Quebecor free from political 
ties. One of the world’s largest printing com- 
panies, it has received much investment 
from the Caisse de dépôt et placement, the 
provincial pension fund. The firm has 
backed independence for Quebec. After the 
death of its founder, however, his son, 
Pierre-Karl Péladeau, began making federal- 
ist noises. But these died down after the 
Caisse financed Quebecor’s purchase of Vi- 
déotron, the dominant cable company in the 
province and the owner of its most-watched 
television network. Now Mr Péladeau argues 
that Quebec needs strong media companies 
to protect its language and culture. 

Critics disagree. The strict controls on 
foreign ownership of Canada’s media are 
bound to be relaxed soon, they say. That 
could make companies like Quebecor and 
CanWest irresistible targets. “Time Warner 
or Bertelsmann could swallow them without 
a burp,” says Paul Boin of the Campaign for 
Press and Broadcasting Freedom. 

a 
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Columbia Executive Education 


Translate learning into superior performance. We set the global standard for success—for individuals 


COLUMBIA 
BUSINESS 
SCHOOL 


and organizations. Our approach is concrete, specific and designed for immediate results. You share 


challenging situations from your experience—we give detailed feedback from faculty who work at the 
dynamic intersection of teaching and consulting. We will give you the ideas and tools you need to 


power your performance. 


The Columbia Senior 
Executive Program 
[Sep 30~-Oct 26] 


Strategy Formulation and 
Implementation [Jul 15-27] 


Executive Development 
Program: The Transition to 
General Management 

[Oct 28-—Nov 9] 


Emerging Leader 
Development Program 
[Dec 2-7] 


Fundamentals of 
Management: Highlights from 
Columbia’s Core MBA 
Curriculum [Sep 16-28] 


Leading and Managing People 
(Jul 8-13] 


Leading Entrepreneurial 
Change in Organizations 
[Sep 9-14] 


E-Business: Creating 
Strategic Advantage 
[Jun 4-6] 


WWW.GSB.COLUMBIA.EDU/EXECED 
800-692-3932 EXT. 135 | 212-854-3395 EXT. 135 


GD Valuing Technology 
and internet Ventures 
[May 34-—Jun 1] 


Competitive Marketing 
Strategy & Applications 
Workshop [Jun 18-22] 


CED Pricing to Win: Strategy 
and Tactics [Jun 7-8] 


Sales Management [Jun 3-8] 


Key: Account Management 
[Sep 23-28] 


Finance and Accounting for 
the Nonfinancial Executive 
[May 14-18] 


Mergers and Acquisitions 
[May 14-16] 


Value Investing (Jun 11-12] 
Measuring and Managing 
Market and Credit Risk 

(Jun 13-14] 


Managing Interpersonal and 
Group Dynamics [Jun 18-20] 
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Israeli settlements and the 
Palestinian uprising 


EAST JERUSALEM 


The Palestinians’ precondition for a ceasefire is a freeze on settlements 


ESPITE being written off as stillborn, the 
peace plan presented last week by 
ypt and Jordan, and approved by Yasser 
Arafat, still flickers with vestiges of life. Ariel 
Sharon’s instinct was to dismiss it out of 
hand but on April 22nd, perhaps chastened 
by his ticking off from America for sending 
tanks into Gaza, Israel’s prime minister de- 
scribed the plan as “important”—so long as 
its content were “changed somewhat”. Shi- 
mon Peres, his foreign minister, is to discuss 
such changes with both Egypt and Jordan. 

The plan calls for a series of confidence- 
building measures, including the renewal of 
Israeli-Palestinian security co-operation and 
the lifting of the siege in the West Bank and 
Gaza. All this is designed to beat a path back 
to political negotiations. But, for Palestin- 
ians, the most important confidence- 
builder in the plan is its call for a “total and 
immediate freeze on all settlement activities, 
including those in East Jerusalem”. This is 
also, presumably, one of the clauses that Mr 
Sharon will try to get changed. But if there 
was one thing above all others that under- 
mined the Palestinians’ trust in the Oslo 
peace process, it was Israel's policy of build- 
ing and expanding settlements. 

During Oslo’s seven-year era, the num- 
ber of settler houses and flats grew by 52%, 
swelling the settler population in the West 
Bank and Gaza from 115,000 in 1993 to 
200,000 in 2000. These figures do not include 
the 180,000 settlers who live in occupied East 
Jerusalem. “With the removal of the army 
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from cities, settlements became the Palestin- 
ians’ first-hand experience of the occupa- 
tion,” says Menachem Klein, an Israeli politi- 
cal scientist who served as an adviser to 
Ehud Barak’s government. “And what they 
saw was their expansion on every hill-top.” 

Thus, when the Oslo accords were en- 
gulfed by the flames of the intifada, the fir- 
ing line was in or near the settlements. In the 
seven months of the latest uprising, Palestin- 
ians have launched mortar attacks on the 
settlements in Gaza, have fired machine- 
guns atsettlements, such as Gilo, in East Jeru- 
salem, and have ambushed vehicles on set- 
tler roads in the West Bank. Of the 43 Israeli 
civilians who have been killed since Octo- 
ber, about half have been settlers. 

Palestinian militants justify these at- 
tacks as a way of “deterring” ordinary Israelis 
from settling on the land that the Palestin- 
ians see as their future state. By that measure, 
the Palestinians can claim that their strategy 
seems to be working. In September 2000, Har 
Homa, a new settlement on the southern end 
of East Jerusalem, had been partly built, 
with 2,300 apartments on the market. But by 
April 2001, only 650 of these flats had been 
sold, a downturn in demand that corre- 
sponds to the upsurge in armed revolt. 

But though fighting may deter buyers, it 
does not stop construction. According to Is- 
rael’s Peace Now movement, there are now 
6,000 housing units being built in the occu- 
pied territories. In March, Israel's Jerusalem 
municipality approved the construction of 
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another 2,832 new houses at Har Homa, de- 
spite the vacancies in its existing stock. In 
April, Israel’s Housing Ministry tendered 496 
houses at the mammoth settlement of Maale 
Adumim, despite the 1,610 units still unsold 
there. Both Har Homa and Maale Adumim 
are settlements with strong political under- 
pinning, whose status remained stubbornly 
unresolved in the “final-status” talks with 
Mr Barak. 

Palestinians have more immediate rea- 
sons for wanting a freeze. In the first week of 
April, the Israeli army demolished 25 Pal- 
estinian houses in the West Bank, and issued 
orders for the razing of 19 in East Jerusalem. 
In all these instances, says the army, the 
houses were built without permission. 

But the Palestinians argue that the 
houses in the West Bank were removed be- 
cause they were preventing a widening of 
existing Israeli settlements, and that at least 
some of the houses in East Jerusalem were 
marked for destruction because they lay 
athwart plans for yet another new ring road 
round the city. These roads are designed to 
lock Israeli settlements in an urban grid, and 
to sever Palestinian villages in the munici- 
pality from their West Bank hinterland. 

Ifonly there could be a settlement freeze, 
say thoughtful Palestinians, Mr Arafat could 
sell a ceasefire to his people without incur- 
ring the charge that the intifada, and the 400 
Palestinian lives it has so far claimed, have 
been in vain. “We can have negotiations,” 
says Marwan Barghouti, one of Fatah’s fore- 
most West Bank leaders, “but we cannot 
have a situation where we negotiate on the 
one hand and Israel builds settlements on 
the other. Those days are over.” Without a 
freeze, nationalists and Islamists seem deter- 
mined to fight on. But the refusal of Islamists 
to distinguish cities inside Israel from settle- 
ments outside risks turning a national con- 
flict into ethnic-religious carnage. 

= = 
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INTERNATIONAL 
Ghana 


Model country loses marks 


The new government faces an economic mess 


HE brief arrest on April 16th of Victor Se- 

lormey, a finance minister in the Ghana- 
ian government that was defeated in De- 
cember’s election, was not unexpected. Most 
incoming governments are swift to blame 
their predecessors for all ills. Indeed, in op- 
position, John Kufuor had persistently criti- 
cised government corruption. And when he 
took over in January, he found the books, 
and the economy, in a horrible mess. 

Mr Selormey, who was detained for a 
short time only and has not been charged, 
seems to have been arrested in connection 
with some allegedly illegal 
business last year, involv- 
ing the transfer of $2.5m toa 
company that is said not to 
exist. A former trade minis- 
ter and two officials have 
also been questioned. But 
Ghanaians might well have 
expected more arrests by 
now: the country’s lively 
media have been busily 
happy exposing corruption 
in high places. 

Mr Kufuor has good 
political reasons for mov- 
ing cautiously. His prede- 
cessor, Jerry Rawlings, had been in power 
since 1981 and the upper tiers of the police, 
army, security services and parts of the civil 
service were built round personal loyalty to 
the president. No one was sure how the 
changeover would go. So far it has been 
smooth. Mr Kufuor has replaced the most se- 
nior officials with his own supporters. But 
digging into past misdeeds and sorting out 
Ghana’s finances could yet stir danger. 

The Rawlings regime began as a populist 
radical movement set on stamping out cor- 
ruption and imposing strong central control. 
But Ghana’s economic destitution forced it 
to obey the aid donors’ demands for free- 
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Can Kufuor do better? 





market reforms. Mr Rawlings switched di- 
rection and aid poured in. By the end of the 
1980s, Ghana was being declared a success 
story and held up as a model reformer. 

But in the 1990s reform got bogged down 
in the thickets of privatisation. The govern- 
ment found itself having to dismantle or sell 
off state-owned companies and institutions 
in which the ruling party’s members and 
supporters had vested interests. The much- 
promised diversification to reduce the coun- 
try’s dependency on gold and cocoa exports 
never happened. 

By the time of the De- 
cember election, high oil 
prices, combined with low 
cocoa and gold prices, were 
costing the country mil- 
lions of dollars. Unwilling 
to make voters pay the full 
price of fuel, the govern- 
ment paid half of it, a sub- 
sidy that cost about $25m a 
month. To cover this, the 
government borrowed 
wildly, raising interest rates 
to 50% and sending infla- 
tion as high as 40%. 

Itthen tried to maintain 
confidence in Ghana’s currency by prevent- 
ing people from swapping their cedis for 
dollars. But this measure, by creating a dollar 
black market, had the opposite effect: last 
year the cedi lost more than half its value. A 
generous pre-election 20% pay rise for civil 
servants meant even more borrowing, and 
the government now spends over a third of 
its revenue on servicing its domestic debt. 
Another third goes on servicing foreign debt. 

In February the new government took 
the tough decision to raise the price of fuel by 
64%. Since almost everything that is bought 
and sold in Ghana is affected by the fuel 
price, this has added about 10% to the infla- 
tion rate. The government has also frozen 
spending, and loosened restrictions on the 
currency, allowing it to stabilise. In addition, 
it has reviewed the privatisation pro- 
gramme, creating a special ministry to assist 
the country’s private sector. 

Mr Kufuor’s most controversial measure 
has been to accept the Highly Indebted Poor 
Countries (H1PC) arrangement with the mr 
and World Bank. This will give Ghana relief 
on its $5.8 billion foreign debt. Good idea, 
and why wasn't it done before? outsiders 
may ask. The answer is that Ghanaians are a 
proud lot. Seeing the arrangement as an ad- 
mission of failure and a declaration of bank- 
ruptcy, they protested so loudly that the 
government, though still going ahead, was 
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obliged to issue an apology. The more 
worldly-wise also pointed out that Japan, 
Ghana’s biggest aid donor, would not lend to 
countries that have received npc debt relief. 

Mr Kufuor’s government blames its 
predecessor for the pain. But some Ghana- 
ians ask why theme and the World Bank al- 
lowed their prize pupil to create such havoc. 
= 





South Africa 


Trouble, trouble 


JOHANNESBURG 


UST as the South African government was 
j eee victory over the 39 international 
drug companies that had gone to court to 
protect their intellectual-property rights, it 
found itself grappling with two nasty 
embarrassments in the bosom of the family. 
The first concerned an alleged plot in the rul- 
ing African National Congress to oust its 
leader, President Thabo Mbeki. Three prom- 
inent ANC members—one of whom, Cyril 
Ramaphosa, had been Mr Mbeki’s main ri- 
val in the succession to Nelson Mandela— 
were said this week to be under investigation 
by the police, though for what was not clear. . 
But with Mr Mbeki himself speaking of con- 
spiracy, it was all too apparent that the se- 
nior reaches of the anc were in disarray. 
The other embarrassment concerned the 
intensification of long-running accusations 
of corruption. It all began last year, when 
Tony Yengeni, the anc’s chief whip, boasted 
thatin his Mercedesit “feels as though you're 
flying in a jet.” He may now be wishing he 
had kept quiet. Laborious digging by the 
Sunday Times, a local newspaper, revealed 
that the car was originally ordered as a staff 
car by a company that benefited from an 
arms deal with the government last year. Mr 
Yengeni denies any wrongdoing, saying that 
he bought the car himself. The Sunday Times 
alleges that he started paying for the car only 
after rumours began to circulate that he had 
received it as a bribe. 
The scandal over South Africa’s arms 
procurement grows by the day. One of the 


THE ECONOMIST APRIL 287TH 2001 





‘companies involved, raps, admitted this — 


~ month that it had “rendered assistance to 
approximately 30 vies in the past three years 


in obtaining vehicles.” Opposition members . 


_ Of parliament allege that the arms. deal, 


worth some 50 billion rand ($6 billion) all - 


told, was marred by backhanders. 

The government's response has been to 
_ Stall, bluster and accuse its accusers of rac- 
_ ism. The senior anc. member of the par- 
_ hamentary committee that oversees public 
__ spending, whocalled last year for an investi- 
_ gation into the arms deal, was purged in Jan- 
-uary. A probe is proceeding, but the most ef- 
-fective watchdog, the Special Investigating 
Unit, has been excluded. 

Was Mr Mandela exaggerating when he 
lamented last month that his people, when 
they got the chance, turned out to be “as cor- 

- rupt as the apartheid regime”? Comparison 
with the old days is tricky, because the new 





government has set itself higher gandard 


And, by regional comparison, South Africa 
- does not seem particularly corrupt. Ordin- 


ary South Africans are not bombarded with 
demands for bribes by policemen and cus- 
toms officers. The cabinet is not stuffed with 
crooks, and there is no suggestion that Mr 
Mbeki isanything butclean. But at lower lev- 
els, graft appears common. 

Money often seems to vanish from the 
coffers of provincial governments. In the 
Eastern Cape, for example, one of the poor- 
est of South Africa’s nine provinces, ten out 


of 14 provincial departments, responsible 


for 97% of the budget, failed tosubmit proper 
accounts for 1998-99 to the auditor-general. 
This failure was largely due toa lack of quali- 
fied accountants, a national problem. But 
such laxity creates opportunities for light- 
fingered bureaucrats. 

South Africa has excellent regulations on 


‘the probity expected of public employees. 
But enforcement is feeble. After a tip-off 
from a bank, a senior member in the ac- 
counts division of an Eastern Cape depart- - 
ment was arrested in 1996 for allegedly em- 
bezzling ım rand. But the case was dropped 
and the woman in question kept her job. 

The government's policy of “affirmative 
procurement” complicates matters. Public- 
works contracts are not supposed to be 
awarded simply to the best bidder. Prefer- 
ence must be given to black-owned firms. 

Furthermore, the fact that white-owned 
firms néed black partners to win govern- 
ment business tends to enrich those with 
ruling-party connections. Perhaps this is in- 
evitable. White firms look for educated, 
articulate black partners. Even so, it grates 
that senior officials so rarely seem embar- 
rassed by apparent conflicts of interest. 








CAIA, MOZAMBIQUE 


NLIKE the diseases they thwart, vac- 

cines do not travel well. From the mo- 
ment they are created until they are thrust 
into bawling babies’ arms, most vaccines 
must be kept cold. If not, they spoil. In rich 
countries, this presents few problems. Phi- 
als of vaccine leave the factory in a refriger- 
ated truck, travel along smooth roads to a 
pharmacy, and are shoved into another 
fridge. But keeping the “cool chain” intact 
in hot poor countries is much harder. 

Take, for example, the vaccines dis- 
pensed at a camp for flood victims near 
Caia, a hamlet in central Mozambique. The 
camp’s inhabitants were poor before swol- 
len rivers destroyed their houses in Febru- 
ary. Since then they have lived on donated 
food, under plastic sheets. But their chil- 
dren are now being immunised. 

The vaccines come with difficulty. 
They cannot arrive by rail from the port of 
Beira because the railway bridge at Caia is 
still collapsed, having been twice blown up 
during the country’s civil war. So they are 
flown from Europe to Maputo, Mozam- 
bique’s capital, in cool boxes. They are then 
swiftly transferred to a smaller plane, and 
flown to a rough airstrip near Caia. There 
they are loaded on to a small truck, and 
raced to a clinic. Large sections of the roads 
were washed away by the floods, and if 
drivers swerve into the bush to avoid the 
deepest potholes, they risk hitting a land- 
mine. Eventually, the vaccines are tucked 
away in a kerosene-powered fridge—elec- 
tricity comes only fitfully to Caia. 

Given such problems, it is no wonder 
that so many children round the world are 

Not immunised. By one estimate, a child 
».dies every ten seconds from a disease that 
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Jabs for babies in hot poor places 


could have been averted by vaccination. 
By another estimate, every $300 spent on 
vaccination saves a life. As recently as 1974, 
only 5% of children were immunised 
against the six main vaccine-preventable 
diseases: polio, diphtheria, whooping- 
cough, tetanus, measles and tuberculosis. 
By 1998, 74% were getting a jab. The chal- 
lenge is to protect the last quarter, almost 
all of whom live in poor countries. 

A donation of $750m from the Bill and 
Melinda Gates Foundation helped to kick- 
start a group called the Global Alliance for 
Vaccines and Immunisation (GAv1) in 1999. 
Other donors chipped in, and Gav: has 
moved swiftly to get more babies jabbed. 
Poor countries with inadequate immuni- 
sation apply for help. Of the 74 countries 
GAvi deems poor enough, a third have so 
far received pledges of help. The first con- 
signment of Gavi vaccines arrived at Caia 
on April éth. 

To qualify for help, countries must 
show that they are eager and competent to 
run vaccination programmes. They receive 
vaccines and logistical help up front, and 
are rewarded if they raise the proportion of 
children immunised. If they make a mess 
of things, support is withdrawn. 

How countries achieve the targets is up 
to them, but Gavi spreads word of ideas 
that work. One such is syringes that can be 
used only once. In Africa, improperly ste- 
rilised needles can make hospitals as risky 
as brothels, but merely telling people not to 
use needles twice is not always enough. 
However, syringes with plastic ratchets 
that stop the plunger from being pulled 
back twice are foolproof, and cost only a 
few cents each. 








Other good ideas include the use of | 
combined vaccines. Delivery of vaccines 
can be made more reliable by devolving 
responsibility to local government, or by 
hiring private courier firms, which has 
worked well in Zimbabwe and Burkina 
Faso. For vaccines that do not need refrig- 
eration, it may be possible to hitch a rideon 
Coca-Cola trucks, which reach places not 
even marked on maps. Most importantly, 
because Gavi buys lots of vaccines over 
several years, itcan demand low prices. 

War is a hurdle. Foreign health workers 
hesitate to work in Angola or Congo for 
fear of violence. Natural disasters are sim- 
pler to tackle. Mozambique’s floods were | 
awful: food became so scarce that dogs | 
were stealing maize husks. But because so 
many country people were assembled in | 
camps, it was easy to vaccinate them. And | 
nurses handed out plastic wallets for im- 
munisation cards, so that they will not get 
wet come the next inundation. i 
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Patents and Public Health: 
a Good or Bad Mix? 


By Dr. Harvey Bale 


ome activist groups that oppose “globalisa- 

tion” have campaigned publicly against the 

alleged deleterious effects of pharmaceutical 
patents on access to medicines, particularly in the 
developing world. They point to TRIPS — the World 
Trade Organisation (WTO) agreement on patent pro- 
tection — as the particular villain. 

The reality is that TRIPS will accelerate the 
introduction of new, patented medicines, including 
treatments for the infectious diseases that are the 
major killers of children and adults in developing 
countries. At the same time, neither TRIPS nor any 
other single international agreement can provide the 
answer to the problems — poverty, lack of infrastruc- 
ture, internal civil strife — that prevent people in many 
developing countries from getting medical care. 

Because the foes of patent rights command so 
much attention from governments and the media, it is 
worth looking more closely at the issues. As an exam- 
ple, let us take this assertion in a recent report from a 
well-known non-governmental organisation, Oxfam: 
“Every week, 200,000 people die of infectious dis- 
eases, the great majority of them women, men and 
children living in poverty in the developing world. 
Global patent rules agreed at the World Trade 
Organisation in 1994 are deepening the public-health 
crisis by increasing the cost of medicines.” 

Infectious diseases are indeed a serious develop- 
ing-country problem, but Oxfam's argument is illogi- 
cal. In these countries, access is often poor for even 
the most basic and off-patent “essential” medicines. 
Less than 5% of the essential medicines as defined by 


the World Health Organisation's essential drugs list 
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(EDL) are covered by patent protection anywhere in 
the world, let alone in developing-countries, many of 


which have no effective intellectual property laws. 
Without strong and 
effective global intellectual 
property rules, the gap 
between developed and 
developing countries will 
only grow in the future. 


Further, where patent protection has been introduced 
in the past decade, it has not had a significant nega- 
tive impact on access to medicines. 

Even at the lowest prices, many of the world’s 
poorest people cannot afford or obtain low-cost gener- 
ic treatments for malaria, TB, and other common dis- 
eases. Political priorities given to public health, the 
provision of financing for poorer people and medical 
infrastructure (rural clinics, diagnostic facilities), and 
involving churches and responsible NGOs in delivery 
are the determining factors in providing access to 
health care. 

Some activists also freely assert that patents 
give innovators of new treatments unfair “monopoly” 
power over prices throughout the 20-year life of a 
patent. This ignores reality in two ways. Firstly, 
patents give marketing exclusivity rights to a single 
drug or vaccine, not a monopoly, since there are usu- 
ally alternative treatments to any medicine, For 
example, there are at least six patented protease 
inhibitors for the treatment of AIDS. The existence of 
a number of new treatment options, spurred by 
patent protection, helps ensure medical choice and 


price competition. Secondly, the holder of a “20 year" 


patent right has actually only 8-10 years to recover 
investment costs in a new medicine and to fund new 
research to survive, since it typically takes 10-12 
years of tests and regulatory review for innovative 
medicines to reach patients. 

Compulsory licensing — under which govern 
ments force companies to license their patented medi 
cines to generic manufacturers — has been touted as < 
solution to the access issue, Its proponents see the 
issue in terms of consumer price benefits. The com 
petition benefits are small, however, and the long terit 
damage of widespread use of compulsory licensing is 
likely to be significant. 

Today, TRIPS is encouraging companies ir 
India, Korea and other developing countries to shifi 
from manufacturing generics towards pursuing 
their own innovative research — including the use 0 
biotechnology tools. But if loose compulsory licens 
ing rules are adopted, both the patients and the 
economies of these countries will ultimately suffer 
through the withdrawal of these new competitors 
who will find it easier to slip back into their olk 
business strategy of copying medicines others have 
discovered. 

The fact is, without full respect for TRIPS, many 
countries’ industries and patients risk losing out or 
the benefits of the genome-based research that is 
increasingly the basis of biomedical innovation 
Thus, the real global social threat is that — withou 
strong and effective global intellectual property rule: 
- the gap between developed and developing coun 
tries will only grow in the future. 

Dr Harvey Bale is Director General of the Internationa 
Federation of Pharmaceutical Manufacturers Associations 


in Geneva, Switzerland (www.ifpma.org). 
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The Balkan 


PODGORICA 


Jigsaw 


It is still not clear, after Montenegro’s general election, whether the remains of 
Yugoslavia’s federation will now collapse. In any event, tension in nearby 
Kosovo and Macedonia is probably a bigger threat to the region’s frail peace 


T WAS hard, at first, to work out who had 

prevailed in the election on April 22nd 
that was meant to settle the future of the 
small but strategically placed republic of 
Montenegro—and perhaps also the fate of 
the shrivelling, decrepit federation of Yugo- 
slavia. Were the victors those who wanted 
this rocky but magnificent stretch of Adriatic 
coastline to become an independentstate, or 
those who wanted Montenegro to stay on as 
Serbia’s last, albeit tiny, partner in a 
shrunken federation of southern Slavs? 

In fact, President Milo Djukanovic and 
his pro-independence block had done a bit 
worse than expected and the pro-Serbian 
opposition a bit better. Yet it still looks diffi- 
cult to see how the Yugoslav federation can 
survive intact. 

Supporters of Mr Djukanovic—who 
won western favour in 1997 by disavowing 
Serb nationalism and its champion, Slob- 
odan Milosevic, then Yugoslavia’s presi- 
dent—finally got 36 of the 77 seats in Monte- 
negro’s parliament; the pro-Yugoslav camp 
only three fewer. But the pro-independence 
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tally rose to 44 with the inclusion of six seats 
for the strongly pro-secession Liberal Party 
and two for the republic’s ethnic Albanians. 

So Mr Djukanovic can still bank on the 
simple majority required to call a referen- 
dum on independence; contrary to his ear- 
lier hopes, however, he failed to win the 
two-thirds majority of seats needed to 
change the constitution. Nor does it now 
look likely that a ballot on independence 
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would yield more than a slight majority in 
favour. Britain’s foreign secretary, Robin 
Cook, who visited Podgorica on April 25th, 
appeared confident that Mr Djukanovic had 
dropped plans to hold a plebiscite as early as 
July, so there would be time for some sober 
talks before any rush to secede. At the same 
time, Mr Cook seemed more open than be- 
fore to Yugoslavia’s final break-up. 

If Montenegrins felt puzzled by the re- 
sult, western policymakers were in even 
greater disarray. Before last October, when 
Mr Milosevic held sway in Serbia, and in 
particular during naro’s air war over Ko- 
sovo in 1999, they used to urge the Monte- 
negrin government to assert as much auton- 
omy as possible, though they never quite 
endorsed full independence. 

In those bad old days, boosting Monte- 
negrin self-rule was one of the cards the Un- 
ited States and its allies played in their battle 
of wills with Mr Milosevic's regime; and so, 
perhaps, though this is harder to prove, was 
the tolerant if not positively friendly attitude 
of NATO, once it had taken over Kosovo, to 
the ethnic-Albanian rebels who took up 
arms in southern Serbia last year. 

Now that relative moderation, in the 
person of Vojislav Kostunica, Yugoslavia’s 
new president, has prevailed among the 
Serbs, the West has at times sounded rather 
desperate to dampen Montenegro's ardour 
for statehood, and also to contain armed Al- 
banian nationalism. But in both places re- 
bottling the genie may prove hard. 

“A democratic Montenegro within a re- 
formed and democratic Yugoslavia is proba- 
bly best for the region,” said Richard Bou- 
cher, the spokesman for America’s State 
Department, after the results had become 
clear. But with both remaining bits of Yugo- 
slavia now more or less democratic, it will be 
much harder to negotiate new terms for their 
coexistence in a single state. Montenegro will 
be looking for a share of federal power thatis 
disproportionate to its tiny population; Ser- 
bia will be loth to agree. Though Serbia’s 
change of guard has reduced the risk that 
Montenegro's own feuds will spark violence, 
it cannot be ruled out. Mr Djukanovic must 
now rely in parliament on the Liberals, who 
want immediate independence; Predrag Bu- 
latovic, the pro-Yugoslav party leader, may 
find it hard to tether his armed hotheads. 

But the danger of more war in the south- 
ern Balkans looks much greater in Kosovo 
and the adjoining bits of Macedonia and Ser- 
bia, where offshoots of the supposedly de- 
funct Kosovo Liberation Army (KLA) have 
raised the standard of Albanian national- 
ism. Indeed, a big reason why western gov- 
ernments have been so twitchy about Mon- 
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tenegro’s possible secession, even under 
democratic procedures, is that they fear that 
any Balkan border changes might galvanise 
people trying to impose them by force. This 
applies especially to the armed Albanian 
nationalists whom NATO’s governors in Ko- 
sovo have been struggling to co-opt or tame. 

Since Mr Milosevic’s fall, the attitude of 
NATO and particularly of its American con- 
tingent towards the ethnic-Albanian fight- 
ers in southern Serbia has become much 
tougher: scores of rebels have been held— 
comfortably, it seems—at an American base, 
and Yugoslav forces have been allowed to 
re-enter a strip of territory on Kosovo's east 
which was previously a sort of no-man’s- 
land. But far from stifling the rebels, the al- 
lies’ policy switch has apparently prompted 
them to redirect their attacks on another 
government, that of nato-friendly, multi- 
ethnic Macedonia, which teetered on the 
brink of civil war for much of last month. 

Though western governments are deter- 
mined to thwart the creation of a “greater Al- 
bania” on maps or in diplomatic theory, the 
people who wield real power in the south- 
ern Balkans are no great respecters of either. 
Montenegro is by no means the last piece in 
the Balkan jigsaw. 





Turkey 


Horror with hope 


ISTANBUL 


KIEV 


HEN the politician who is suppos- 

edly the most powerful in the coun- 
try is unable to protect the one who is cer- 
tainly the most popular, something odd is 
afoot. On April 26th, Ukraine’s parlia- 
ment ignored requests from its president, 
Leonid Kuchma, and voted to boot out the 
prime minister, Viktor Yushchenko. 

The ousted man was well regarded in 
the country thanks to his solid, honest- 
sounding style and to the success of his 16- 
month-old government in cutting salary 
| and pension arrears. He brought at least a 
semblance of order to the country’s cor- 
rupt energy market. Ukraine's economy is 
growing too, thanks partly to a (perhaps 
temporary) uplift in neighbouring Russia. 

But even the government's limited re- 
form efforts had bruised some powerful 
people, especially the tycoons at Mr 
Kuchma’s court. They had demanded big 
changes in the government—and big jobs 
for their chums. When Mr Yushchenko re- 
fused, they teamed up with old-fash- 





Ukraine’s reformer goes 


ioned communists to ditch him. 

Mr Yushchenko’s demise will tarnish 
still further Ukraine’s sorry image abroad, 
which has been battered by a scandal in- 
volving a murdered journalist and leaked 
recordings of foul-mouthed presidential 
pow-wows. Mr Yushchenko and his able 
American wife were symbols of hope that 
the country could both reform and move 
out of Russia’s sphere of influence. The 
next prime minister, even if nominally a 
reformer, will probably be much nicer to 
the tycoons—and maybe to Russia. That 
will be hard for Ukraine's western friends, 
who lobbied hard for Mr Yushchenko. 

Things look bleak now for Mr Kuch- 
ma too. Despite much jealous sniping at 
Mr Yushchenko in the past, he decided in 
the end that he would rather have him in 
office than out of it, where he might heada 
powerful challenge from the democratic 
and nationalist opposition. But Mr Kuch- 
ma’s pull in parliament proved too weak. 
Are his old cronies turning against him? 








Despite the grim news from Turkey’s prisons, there is a flicker of hope that the 


country can haul itself out of its crisis 


S IF coping with one of the worst finan- 
cial crises in the republic’s 77-year his- 
tory were notenough, Turkey’s battered gov- 
ernment now faces another challenge: the 
growing number of deaths among hunger- 
strikers protesting against conditions in the 
country’s notoriously nasty jails. It is more 
than four months since nearly 800 left-wing 
prisoners, along with their relations and 
sympathisers, started refusing food. Since 
March zıst, at least 19 have died. Bul- 
ent Peker, of the Turkish Human- 
Rights Foundation, says that “many 
more will die, and very soon” if the 
government does nothing. 

Chief among their grievances is 
the total isolation of prisoners held 
in solitary confinement. Hikmet 
Sami Turk, the justice minister, has 
sent to parliament some proposed 
amendments to Turkey’s law on ter- 
rorism. The changes would, among 
other things, allow prisoners held in 
solitary confinement to join in com- 
munal activities such as physical 
exercise. 

But Fatma Sener, a 22-year-old 
philosophy student who has been 
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Another coffin in the prisoners’ cause 


surviving on sugar, salt and water for the 
past four months, points out that the 
amended law would still require prisoners to 
prove they had abandoned the subversive 
thoughts and actions that landed them be- 
hind bars in the first place. Two of Miss 
Sener’s comrades have died in the past week 
in a shack she shares with three remaining 
hunger-strikers in a militantly left-wing 
quarter of Istanbul called Kucuk Armutlu. 








“Every death brings us closer to victory,” 
rasps Resit Sari, the only male in the house. 
He is probably wrong. From the start, the au- 
thorities have been thumpingly uncompro- 
mising. In December, raids on 20 prisons left 
30 inmates and two paramilitary policemen 
dead. Most of the victims, the government 
said, had burned themselves to death on or- 
ders from their ringleaders. 

Nor do the hunger-strikers seem to be 
getting much support from abroad. Many 
West Europeans are usually quick to swoop 
on events like this to support their argument 
that Turkey should not be allowed tojoin the 
European Union. But so far there has been 
little reaction from abroad to the hunger- 
strike, perhaps because there is little sympa- 
thy for the murderous left-wing factions that 
are organising it. 

It is, of course, a big distraction 


Ns for the government as it seeks cash 


from western countries and the mr 
to ease the two-month-old econ- 
omic crisis. So far this has cost over 
500,000 Turks their jobs, and de- 
pressed the lira’s value against the 
dollar by as much as 80%. Still, hopes 
rose a little on April 14th when Ke- 
mal Dervis, the popular new econ- 
omy minister recruited last month 
from the World Bank, unveiled an 
ambitious set of reforms. By his 
reckoning these reforms, if they are 
properly implemented, might win 
Turkey up to $12 billion in new for- 
eign loans. 

The strongest cause for hope is 
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that the United States and the imr have both 
made plain that no money will be disbursed 
unless real changes are made. The Turkish 
parliament has with rare alacrity already ap- 
proved four measures pointing in the right 
direction. And Turkey’s influential generals 
have set an example to spendthrift civilian 
politicians—at the same time disappointing 
western makers of military aircraft and 
tanks—by announcing a $19 billion cut in 
spending on arms. 

E s 





France 


Business not 
as usual 


" PARIS 


NOTHER day, another Paris bus strike. 
This week’s one did not amount to 
much—the Metro was still running—but it is 
likely to be followed by fiercer displays, after 
a concatenation of events that has revealed 
new tensions in France’s political and busi- 
ness establishment as the economy slows 
and next year’s presidential and parliamen- 
tary elections draw nearer. 

The first tremors came at the end of 
March, when both Danone, a French food 
manufacturer, and Marks and Spencer, a 
British-owned retailer, announced closures 
and lay-offs. The mas affair raised eyebrows 
because its French stores are doing better 
than its domestic ones. Lionel Jospin’s gov- 
ernment huffed and puffed about the British 
group’s short-termism and lack of consulta- 
tion. Angry staff will take their ire to London 
next month to protest. 

The Danone affair has had more effect. 
On April 21st thousands of demonstrators 
travelled to its doomed factory in Calais to 
show solidarity with 2,500 workers, only 800 
of whom are French, who will be laid off as 
Danone shakes itself up. Opinion polls sug- 
gested that the company’s public image had 
plummeted. Franck Riboud, its boss, com- 
plained in a newspaper interview that a 
consumer boycott of its products was unfair; 
he was simply trying to ensure Danone’s fu- 
ture, not to be political. Naive, proclaimed 
the rest of the French press: business is inher- 
ently political, and managers must remem- 
ber that they are part of a social compact be- 
fore they shut plants or slash jobs. 

Politicians, especially Mr Jospin, whose 
normally sure touch seems to have deserted 
him recently, have rushed to join the fray. 
On April 24th the government proposed 
amendments to an employment bill already 
before the legislature to make lay-offs harder 
and more expensive for big employers. 
When 1,000 workers or more are fired at 
once, the employer will have to offer up to six 
months of retraining, besides forking out 
twice as much severance pay as at present. 
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The courts may shoot this down: in 
France, a bill, once presented, cannot be 
amended beyond a certain point. But the 
rumpus has already begun. Even as Elisa- 
beth Guigou, the labour minister, was 
speaking in parliament, Moulinex-Brandt, a 
white-goods group controlled by an Italian 
company, said it would close three French 
factories and lay off 2,900 workers. Other 
companies may rush to make job cuts sim- 
ply toget in ahead of the new rules. 

Medef, the employers’ association, 
railed that the government was resorting to 
“the most ridiculously outdated techniques 
of acommand economy”. Medef noted that 
the French economy is at an awkward mo- 
ment thanks toa world downturn. Business- 
men, it said, had created 1.5m jobs in the past 
three years; now politicians would mess 
things up by introducing silly new rules just 
when companies needed flexibility if they 
were to keep growing. 

The battle has also turned personal. Er- 
nest-Antoine de Seilliére, Medef’s head, is 
himself under fire as a businessman. He is a 
shareholder in Aom-Air Liberté, a troubled 
airline group, one of whose parents, Swissair, 
wants it closed. Last week, Jean-Claude 
Gayssot, France’s (Communist) transport 
minister, accused Mr de Seilliére of fleeing 
his responsibilities to Aom-Air Liberté’s em- 
ployees. Nonsense, he replied: he had noth- 
ing to be ashamed of; it was the govern- 
ment’s efforts to wreck the French economy 
that people should worry about. 

Ina further twist, the Cour des Comptes, 
a sort of financial watchdog, published a 
critical report on how the French state man- 
aged its own affairs. The report did not make 
happy reading for the many agencies and 
ministries it analysed. And weight was lent 
to it by its appearance just after the govern- 
ment had broken off pay talks with public- 
sector unions, saying it would give a tiny rise 
for the next couple of years. There is now an 
open split between right and left over labour 
relations and the role of business in society. 
More strikes seem inevitable. 


Spain 4 at 
State v church 


MADRIO 


ELATIONS between Spain’s government 

and the Roman Catholic church have 
soured, even though, and maybe because, 
the prime minister, Jose Maria Aznar, and 
several other ministers are regular church- 
goers. The main reason is the bishops’ failure 
to put their names to an agreement to fight 
ETA, the Basque-separatist terror group, that 
was made last December by Mr Aznar’s Peo- 
ple’s Party (pr) and the Socialist opposition. 
The two parties agreed to co-operate against 
terrorism and not to play politics with the is- 
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sue. But the bishops disliked the prologue to 
the accord, which included some sharp 
words aimed at Basque nationalists, most of 
whom do not support terrorism. 

To many Spaniards this clerical hesita- 
tion smacked of ambiguity towards the ter- 
rorists. Strong links were forged between 
Basque nationalists and the local clergy in 
the late 19th century, which grew when Gen- 
eral Franco repressed any expression of 
Basque identity. Was the church soft on ETA? 

Mindful that the clergy will influence 
voters in the election to the Basque regional 
parliament on May 13th, some of Mr Aznar’s 
more devout ministers have been pushing 
the bishops to condemn eta in a way that 
would come close to endorsing pp policy. 
They wanted the bishops, who held an as- 
sembly this week, to declare that members 
of era would be excommunicated. But the 
bishops stood their ground. Their number 
one, Antonio Maria Rouco Varela, cardinal- 
archbishop of Madrid (and a political con- 
servative), has roundly condemned terro- 
rism but has made no mention of the pos- 
sibility of excommunication. 

Basque bishops have more often acted as 
mediators rather than appeasers in the con- 
flict, most recently during a 14-month truce 
declared by eva, the terrorist group. And 
they have united Basques in protest marches 
against eta’s killings since the gunmen 
ended the truce in December 1999. The bish- 
ops angrily insist they have always con- 
demned violence and that to suggest other- 
wise, as the government has been doing, is a 
gross distortion. 

A second source of discord was the 
church’s reaction to a law that took effect in 
January, making it harder for illegal immi- 
grants to stay in Spain and easier to deport 
them. In several cities illegals occupied 
churches. The bishops have urged Mr Aznar 
to make “every effort” to improve their lot. 

In the 14 years of Socialist power until 
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1996, the church managed to live with the 
government, for all the anti-clericalism of its 
leader, Felipe Gonzalez. But the bishops 
hoped for better when Mr Aznar won office: 
compulsory religious education and stricter 
laws on abortion. They were disappointed, 
most recently when the government ap- 
proved use of the “morning after” pill. Keen 
to stress his distance from Franco’s confes- 
sional state, Mr Aznar said these were per- 


sonal issues for individuals to decide. 

Most Spaniards would agree. But Mr Az- 
nar could then hardly expect the bishops to 
obey meekly when he told them what to say 
or do about politics. And perhaps itis as well 
they did not. For much of General Franco's 
dictatorship many of the clergy danced to 
his tune. A seemly distance between church 
and state is probably better for both, and cer- 
tainly better for Spanish society at large. 





Poland and the Holocaust 


It wasn't just Germans 


JEDWABNE 


The discovery of a Polish atrocity against Jews in the second world war is 


making many Poles rethink their past 


HERE is a hole in a field at the edge of 

Jedwabne, a town in north-eastern Pol- 
and, where a memorial used to stand. The 
words on it said that on July 10th 1941 Ger- 
mans burned alive 1,600 of Jedwabne’s Jews. 
This July, on the anniversary, Poland’s top 
politicians, churchmen and rabbis will un- 
veil another monument. This one will de- 
clare a more painful truth: that it was Poles, 
admittedly incited by Germans, who exter- 
minated their neighbours. Tongues were 
sliced off, eyes poked out. After the adults 
had been herded intoa barn and burned, the 
exterminators scoured Jedwabne for hidden 
Jewish children who, when found, were 
roped together and pitchforked alive on to 
the embers of their parents. 

This new account, based on the research 
of Jan Gross, a Polish academic who works in 
America, has shattered the average Pole’s be- 
lief that in the second world war his country 
was solely a victim. Some 6m Poles, half of 
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All that is left of the village’s Jews—bar the controversy 


them Jews, were killed during the war. But 
the revelation from Jedwabne challenges 
Poland’s “paradigm of innocence” and 
shows that it was not only Germans who 
slaughtered Jews in the days of Hitler. 

A painful self-examination has begun. 
Wprost, a weekly paper, has listed ten major 
episodes of Polish anti-Semitism. The most 
recent was in 1968, when an outburst of anti- 
Jewish feeling led many of Poland’s surviv- 
ing Jews to flee the country. Some impressive 
investigative journalism has uncovered new 
facts for the historians to consider. People are 
talking aboutit in bars and living rooms. “For 
the first time it doesn’t avoid anything, and it 
is public. It is tremendously positive,” says 
Stanislaw Krajewski, a leader of Poland’s 
Jewish community, which nowadays num- 
bers only about 7,000. 

Catholic intellectuals have led the de- 
bate. The Polish primate, Cardinal Jozef 
Glemp, has issued an apology. But Jed- 








wabne’s local priest, and some right-wing- 
ers, have seen less cause for contrition. Lech 
Walesa’s former confessor, Father Henryk 
Jankowski, has shocked many people by de- 
nying any Polish role in the killings. Most 
right-wingers do not go so far. The killing of 
Jews was wrong, they admit—but so was the 
deportation of Poles to Siberia, often, they 
say, the result of collaboration by Jews with 
the Soviet secret police (half of Poland was 
under Soviet occupation from 1939 to 1941). 

Such talk is rare, however. Most Poles, 
even Jewish Poles, confess themselves sur- 
prised about what happened at Jedwabne. 
President Alexander Kwasniewski captured 
the general mood by declaring Jedwabne a 
cause of national shame which should be 
written into the history books. Whatever the 
level of German involvement, the president 
said, it was Poles who did the killing. 

The mayor of Jedwabne, Krzysztof God- 
lewski, wonders what all this is doing to his 
shabby town, 40% of whose workers are un- 
employed. Council business has come to a 
halt in preparation for the July ceremony, 
which Mr Godlewski hopes will be a digni- 
fied call for reconciliation. “Jedwabne is not 
Poland, and a group of murderers is not Jed- 
wabne,” he says. Local people resent the 
journalistic invasion. After all, they explain, 
most of the town’s families went to live there 
after the war. Nobody has consulted Mr 
Godlewski about the wording on the new 
monument. If it is too condemnatory, he 
fears somebody will deface it. 

All this is the latest step in a delicate re- 
examination of Polish-Jewish relations. In 
1991 the church had a letter read out from its 
pulpits condemning anti-Semitism. Visiting 
Israel in the same year, Mr Walesa, then the 
country’s president, apologised for the 
crimes of some Poles against Jews. The pope, 
a Pole himself, raised the tone in 1997 by re- 
ferring to Jews as “elder brethren”, a phrase 
from a famous nationalist poem. In 1999 the 
government removed the controversial 
crosses planted by Catholic fundamental- 
ists by the Auschwitz concentration camp. 

Now the pressure is on the historians. A 
governmentagency, the Institute of National 
Remembrance, has been charged with pro- 
ducing a clearer picture of what happened in 
Jedwabne and nearby places where similar 
atrocities took place; in neighbouring Radzi- 
low, 800 Jews were burned alive. It has al- 
ready uncovered new evidence in German 
and Belarussian archives. But the debate is, 
perhaps inevitably, messy. Some historians 
have accused Mr Gross of shaky scholarship, 
suggesting that the Germans had a more di- 
rect hand in the killings than he reckons. 

It is, in one way, an argument in a void. 
As in many other Polish towns and villages, 
all traces of Jewish life in Jedwabne have 
vanished. “I saw a Jew visiting here once, a 
couple of years ago, and it was an exotic ab- 
straction,” says Mr Godlewski sadly. 
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Elmar Brok and Europe’s old integrationists 


HYSICALLY as well as philosophically, Germany’s Elmar Brok 

is a scaled-down version of his mentor, Helmut Kohl. During 
Mr Kohl's long tenure as chancellor, Mr Brok, a veteran member of 
the European Parliament, was regarded as his man in Brussels. Like 
Mr Kohl, the cigar-waving Mr Brok specialises in bluff bonhomie; 
and like his mentor he has a vision of Europe that is as ample as his 
waist-band. 

In his time Mr Kohl was a powerful advocate of ever closer 
integration between Germany and the other countries of the 
European Union. Together with Jacques Delors, when he ran the 
European Commission, Mr Kohl spawned Europe's currency, the 
euro. He famously aimed to create a “European Germany, not a 
German Europe”. But Mr Kohl has gone, and his disciple Mr Brok is 
now in open revolt against the direction in which Europe is head- 
ing. He was one of the European Parlia- 
ment’s two official observers at the £u 
negotiations that culminated in last 
December’s treaty at Nice—and he did 
not like what he saw. 

There is more than a whiff of insti- 
tutional self-interest in Mr Brok’s com- 
plaints. The European Parliament has 
feeble powers by the standards of na- 
tional legislatures, and at Nice it was 
given none of the extra ones it craved. 
But Mr Brok has a broader point. Nice, 
he moans, saw the first step backwards 
in the drive to European integration 
since a heralded European Defence 
Community was aborted in the 1950s, 

Under the complex new voting 
system adopted in Nice, any Eu deci- 
sion now needs three different major- 
ities: a majority of the Eu’s countries; 
62% of the Union by population; and a 
newly raised threshold of 75% of the 
votes allotted to eu countries by a spe- 
cial “weighting” in the Council of Min- 


a bigger share of the votes than their 
population would suggest. Such a sys- 
tem, fumes Mr Brok, will not work, 
particularly once today’s eu of 15 coun- 
tries expands to take in as many as 12 
more. “It’s a formula to prevent things happening,” he grumbles. 

Mr Brok, predictably, says that the main snag at Nice was that 
his friend Helmut was not there. He views the current generation 
of European leaders as pygmies beside figures such as Mr Kohl, Mr 
Delors, France’s late President Francois Mitterrand and Spain’s for- 
mer prime minister, Felipe Gonzalez. He dismisses Britain’s Tony 
Blair as “another John Major”, whom continental Europhiles 
scorned. As for France's current president, Jacques Chirac, Mr Brok 
does not trust himself to say anything: he merely raises his eye- 
brows and shrugs. The weakness of today’s leaders, Mr Brok be- 
lieves, is that they have no memories of Europe at war. So they get 
bogged down in the defence of national interests; they cannot lie 
happily back and think of “Europe”. 

Eurosceptics are doubtless delighted by Mr Brok’s despair. But 
they should beware. He has emerged from his post-Nice sulk, and 
is again confident that things are moving his way. His new mood is 
due in large part to the apparent conversion of Germany’s current 
leaders to a vision of Europe that is firmly in the integrationist tra- 





dition of Mr Kohl. The most celebrated expression of this was a 
speech last May by Joschka Fischer, Germany’s foreign minister, 
who called for the “completion of integration in a European fed- 
eration”. This provoked strong reactions across Europe but Mr Fi- 
scher reduced its weight by labelling it “a personal view”. 

More recently, however, both Gerhard Schroder, Germany’s 
chancellor, and Johannes Rau, its president, have delivered 
less-noticed speeches that echoed much of Mr Fischer’s. In Janu- 
ary Mr Schroder called for deeper political integration in Europe; 
he said that pan-European institutions, especially the European 
Commission in Brussels, should become stronger. This month it 
was Mr Rau's turn. He told Europe's parliament that he would like 
a “federation of nation-states” and a bicameral European legisla- 
ture with much stronger powers. 

To Mr Brok, all such speeches are 
squarely in the tradition of old King 
Kohl himself. He thinks they show 
that his countrymen have learnt the 
lesson of the “failure of Nice”. Trying 
to cut deals between heads of state 
will not work, he argues, particularly 
once 27 of them are jostling around 
the conference table. The eu, he ar- 
gues, will advance only by strength- 
ening European institutions that de- 
fine and bolster a general interest. 

Mr Brok and the integrationist 
camp think that the eu’s plan for a 
declaration at the end of this year on 
Europe’s political future may give 
them their head. The Union, he ar- 
gues, should abandon its old method 
of leaving constitutional negotiations 
to national leaders. Instead, at a meet- 
ing in the Belgian town of Laeken in 
December, it should propose a 
broader constitutional convention. to 
include worthy people like, well, 
members of Europe's parliament, as 
well as academics, national Mes anda 
sprinkling of elder statesmen. The 
convention should work to aspeedier 
timetable. Rather than. finishing its 
work in 2004, as now planned, it 
should draw up a constitution by the end of 2003. Conveniently, 
the Italians, who tend to enthuse about European federation, will 
hold the Eu’s agenda-setting presidency in the second half of that 
year. So Mr Brok talks eagerly of a new treaty of Rome to seal the 
process started at the first one, in 1957. That dreadful document 
signed in Nice could then be chucked into the dustbin of history. 

Is this serious? There are big obstacles in the way of a further 
great leap forward towards European integration. Britain will dig 
in its heels; Spain will not be keen; and France remains a study in 
Gallic ambiguity. But it is still striking that an influential German 
Christian Democrat should be so happy with a vision of Europe 
articulated by a Green foreign minister and a Social Democratic 
prime minister. Mr Brok may be right that Mr Blair’s stand on Eu- 
rope is more like that of the hesitant, equivocating Mr Major than 
the current British prime minister would care toacknowledge; and 
Mr Schroder’s is beginning to look a lot more like Mr Kohl's. In- 
deed, in the politics of the £u, national governments come and go; 
national policies tend to stay much the same. 
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The trouble with targets 


The government is relying heavily on targets to improve public services. The 
way things are going, this looks like a mistake 


ITH a crumbling transport infrastruc- 

ture and an overstretched health ser- 

vice, Britain may lag the rest of the rich world 
in the quality of its public services, but it 

. leads it in the use of targets to measure how 
those services are performing. The govern- 
ment portrays targets as a revolutionary step 
in the delivery of better public services. If it is 
right, the British approach will be a model to 
other countries. If it is wrong, the experiment 
will serve as an object lesson in the per- 
ils of over-centralisation. 
The rationale for targets is straight- | 
forward. What mattersattheendofthe | 
day is what public services deliver— | 
their outputs—not how much cash | 
they absorb. Since the public sector is | 
not subject to the same competitive | 
pressures as the private sector, it re- | 
quires external pressure to improve its | 
performance. That is what targets are | 
supposed to provide. : 
This month, anewsetoftargetshas 
come into force. Linked to the govern- | 
ment’s spending plans for the three fi- | 
nancial years that start this April and 
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end in March 2004, they break new ground 
in their focus on the actual outcomes of pub- 
lic spending. Whereas an output target might 
be the number of police officers, an outcome 
target is a reduction in crime. According to 
Colin Talbot of Glamorgan University, two- 
thirds of the new targets now comprise out- 
comes. Some of these stretch a long way into 
the future. For example, there are precise nu- 
merical commitments to reductions in mor- 


tality rates from heart disease and cancer by 
2010. 

These new targets overlap with the first 
lot, which were introduced in early 1999 and 
mostly extend. until 2002. There are around = 
600 of them. So how successfully are the 
public services meeting them? 

There is no simple answer to that simple 
question. Not only is the information scat- 
tered across reports issued by individual de- 
partments, it is often difficult to interpret: 
“The target regime is virtually impossible to 
follow,” says Tony Travers of the London 
School of Economics. “The government has 
engineered an incredibly complex world 
where targets and indicators change and it is 
very difficult even for experts to keep a grip 
on what they are and to understand whether 
they are being achieved.” 

In the arcane world of Target Britain, 
achievements boasted by Whitehall depart- 
ments are often less than they might seem. 
Take the Department of Social Security. At 
first sight, it appears to be doing very well,on 
course to meet all but two of its 30 targets. But 
look a little closer and you start to wonder. 
Consider two “achievements”: the comple- 
tion of legislation to introduce stakeholder 
pensions and the maintenance of the mini- 
mum income guarantee (MIG) for pension- 
ers. It is hard to see why the government 
should congratulate itself on meeting its leg- 
islative programme or on delivering on a 
commitment like the mic which had been 
laid out in the 1999 budget. 

Or take Britain’s beleaguered agriculture 
ministry (MAFF), currently wrestling with 
the foot-and-mouth epidemic which has 
devastated rural Britain. According to 
MAFF’s annual report, it is meeting ten out of 
its 13 principal targets. The trouble is that one 
of the three missed targets includes a pledge 
to prevent outbreaks of serious diseases. This 
illustrates a central weakness in scattergun 
targeting: some objectives matter more than 
others. 

The government has accepted that 





The planners tried various expedients. They issued instruc- 
tions that user demand should be met. They modified the 
bonus systems so that the achievement of purely quantita- 
tive targets should not be sufficient, that the assortment 
plan had also to be fulfilled, that costs had to be reduced, 
the wages plan notexceeded, and soon. They experimented 
with a kind of value-added indicator known as “normed 
value of processing”. Each of these “success indicators” had 
its own defect, induced its own distortions. Thus, insistence 
on cost reduction often stood in the way of the making of a 
better-quality product. A book could be easily filled with a 
list of various expedients designed to encourage enterprises 
to act in the manner the planners wished, and the troubles 
to which each of them gave rise. 


Alec Nove, “An Economic History of the ussr” 





ts first set of targets did not hit the 
bull's eye. Supposedly smarr—spe- 
_ cific, measurable, achievable, relevant 
and timed—they turned out to be any- 
< thing but that. The new set of targets 
has sought to address the earlier weak- 
nesses, through both the new focus on 
utcomes and a drastic cull in the 
number of “high-level” performance 
targets, from around 300 to 160. 
But are the new targets any better? 
A recent report from the National Au- 
dit Office revealed nervousness within 
government about whether they will 
work. The nao surveyed 17 depart- 


55 


BRITAIN 


ments and found that the biggest worry is 
about the lack of incentives for workers to 
meet the targets. Another concern is the dif- 
ficulty in identifying “high-level quantifi- 
able measures of the intended outcomes”— 
even though departments had spent a year 
laboriously negotiating just those. Depart- 
ments were also worried about their ability 
to influence final outcomes. 

These concerns are widely shared out- 
side Whitehall. The King’s Fund, a health- 
policy think-tank, says that the excessive use 
of targets in the nns is reducing local manag- 
ers’ freedom to respond to local needs. Mr 
Talbot warns that “in general it is easier to 
measure outcomes than who is responsible 
for them.” He says that “the jury is out 
whether the target regime will degenerate 


into something that is farcical and useless”. 

Although the targets generally appear to 
be worthwhile, there are worries that the fo- 
cus on outcomes that can be quantified 
comes at the expense of others that cannot so 
easily be measured. So even if the individual 
objective is achieved, it may be at the cost of 
worse performance in another area. For in- 
stance, literacy and numeracy may easily be 
targeted, but improvements in schools in 
those areas may be at the expense of less 
measurable virtues, such as creativity. 

John Kay, an economist, says that the 
whole experiment is doomed. “If targets 
work, then the Soviet Union would have 
worked.” 

Since the government is so keen on tar- 
gets, it is important to find out just how well 


they work. At present, the targets are agreed 
between departments and the Treasury, and 
the Treasury holds departments to account 
for their performance. The select committee 
of mrs whose job it is to monitor the Trea- 
sury says this is undesirable—that indepen- 
dent scrutiny of departments’ performance 
against their targets is essential. It calls for the 
government to set up an external audit by 
the Nao, or some such body. 

As long as the government chooses to 
write and mark itsown school reports, its use 
of targets will lack credibility. If it continues 
to refuse an external audit, suspicions will 
grow that targets are really aboutcentralising 
power. If that is the case, the government's 
infatuation with targets may turn out to be as 
unhealthy as most obsessions. 





Call centres 


The Asians are coming, again 


KNOWSLEY 


Modern call centres have much in common with 19th century textile mills, 
but even their detractors must hope that they do not meet the same fate 


HE north-west of England was a fa- 

voured destination for 19th century pil- 
grims. Manchester was the first city of the in- 
dustrial revolution, the wonder of the age. 
First port of call was a cotton mill. Some came 
to marvel at the new steam-powered ma- 
chinery, others to gasp at the horrendous 
working conditions and the open sewers 
that flowed through the surrounding slums. 
In particular, it was a mecca for aspiring po- 
litical theorists. Friedrich Engels came away 
with anew theory of class warfare in the bag, 
Benjamin Disraeli with the concept of “One 
Nation” conservatism. Others did not bother 
with the political theory, and just nicked 
ideas for manufacturing methods, which 
they took home and improved on. 

For a century or so after that, Manchester 
was ignored, except by football fans. But 
now the visitors are beginning to come back. 
Their object is to see what is often referred to 
as the 21st century equivalent of the dark sa- 
tanic mill, the call centre—or “managed con- 
tact centre”, as the jargon has it. One such 
centre, Phoenix House in Knowsley, just to 
the west of the city, has already been visited 
this year by the Portuguese ambassador and 
a team from Japan, as well as your corre- 
spondent. Some Germans are due in next 
week. If not quite the wonders of the age, call 
centres have become at least as important to 
many local economies as the old mills, and 
just as controversial. 

Although call centres are well estab- 
lished in America, Britain is the leader in the 
field in Europe. In 1999, Britain accounted for 
over half of all Europe's call centres. Data- 
monitor, a research company, reckons that 
there could be as many as 5,200 call centresin 
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Britain. The Trades Union Congress (ruc) es- 
timates that there are now the equivalent of 
over 400,000 full-time jobs in the industry. 
That's 1.5% of all jobs in Britain—twice as 
many as the total number left in the old 
metal-bashing business of making trains, 
planes and cars. 

The industry has expanded on the back 
of the rapid growth in the rest of the service 
sector. Call centres are taking up the slack in 
areas of economic decline, with the industry 
concentrated in areas such as Scotland and 
the north-west and north-east of England 
(see map). 

J.K. Walton, a historian, has described 
working in the old mills as “imposing long 
hours of regimented toil, at a pace and 
rhythm by an external motive power and 
watched over by a hierarchy of supervisors, 
in an unpleasant and unhealthy environ- 
ment”. This would be an equally good de- 
scription of the worst of today’s call centres, 
and is why they are known as the modern 
sweat shops. 

There was a time, not so long ago, when 
most of the “customer service represen- 
tatives” (csrs)—the people manning the 
phones—seemed to be undercover journal- 
ists competing to expose the most brazen in- 
stance of bullying and humiliation in the 
workplace. The most famous (true) story 
concerned one supervisor who offered his 
staff nappies so that they could spend less 
time away from their phones in the toilet. 

Even in the best-run call centres, the 
work is intense and relentless, with csrs ex- 
pected todeal with over2ocallsan hour,and 
in some cases two calls a minute. The ruc 
highlighted many of the bad practices in a 
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The issue of global warming 


has given rise to heated debate. 


Is the burning of fossil fuels 
and increased concentration of 
carbon dioxide in the air a serious 


threat or just a lot of hot air? 
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recent report on the industry, based on a se- 
cret hotline for employees. The biggest 
sources of complaint were the high levels of 
monitoring, especially of trips to the toilet, 
and the lack of breaks. Trades unions are also 
preparing hundreds of claims over the con- 
dition known as “acoustic shock”, caused 
when csrs are subjected to sudden loud 
noises through headsets. 

Wages in call centres tend to be low, as 
they were in the old mills. The average salary 
for a csr is about £12,850 ($18,500), compared 
with the overall British average of £22,000. 
The call centres claim that although the 
money is not great, shift-working offers the 
sort of flexibility that students and single 
mothers need. As in the old mills, the call 
centre workforce thus tends to be young and 
predominantly female. In the second half of 
the 19th century, 300,000 of the 500,000 
workers in Lancashire’s mills were women. 
The vast majority of these were aged 16 to 30. 
Today, 67.4% of the call centre workforce is 
female, and about 70% are aged 16 to 35. At 
Phoenix House, run by Vertex, a call-centre 
company, over 50% of the workers are single 
mothers or students. 

But the real danger for the call-centre in- 
dustry does not come from union activists 
complaining about poor working condi- 


tions, but from abroad. Just as the Lancashire 
cotton industry was eventually undermined 
by cheap textile imports from Asia, so in the 
next few years Manchester’s call centres will 
face fierce competition from new operations 
in India, many of them set up by call-centre 
managers from Britain. With lower labour 
costs, and intensive coaching in colloquial 
English (including briefings on football and 
the weather), these start-ups must hope to 
do to Manchester’s call centre business what 
their forebears did to the north-west’s textile 
industry. 

Vertex is confident that it can provide a 
better level of service and customer reten- 
tion than the Indians can offer. Some of its 
employees have received months of training 
in how to handle accounts more efficiently. 
As a sign of its faith in the future, Vertex has 
invested £2.5m in what it likes to call a 
“third-generation” call centre up the road 
from Knowsley, which will handle Internet 
and e-mail customers. It is about to open, 
and is expected to employ another 700 peo- 
ple with levels of skill and efficiency Vertex 
maintains the Indians will struggle to emu- 
late. They will need to be quick and clever if 
Britain’s call centres are to keep further 
ahead of the Asian competition than the tex- 
tile industry did. 





Prostitution 


Card index 


An unequal battle is going on between the government and London’s 


prostitutes. The government is losing 


HE idea that cracking down on petty 

crime helps to deter more serious sorts 
has crossed the Atlantic and become firmly 
entrenched among British politicians. Last 
week Tony Blair announced various new 
schemes to sweep graffiti and other such 
nuisances from inner-city streets. But the 
startling resilience of one such affliction in 
central London suggests how ineffective the 
massed resources of government can be 
when confronted with determined pests. 

Along with black taxis and red buses, 
one of London’s most distinctive features is 
the wallpaper in its phone boxes: a lurid, 
eclectic mosaic of cards advertising the ser- 
vices of the city’s prostitutes. Some other 
British towns, notably Brighton, have at- 
tracted the same marketing strategies, but 
not on such a scale. st estimates that more 
than 13m prostitutes’ cards are removed 
from public phone boxes in central London 
every year. The mobile-phone boom has ob- 
liged the company to seek new ways of mak- 
ing money from its boxes, including ad- 
vertising. But this uninvited sort costs BT 
around £250,000 a year, mainly in cleaning 
bills. 
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Disappointingly for clients, the increas- 
ingly explicit images and alliterative slogans 
that adorn the cards often bear little relation 
to the actual services on offer. But ministers 
and councillors are more anxious about the 
impression they make on children and for- 
eigners. Tourists, they say, are offended— 
though confusingly the Home Office also re- 
ports that cards are often aimed at the tourist 
market. Some central London schoolchil- 
dren have begun to collect and swap them, 
asa free alternative to Pokémon cards. Derek 
Holbird, head teacher at Soho Parish school, 
says he is vigilant about this bizarre new 
hobby. 

The battle to rid London of this scourge 
has been long and largely futile. Since it 
emerged in the 1980s, the distributors have 
found ways round every new obstacle the 
authorities have set up. When the courts 
ruled that stickers caused criminal damage, 
they turned to cards. Another court was suc- 
cessfully persuaded that because a phone 
box is an enclosed space, leaving stuff inside 
it does notconstitute littering. The small fines 
which are occasionally imposed on the prol- 
ific “carders” are regarded as occupational 
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The resilience of the market 


hazards: Westminster council reckons there 
are 150 such people operating in the borough, 
earning around £30 for every 100 cards they 
post. Bt’s own efforts to bar phone lines ad- 
vertised in its booths have been frustrated 
by prostitutes switching to other providers. 
One effort to co-ordinate call-barring was 
successfully challenged by the London 
Committee of Call Girls under the Restric- 
tive Trade Practices Act. 

In the hope of finally defeating this inge- 
nuity, the government has announced 
(though not implemented) plans to create a 
new offence of advertising sexual services, 
punishable by a fine of up to £1,000. Mean- 
while, like their nineteenth-century fore- 
bears, London’s evangelical Christians have 
entered the fray. The Evangelical Alliance is 
encouraging teams of churchgoers to “adopt 
a phone box”, and clean up the carders’ de- 
tritus, Kit Malthouse, a Westminster council- 
lor, hopes such local initiatives will shame 
the government into action. 

There is, of course, a serious criminal ele- 
ment in London’s vice trade, involving chil- 
dren and trafficked women. Mr Malthouse 
views the proliferating cards as the “tip of a 
vice iceberg”. Yet eradicating them could ex- 
acerbate the prostitution problem rather 
than relieving it. Home Office research indi- 
cates that “many of the services offered on 
prostitutes’ cards cater for particular sexual 
tastes which would not be easily advertised 
on the street;” but there is a danger that some 
call-girls could be driven either outdoors, or 
to rely on intermediaries, who are some- 
times violent and exploitative. 

Alternatively, if prostitution were legal- 
ised, its practitioners would be freer to pur- 
sue more conventional forms of advertising. 
And government would be spared the 
embarrassment that tends to result from its 
collisions with the market. 
es 
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UST in case you were wondering, Bagehot undertakes on this 

page to represent all the interests of his readers, regardless of 

race, sex, colour and religion. He rejects all forms of racial vio- 
lence and racial harassment. He declares that he will not publish 
or in any way endorse any material likely to generate hostility or 
division between people of different racial, national or religious 
groups. He will not encourage others to discriminate, and he will 
not himself stir up racial or religious hatred. He will make sure that 
everyone involved in producing this page pledges to abide by 
these principles, and he calls on everyone involved in the forth- 
coming general election, especially politicians, todo the same. 

If you are still here, thank you for putting up with the previous 
paragraph, which British readers 
will recognise at once as a mightily 
abbreviated version of the “election 
compact” published by the govern- 
ment-funded Commission of Ra- 
cial Equality (cre) and signed by the 
leaders of all of Britain’s main politi- 
cal parties. Intended to prevent one 
another from “playing the race 
card” during the coming election 
campaign, the pledge has already 
produced the opposite result, elimi- 
nating whatever small chance re- 
mained of keeping race out of it. The 
refusal of a handful of Tory mps to 
sign the pledge has been seized 
upon by the Labour government 
and its Liberal Democrat allies as the 
latest exhibit in a prolonged cam- 
paign to brand the whole Conserva- 
tive opposition as racist. Charles 
Kennedy, the leader of the Lib Dems, 
has gone so far as to declare the Tory 
leader, William Hague, “unfit” to 
lead his party. 

The truth is that Mr Hague’s only 
crime is to lead a party which argues 
for a tough policy to deter the tens of 
thousands of immigrants who are 
entering Britain claiming asylum 
under the 1951 Geneva Convention 
but are in fact in no danger of persecution in their home countries. 
Ann Widdecombe, the shadow home secretary, says that all asy- 
lum-seekers should be locked into reception centres while their 
cases are assessed, and that those who are turned down should be 
deported at once. The government says that such a policy would 
be both draconian and unaffordable, but admits that it is legiti- 
mate—ie, not self-evidently “racist”—for the opposition to pro- 
pose it. The government's charge of Tory racism has therefore 
rested chiefly on the Tories’ choice of words. Mr Hague’s critics see 
a racist message in his party’s description of some asylum-seekers 
as “bogus”, and in his now notorious warning from Harrogate in 
March that if Labour was re-elected Britain would become a “for- 
eign land”. 

This speech was a mistake. Mr Hague gave the asylum contro- 
versy greater weight than it deserved, allowing it to take the place 
of the broader positive vision which it behoves a party leader to 
describe on the eve of an election. But before condemning the man 
as a racist, at least read the speech. For it cannot be emphasised too 
many times that the bit about the “foreign land” really did not re- 


Speak no evil 

















fer to asylum. Mr Hague was talking, as he had in umpteen previ- 
ous speeches, about a different subject dear tohisheart:thedanger | 
whichhe thinks the government's policies on Europe and the con- 
stitution, taken together, pose to Britain’s national identity. His op- 
ponents claim that it was Mr Hague’s own spin doctors who con- | 
nected the “foreign land” bit of his speech to the asylum bit, and | 
thereby injected a dose of racist poison into the election campaign. 

| 





But even if this is true, it is Labour and the Liberal Democrats who 
have worked hardest to keep the poison in circulation. 

By way of example, consider the speech in which Robin Cook, 
the foreign secretary, claimed last week to be celebrating Britain's | 
ethnic diversity by pointing out that chicken tikka massala had 
become its national dish. What 
went unnoticed in the ensuing culi- 
nary excitement was the foreign | 
secretary's wicked distortion of | 
what the Conservatives actually say 
about national identity. According | 
to Mr Cook, the Conservatives be- 
lieve Britishness to be under siege 
from three directions: from immi- | 
grants; from the European Union; | 
and from Labour's devolution of | 
power to Scotland, Wales and 
Northern Ireland. This fear, says Mr 
Cook, is nonsensical: the truth is 
that of all of these things will in the 
end make British identity stronger. 

Perhaps they will. What matters 
here is not whether Mr Cook is right. 
What matters is that he has simply 
fabricated the first prong of the 
three-pronged argument he accuses 
the Conservatives of making. Yes, 
they do say that ever-closer Euro- 
pean union, combined with devo- | 
lution, could one day lead to Brit- | 
ain’s submersion inside a Europe of | 
regions. But no senior Conservative 
dares these days to put immigration 
on the list of things that endanger 
British identity. On the contrary, Mr 
Hague has delivered a platter of | 
chicken tikka massala speeches of his own. In one recent one, he 
said that Britain had always been a nation of immigrants— | 
whether Normans, Huguenots, Afro-Caribbeans or Chinese— | 
and that thisdiversity continued to make the nation strong. | 

Can Mr Hague genuinely believe in the virtues ofethnic diver- | 

| 
| 








sity if he allows his party to make such a fuss about asylum? In 
logic, the Tories are perfectly entitled to say that they want Britain 
to be a safe haven for genuine refugees without wanting it to be- 
come a soft touch for economic migrants who exploit the asylum 
system in order to jump the queue. Voters, by the same token, are 
entitled to decide that the Conservatives are fibbing, if for example 

the party gives this issue undue prominence, or speaks about it in | 
terms that suggest its real aim is to scoop up the votes of bigots. If 
there is any solace to be had from the accusations of racism, it is 
that British politicians now expect to win more votes by denounc- 
ing bigotry than by making subliminal appeals toit. The pity is that 
this has led Labour and Liberal Democrats to make racism an 
overt issue in the election, by laying what looks increasingly like a 
trumped-up charge against Mr Hague. i 
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A kinder, gentler gorilla? 


To the casual observer, Microsoft seems to have changed its ways. Closer 
inspection shows that it remains a heavy-handed monopolist 


HREE things have changed for Micro- 

soft, the world’s biggest software com- 
pany, since it was declared an “abusive 
monopolist” and ordered to be split in two 
by Judge Thomas Penfield Jackson last year. 
After an appeals-court hearing in February, 
, which went well for the company, the threat 
of break-up seems to have receded. Second, 
Microsoft has devised a new strategy, called 
NET, under which it will try to recast itself as 
a provider of Internet-based software ser- 
vices rather than pc-based products, and 
thus grab a large share of the potentially vast 
new market for “web services”. And third, 
even though its profits and share price have 
held up far better than they have at technol- 
ogy companies that depend on hardware 
sales or telecoms-equipment orders, Micro- 
soft has been doing its best to seem to have 
abandoned its old monopolistic behaviour. 

It is not that Microsoft admits any 
wrongdoing in its antitrust case, you under- 
stand. But it has twigged that good behav- 
iour may undermine Judge Jackson’s con- 
tention that it is predatory and untrust- 
worthy—and might encourage the appeals 
court to overturn his ruling. Playing well 
with others also fits with Microsofts new 
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software strategy, which, unusually, de- 
pends heavily on open (rather than propri- 
etary) standards and on co-operation with 
other software makers. So has Microsoft 
really become a kinder, gentler company? 
There is some evidence that it has. Take, 
for instance, its long-standing opposition to 
“open-source” software, in which the source 
code revealing a program’s inner workings is 
made freely available. Microsoft has only 
ever made its own source code available to a 
handful of close allies. Last month, however, 
the firm announced that it would grant 
around 1,000 of its largest corporate custom- 
ers access to 95% of the source code of its 
Windows 2000 and Windows xp operating 
systems. Unlike true open-source software, 
whose openness means that bugs can be 
more easily found and fixed, the Windows 
source code will be made available only on 
condition that it is not modified. Even so, it 
will help large firms to ensure that their own 
software works smoothly with Windows. 
Another area in which Microsoft seems 
to have taken a step towards the co-oper- 
ative, open approach of the Internet is in the 
development of new standards for web ser- 
vices, which have such quirky names as 


XML, SOAP, UDDI and WSDL. Microsoft is gen- 
erally deemed to have been a well-behaved 
participant in the standard-setting pro- 
cess—in marked contrast to the old Micro- 
soft, which often produced its own incom- 
patible versions of industry standards. This 
time around, says David Winer, an indepen- 
dent software engineer who is working on 
the soap standard, the company seems to 
have realised that the emergence of unified 
standards is in its own best interests. That 
does not necessarily mean that Microsoftisa 
willing convert, however. “I think the world 
changed, and it’s sucking them along with 
it,” says Mr Winer. 

In order toconvince its rivals that it really 
does want their products to work together, 
Microsoft recently hired Dan’l Lewin to act 
as its ambassador to Silicon Valley, where he 
has worked for 25 years at several firms, in- 
cluding Apple and next. Mr Lewin insists 
that, when it comes to interoperability with 
other firms’ products and embracing open 
standards, Microsoft has changed. “This isa 
fundamental movement,” he says. 

Another sign of change is Microsoft's 
new advertising campaign, in which the 
company’s usual po-facedness is replaced 
by a more humorous approach, including a 
hitherto unseen ability to laugh at itself. One 
ad pokes fun at Clippy, the annoying paper- 
clip character that pops up to provide help to 
users of Office, and jokes that the xe in Office 
xr, the latest version of the software, stands 
for “ex-paperclip”. For a company that 
never normally admits mistakes and cham- 
pioned the use of the word “issue” in place of 
“bug”, this is quite a change. 


No laughing matter 


Yet despite all this, there are good reasons to 
be sceptical about Microsoft's intentions (or 
even ability) to reform itself. Granting lim- 
ited access to the Windows source code, for 
example, may help to soften Microsoft's im- 
age, but it is a far cry from embracing the 
open-source model. Microsoft has falsely 
portrayed itself as the champion of open 
standards in the past, notably during its 
“browser war” with Netscape, only to revert 
to its old tactics later. Might the company not 
simply be waiting for xm., soap and the 
other new standards to take off, ask its critics, 
before hijacking them by creating its own 
proprietary versions? 

Such fears were heightened last month 
when Microsoft announced a batch of ser- 
vices, codenamed HailStorm, that form part 
of its NET strategy. Just as Windows pro- 
vides pc programmers with access to basic 
functions, such as drawing on the screen or 
accessing the network, HailStorm will pro- 
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vide similar “building block” functions (e- 
rail, instant messaging and so on) for pro- 
grammers to incorporate into the software 
for their web-based services. 

The idea is that users will sign up with 
Microsoft for HailStorm services and pay a 
monthly fee; this will enable them to use 
web services that rely on HailStorm’s build- 
ing blocks. Microsoft hopes that this will 
make .ner an attractive platform for pro- 
grammers, and thus encourage them to 
adopt .Net rather than the approach based 
on Java, a programming language that is be- 
ing promoted by Microsoft’s rivals, chief 
among them Sun Microsystems. Already, 
American Express, eBay, Expedia and 
Groove Networks have all announced plans 
to build ner web services using HailStorm. 

What is worrying, however, is that Hail- 
Storm will be closely integrated with Win- 
dows xp, the next version of Windows, so 
that once a user has logged into Windows no 
further action is required to make use of 
HailStorm services. Indeed, the log-on and 
registration systems for Windows xp and 
HailStorm will be the same. Microsoft will, in 
other words, be able to turn millions of Win- 
dows users into HailStorm users, and to offer 
< programmers an enormous potential audi- 
` ence for .NET web services. Similarly, by fun- 
nelling millions of users into HailStorm from 
HotMail and msn, its Internet properties, 
Microsoft may be able to sign up as many as 
100m HailStorm users by the end of 2003. The 
firm thus has a golden opportunity to exploit 
the dominance of Windows to ensure that 
NeT takes off. It is, as one analyst puts it, 
“vintage Microsoft”. 

The company is up to its old tricks in 
other ways, too. Windows xp contains sev- 
eral new functions, including media-play- 
back and remote-troubleshooting features, 
that previously required the purchase of ad- 
ditional software. Makers of such software 
may now face the same fate as Netscape— 
Microsoft can extinguish them whenever it 
chooses. 

Windows xp also includes the latest ver- 
sion of Microsoft’s music and video player, 
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Windows Media Player 8, which will not 
work with previous versions of Windows. 
As well as encouraging users to switch to 
Windows xp, it contains a new music-com- 
pression format called wma, which is being 
positioned as an alternative to the popular 
mp3 format. Microsoft argues, with good 
reason, that wma has several technical ad- 
vantages over MP3, including smaller file- 
sizes; but the fact remains that Microsoft is 
using the clout of Windows to promote its 
own playback software and music format. 
The parallels with the Netscape case, in 
which Microsoft used Windows to promote 
its web browser, are ominously clear. 

In short, it is hard to avoid the conclusion 
that, if Microsoft has changed at all, it has 
done so only superficially. Inside the soft- 
ware industry’s 800-pound gorilla, the heart 
of an incorrigible monopolist beats still. 
anne ave ONENE i 





Investment in Australia 


Shell shocked 


SYONEY 


O MANY Australians, the vast oil and 

gas deposits off the coast of Western Aus- 
tralia have come to symbolise what the 
lucky country is all about. In an age of shift- 
ing economic fortunes, the north-west shelf, 
as the region is known, is viewed as a bed- 
rock of Australia’s future. When Royal 
Dutch/Shell, a partner in the consortium de- 
veloping the region, launched a takeover bid 
late last year for Woodside Petroleum, the 
project’s Australian operating company, the 
federal government, led by a market- 
friendly prime minister, John Howard, was 
expected to approve it. But on April 23rd the 
government stunned the markets and al- 
most everybody else when it rejected Shell’s 
offer as “contrary to the national interest”. 

The north-west shelf, stretching almost 
2,000km from Karratha to Darwin, contains 
Australia’s—and one of the world’s—richest 
resource deposits, which could eventually 
become the country’s biggest export earner. 
It already exports liquefied natural gas to Ja- 
pan, supplies gas to Western Australia and 
pumps oil. But it is located in one of the 
world’s most remote areas, and needs huge 
investment to develop its deposits fully, on 
top of the A$q billion ($4.5 billion) already in- 
vested in the project. Shell’s A$10 billion bid 
for Woodside would have given it a control- 
ling interest in a consortium that already in- 
cludes snr, an Australian company, Britain’s 
sp, Chevron of America, and Mitsubishi and 
Mitsui of Japan. 

When Peter Costello, the finance minis- 
ter, rejected Shell's offer, he alluded to the 
company’s big gas projects elsewhere, and 
suggested that it would not be in Australia’s 
interests to have decisions on its biggest re- 
source field made by a company with com- 





peting interests in other parts of the world. 






But was this the full story? 

It was certainly a strange response froma 
government that has made open markets 
and deregulation the hallmarks of its econ- 
omic management. It was also the first time a 
big foreign takeover in the energy industry 
had been turned down. Australia is still 
mainly a resource-based economy, with 
only limited domestic capital because of its 
low savings. Governments have always 
taken the view that Australia needs all the 
foreign investment it can get to unlock its 
natural riches. As Mr Costello was quick to 
point out, in an effort to mollify his critics, 
less than 3% of foreign-investment applica- 
tions have been refused over the past four 
years, most of them involving property. 

The Woodside project, however, had be- 
come caught up in a fierce political debate 
over foreign ownership. In recent years, Aus- 
tralians have seen many of their corporate 
gems taken over by foreign firms. sup itself, 
once known as the Big Australian, is in- 
volved in a merger with Billiton, a British- 
based rival, that could see sHp’s headquar- 
ters eventually move from Melbourne to 
London. The bid for Woodside was seized 
upon by economic nationalists, who 
painted the company as yet another local 
victim of globalisation. Last month, a group 
of politicians wrote to Mr Howard urging 
him not to let Australia become a “branch- 
office economy”, and predicting that ap- 
proval of the Shell bid would spark an anti- 
government backlash. 

Much as Mr Costello denied that politics 
had anything to do with his decision, it is 
hard toconclude otherwise. As opinion polls 
have turned against the government, it has 
scrambled to regain popular support by 
ditching several policies on which it staked 
its claim to responsible economic manage- 
ment. It now seems to have added foreign in- 
vestment to its list. The decision may win Mr 
Howard more votes in the general election 
due later this year, but it has upset financial 
markets and sent a confused signal to other 
investors. It is not just Shell that has lost out, 
but the economy asa whole. 


Mobile telecoms 


Emergency calls 


PARIS 


S BAD news flows thick and fast, it has 
become clear that a vicious shake-out is 
under way in the global telecoms industry, 
led by the mobile operations on which doz- 
ens of companies have staked their futures. 
Many will want to forget April 24th, a black 
Tuesday that saw a string of announcements 
typifying the problems faced by operators 
and manufacturers alike: 
ein Japan, NTr DoCoMo, the wireless arm of 
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NTT, postponed the com- 
mercial launch of its third- 
generation (3G) mobile net- 
work from next month un- 
til October. It said the 
system needed further tests 
before it would be robust 
enough. The blow is to Do- 
CoMo’s prestige rather 
than its profits, as the firm is 
still reckoned to be a leader 
in 3G technology. But the 
news worried heavily in- 
debted rivals that have 
looked to DoCoMo to show that 3G can be 
made to work. 

e Germany’s Deutsche Telekom announced 
a first-quarter net loss of €400m ($369m), 
and said that it had shifted its focus away 
from acquiring new mobile customers to- 
wards making more money from existing 
ones. T-Mobile, its wireless arm, made pre- 
tax profits of €590m, almost 70% more than 
in the same period last year, and has just 
won approval to merge with VoiceStream, 
an American mobile firm. But Telekom re- 
mains in trouble. It is shackled with €57 bil- 
lion of debt and would like to float T-Mobile, 
but market conditions are too awful. 

e Motorola, an American mobile handset 
and equipment manufacturer, said it was 
closing its biggest factory in Britain, with the 
loss of more than 3,000 jobs. It blamed a sud- 
` den collapse in demand for mobile tele- 
phones and may have to hand back almost 
£17m ($25m) in state aid. Other equipment 
makers are having a torrid time, too. jos Un- 
iphase, a market leader in fibre optics for 
high-speed telephony, announced a $1.3 bil- 
lion loss for its third quarter and said it 
would cut its workforce by a fifth. 

e Lastly, Ericsson of Sweden, the world’s 
third-biggest maker of mobile handsets, an- 
nounced a joint mobile-phone venture with 
Sony. The new business, which will be 
launched in October, aims to develop new 
mobile consumer brands and to become a 
long-term global competitor. 

In normal times, Ericsson’s deal might 
have looked like the only piece of good news 
on an otherwise miserable day. But it came 
almost immediately after the company had 
announced a big retrenchment and 12,000 
job losses. In the first quarter of this year, it 
made a SKr4.9 billion ($502m) pre-tax loss, 
and it admitted that its mobile handset busi- 
ness is looking shaky. Its shares are worth 
around 70% less than they were a year ago, 
and have fallen by more than one-third 
since the beginning of March. 

So it is hardly surprising that Kurt Hell- 
strom, Ericsson’s chief executive, looked 
subdued at the press conference to an- 
nounce the tie-up with Sony. He is paying a 
heavy price for having missed the strategic 
shift as mobile phones became trendy con- 
sumer goods rather than purely functional 
items. Ericsson underinvested in design and 
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Disconnecting 
Mobile phone shipments 
market share, % ——— 


has been eclipsed by niftier 
rivals, notably Nokia of Fin- 
land. 

Thus, the deal with 
Sony is better seen asa mea- 
sure of how quickly Erics- 
son has fallen from grace. It 
has conceded 50% of the 
venture to the Japanese, 
even though it is far bigger, 
selling 43m phones last 
year against Sony's 7.5m. In 
an industry that moves 
quickly, the new venture 
will produce its first products only some 
time next year. Mr Hellstrom might no lon- 
ger be the boss by then. 

Allover the industry there are clear signs 
that the telecoms boom has ended. Dra- 
matic retrenchment by top-notch competi- 
tors may look panicky, but the truth is that 
most have little alternative. As the mobile 
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sector has matured, its growth has inevitably 
begun to slow, leading investors to question 
the prospects of traditional operators that 
have placed huge bets on mobile technol- 
ogies. Not only have capital markets become 
choosier about telecoms-related financings, 
but weak equity markets have made it al- 
most impossible to float off mobile ventures 
and pay back debt. The knock-on effect for 
mobile-handset manufacturers has become 
all too evident—not least because they have 
had to provide billions of dollars in “vendor 
financing” so that mobile-network oper- 
ators can continue to buy their products. 

A rare bright spot is Nokia, the world’s 
biggest mobile maker. Its first-quarter results 
were better than expected and its share of 
the global handset market is edging up to- 
wards 40% as Ericsson’s falls (see chart). So 
are its shares doing well? Relatively, yes: they 
are amere 40% below their level of a year ago. 
a 








Splitting heirs 


S AN example of the perils of life as 
eir-apparent to a powerful chief ex- 
ecutive, consider the career of Lee Iacocca. 
Having been one of three successors 
pushed out by Henry Ford 11 because he 
did not want a number-two shadowing 
him, Mr Iacocca in turn stayed on at 
Chrysler to frustrate his obvious heir’s 
ambition to succeed him. Being the desig- 
nated successor of a powerful boss has al- 
ways been an uneasy position. No won- 
der new research* on succession in large 
American companies suggests that, for 
every two heirs who make it to the top, one 
leaves early; and that heirs depart notably 
more often than their bosses. 

Thestudy, by Albert Cannella of Texas 
A&M University and Wei Shen of Rutgers 
University, appears in the current issue of 
the Academy of Management Journal. It 
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looked at 168 randomly selected large 
manufacturing firms, and identified 128 
heirs-apparent as people who held the ti- 
tle of president or chief operating officer 
and were at least five years younger than 
incumbent ceo. Of the heirs, 65 were pro- 
moted in the decade covered by the study, 
and 31 left. The rest were still waiting. 

The main reason for an heir’s early de- 
parture, argues the study, is the power and 
influence of the chief executive. If the per- 
son at the top has been there a long time, 
owns lots of company stock and com- 
bines the role of chairman as well, the suc- 
cessor is less likely to be promoted, and his 
promotion is likely to be slower. Choosing 
a successor gives incumbent chief execu- 
tives a chance to shape their legacies but 
“it also confronts them with a reminder of | 
their own mortality”, say the authors. | 

So tough bosses invariably seem to | 
dislike the process. Even at GE, a company 
much praised for its orderly succession 
strategy, Jack Welch quashed discussion 
until the late 1990s, then postponed his 
departure. “The qualities that make some- 
one a great CEO are seldom compatible 
with the qualities that promote smooth 
succession planning,” says Nell Minow, 
an expert on corporate governance who 
recently worked on a reporton succession 
for the National Association of Corporate 
Directors. She recalls one director telling of 
how his boss’s official succession policy 
was “I'm not going to die”. Another boss | 
described his approach as “to find that | 
guy who did Dolly the sheep”. | 








* “So Near and Yet So Far: Promotion Versus Exit for | 
CEO Heirs-Apparent.” 
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Nuclear fuel 


Radiating value 


NEW YORK 


NLY a select few companies have 

avoided having their shares crushed in 
the current bear market, and they tend to 
have peculiar stories. Among the most pecu- 
liar is usec, previously known as the United 
States Enrichment Corporation, which en- 
riches uranium for reactors and once did so 
for bombs. A recent doubling in the com- 
pany’s share price has only deepened the 
mystery of whether its stockmarket flotation 
in 1998 reflects what is good about privatisa- 
tions, or what is bad. 

The debate over usec has a long history. 
President Richard Nixon originally sug- 
gested a sale to the public in 1969. The stron- 
gest argument for this, which emerged over 
the next three decades, may have been the 
government's own poor record as an oper- 
ator. One of usec’s two facilities has been of- 
ficially declared an environmental disaster 
site, and the other is hardly free from pro- 
blems. The technology used in usec’s en- 
richment process has not changed since its 
installation in the 1950s and has long been 
out-of-date, Freon, the main coolant used in 
the enrichment plants, is steadily leaking 
away. It cannot be replaced, however, as 
Freon production has been banned in 
America since 1995. 

At the time of President Nixon’s original 
proposal, his main concern was the contin- 
ued availability of enriched uranium for na- 
tional security. Ironically, the greatest con- 
cern today may be whether usec, as a 
private company, is willing to do just the op- 
posite by absorbing surplus enriched ura- 
nium from Russia. As part of its privatisa- 
tion, usec carried over a 1994 contract that 
means more than 40% of its supplies come 
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from decommissioned Soviet warheads. 
usec reckons it has spent almost $2 billion 
on the conversion of 4,500 nuclear bombs. 

This would seem to be a huge success, 
but under the fixed-price terms of the con- 
tract, usec claims it is paying above market 
rates for Russian uranium. That makes it a 
reluctant participant. Its efforts to win subsi- 
dies for these purchases were denied by 
Congress. According to an article published 
late last year by Richard Falkenrath, then a 
Harvard professor and now with the Na- 
tional Security Council, because of usEc’s 
need to operate on commercial grounds, the 
company rejected Russian offers for acceler- 
ated deliveries of enriched uranium, missing 
an extraordinary opportunity to reduce the 
number of Russian warheads. 

By early 2000, usEc’s investors were no 
more pleased with its performance than was 
Mr Falkenrath. In March, just as the Ameri- 
can bull market was peaking, usEc’s shares 
fell to a low of just over $3, some $11 below its 
public offering price. The company’s debt 
was downgraded to junk status. Profits for 
the year to June 2000 were $9m, down from 
$152m the previous year. Prices of enriched 
uranium plunged, partly because of stag- 
nant demand and rising global production, 
but also, according to critics, because USEC 
may have been dumping inventory that it 
inherited at the time of its privatisation in or- 
der to support the dividend. 

usEC’s turnaround began last Decem- 
ber. With the huge increase in the price of oil 
and natural gas, nuclear power has become 
a more attractive product. America’s 103 ex- 
isting nuclear plants, which use much of 
USEC’s uranium, have become increasingly 
efficient and are now operating close to ca- 
pacity. In a move that would have been in- 
conceivable only a few years ago, some utili- 
ties are again considering the construction of 
new reactors. 

Meanwhile, usec is doing precisely the 
kind of things privatised compa- 
nies tend to do. In pursuit of effi- 
ciency, one of its two plants is be- 
ing shut down. Its workforce, 
5,000-strong at the time of the of- 
fering, is down to 3,500 and 
shrinking. This being America, 
usec is also using litigation to re- 
shape the marketplace. In De- 
cember, it brought an action for 
dumping against Urenco, a Brit- 
ish, Dutch and German consor- 
tium widely believed to have the 
lowest —_ uranium-production 
costs in the world, and Cogema/ 
Eurodif, a consortium run by the 
French government. A month 
later, the International Trade 
Commission issued a prelimi- 
nary ruling in usec’s favour. For 
the first time in years, there was a 
sustained rise in the price of en- 
riched uranium. usEc’s shares 


now trade at $9, three times their price in 
March 2000. 

There is another factor behind the rise in 
usec’s shares: the possibility of takeover. In 
late July, restrictions on an acquisition of 
USEC imposed at the time of the privatisa- 
tion will expire. Three years ago, a number of 
companies were believed to be interested in 
purchasing usEc’s operations, including Al- 
lied Signal, now part of General Electric, 
which manufactures nuclear power plants, 
and a joint bid by the Carlyle Group, an in- 
vestment bank with strong connections in 
Washington, along with Lockheed Martin, 
which once ran usec’s enrichment plants 
under contract. A bid from any of these com- 
panies would not be a surprise. If by August 
USEC’s Management is once again struggling 
to keep investors happy, expect another out- 
fit to give it a go. 





European competition law 


Copyrights and 
wrongs 


PARIS 


ARIO MONTI, Europe’s competition 

commissioner, is not afraid of contro- 
versy—witness his tough recent stance on 
such mergers as EMI-Time Warner and, now, 
General Electric-Honeywell. Nor is he reck- 
less, however, and that is why he might just 
balk at making a fundamental challenge to 
accepted international laws on intellectual 
property. These are at issue in a competition 
case that is causing lawyers in Brussels and 
beyond to scratch their heads. 

The case involves the arcane but lucra- 
tive business of analysing sales information 
for the health-care industry. Drug firms rely 
heavily on such data, using it to track how 
products are selling and to give incentive 
payments to their sales staff. The underlying 
information is freely available. Making it 
useful, however, requires specialist know- 
ledge and computer-modelling skills. 

A few specialist firms dominate this ac- 
tivity, long since outsourced by drug makers. 
One of the biggest is ims Health, an Ameri- 
can group. ms stands accused by npc, a ri- 
val, of having sewn up the German market 
so efficiently that npc and azyx Geo- 
pharma, another rival, cannot compete. In 
the past year or so, both have tried to launch 
products, only to be told by would-be cus- 
tomers that they want something based on 
ims’s copyrighted system, which divides 
each country into neat geographical areas, 
known as “bricks”. The spurned rivals have 
appealed to Brussels, demanding that ims be 
forced to license its system to them so as to 
open the market to competition. In effect, 
they contend, ims has created an industry 
standard that should be made available to 


THE ECONOMIST APRIL 28TH 2001 


> 


others, albeit at a price. 

When the case began last December, ims 
was almost blown away by this logic, despite 
previous successes defending its copyright 
in the German courts. The European Com- 
mission threatened a severe and rarely used 
fast-track process that could have led to a 
ruling against ims in a matter of weeks. On 
reflection, however, commission officials 
decided to slow down. They have realised 
that the case raises far bigger issues than at 
first appeared. 

There is a central tension between 1ms’s 
right to exploit its copyright on the one hand 
and the goal of free competition and lower 
prices in its market on the other. Intellectual- 
property lawyers say that defeat for ims, 
















though ostensibly good for competition, 
would send a disastrous signal to companies 
of all sorts, curbing their incentive to invest 
and innovate in order to create valuable 
intellectual property. Provided it does not 
abuse its dominant market position in 

Germany, ims should be free to benefit 
from its copyrighted system. 

Under established competition 
law, 1ms could be guilty if it had 

exploited its health-care sys- 
tem to ill effect in another 
market, much as Microsoft 
used its Windows operating 
system to distort the Internet 
browser market. However, ims 
faces no such accusation. That is why 
the case has big—and worrying—implica- 
tions within markets. Companies could use 
a finding against ims as a precedent for at- 
tacking any strong franchise that is based on 
copyright, regardless of whether or not the 
company behind the franchise has actually 
abused its dominance. 

The arguments look set to continue for a 
couple of months at least, with a much lon- 
ger investigation possible. The European 
Commission’s own legal services will play a 
vital role, for they must advise whether a 
finding against ims would stand up in court. 
Then it will be up to Mr Monti to decide 
whether this particular war is both winna- 
ble and worth the prize. 
= 





Industry in eastern Germany 


In the tracks of the Trabi 


ZWICKAU 


It is ten years since the last Trabant, the car that typified East German 
industry, was made. The local love of car making lives on 


HEN the Berlin Wall came down, an 
army of East Germans chugged slowly 
westwards in smelly two-stroke cars. The in- 
vasion of the Trabants gave many easterners 
a first look at the other side, and symbolised 
for West Germans both their neighbours’ 
new freedom and the dire state of the East 
German economy. The Trabant did not long 
outlast the Wall—although you still see the 
odd Trabi on the roads and the car inspires 
fanatical devotion in its owners. Ten years 
ago on April 30th, the last Trabant rolled off 
the production line at Zwickau, some 7okm 
south of Leipzig. 
These days, Zwickau is a changed place. 
“In 1989 it was a dark and dirty city,” explains 
Rainer Eichhorn, the mayor. There were 
flecks of soot in the air which, like the river, 
was “stinking”. Now the city centre is pretty, 
the air is clean and there are fish in the river. 
A lot has been done to clean up after the 
communist-era uranium industry. Many 
old buildings—the city escaped wartime de- 
struction—have been restored. A novel pub- 


THE ECONOMIST APRIL 28TH 2001 


lic-transport system brings local trains into 
the streets, sharing space with trams. Around 
DM1.1 billion ($500m) has been spent im- 
proving the place. 

The employment picture is brighter than 
it might be, too. Unemployment in the area, 
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Unstable at low speeds 


BUSINESS 


although high at 18.2%, is below the average 
in Saxony. Some 27,000 people come into the 
area to work every day, compared with 
10,000 going out. 

A prime source of these jobs is the con- 
tinuation of Zwickau’s car-making tradition, 
mainly in the shape of a Volkswagen factory 
that opened shortly after Germany was re- 
united. Just north of Zwickau, it employs 
5,600 people and last year turned out around 
240,000 Passats and Golfs. vw also has an en- 
gine plant at Chemnitz, a bigger city to the 
east. The firm reckons that it supports 36,000 
jobs at suppliers in eastern Germany, some 
at factories next to the Zwickau plant. 

The vw factory is nota descendant of the 
Trabant plant. That site is now owned by 
Sachsenring Automobilienwerk, an auto- 
motive-systems company. In the early 1990s, 
the place was rich in tradition but not much 
else. Cars had been made there since August 
Horch, founder of Audi, opened a factory in 
1904. Ulf Rittinghaus, Sachsenring’s chief ex- 
ecutive, says that he became interested in the 
Trabant site after a chance meeting, and per- 
suaded his brother Ernst, an engineer, to join 
him in buying it for DMiom in 1993. 

The brothers had no experience in the 
car industry, having made their money sell- 
ing plastic cups, plates and gifts for Asian air- 
lines. “Everything was broken down,” says 
Ulf Rittinghaus. “No building stood a chance 
of being used.” It cost DM7om to knock the 
ruins down and to make the site fit to use. 
Luckily, with the factory came a stack of 
Trabi spare parts, which Sachsenring sold at 
a huge mark-up in order to bringin cash dur- 
inga hard first year. 

Last year was also hard. Sachsenring 
shed 186 jobs and lost €16m ($15m), after a 
run of years in profit. It paid no dividend 
even though, unlike the majority of its peers 
on Frankfurt’s Neuer Markt, which special- 
ises in “growth” stocks, Sachsenring had 
paid something in previous years. The share 
price, €12.80 at flotation in 1997, sank to 
€4.50 earlier this month, but has since 
climbed alittle. 

Nonetheless, the Rittinghaus brothers, 
who together own around 45% of the firm, 
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are cheerful. Despite the recent job losses, 
Sachsenring still employs 1,100 people in 
Zwickau, compared with the 285 it took on in 
1993. Last year, it earned €92m from the sale 
of most of zmp, a semiconductor maker that 
it had bought from the state government of 
Saxony for a nominal sum—and which had 
once been the pride of East Germany’s tech- 
nology industry. Despite the sale of zmp, 
turnover in the first quarter of 2001, at €73m, 
was only €3m below the figure for the same 
period last year. 

After the zmp sale, the firm is con- 
centrating solely on the automotive busi- 
ness, making systems for other manufactur- 
ers as well as complete specialised vehicles. 
vw is its biggest customer, although its share 
of Sachsenring’s sales has fallen since the 
mid-1990s, when it accounted for more than 
half. DaimlerChrysler has grown in impor- 
tance. Last year, Sachsenring bought 51% of 
NAW, a Swiss maker of platforms for airport 
buses and of municipal rubbish lorries; 
DaimlerChrysler owns the other 49%. 

Mr Rittinghaus also hopes to produce, 
with a big partner, a lightweight taxi with 
similar dimensions to London cabs, but 
aimed at the continental European market. 
So, from Trabi to taxi? Maybe. For now, how- 
ever, the closest relative of a Trabant on the 
road is arguably an armoured Mercedes lim- 
ousine, customised by Trasco, a subsidiary 
of Sachsenring in Bremen. A bomb-proof s- 
class, with luxurious interior trimmings, can 
be yours for $850,000. Some Trabi. 





Japanese business ethics 


Blow whistles 
while you work 


TOKYO 


ITH defect cover-ups, kickbacks, 

price-rigging and bribery scandals 
making headlines almost daily, Japan’s 
shoddy business ethics are back in the spot- 
light. On April 25th, public prosecutors in 
Tokyo indicted Mitsubishi Motors and four 
of its top executives for covering up defects 
affecting thousands of vehicles. Over the 
past year, Bridgestone, Mitsubishi Electric 
and Sanyo Electric have also been caught 
hiding defects in tyres, television sets and so- 
lar-cell systems. Companies in Japan are still 
grappling with such basic matters as draw- 
ing up codes of conduct and dealing with 
discrimination. This, to western ears, sounds 
like a debate that should have happened de- 
cades ago. 

Progress has been slow for several rea- 
sons, says Mitsuhiro Umezu of the Business 
Ethics Research Centre in Tokyo. Compa- 
nies, particularly in sickly industries such as 
construction and property, have been more 
concerned about surviving Japan’s long 
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economic downturn than about ethical 
guidelines. Meanwhile, many firms are still 
trying to shake off the inertia left by decades 
of so-called “administrative guidance”, in 
which, rather than having to think for them- 
selves, they merely observed rules laid down 
by powerful ministries. 

To be fair, there has been some change. 
NEC, an electronics group, overhauled its 
management and compliance systems after 
it was caught in a defence-equipment pro- 
curement scam involving price-rigging and 
kickbacks in 1998. More recently, Mitsubishi 
Motors’ defect cover-up scandal led not only 
the car maker but scores of other firms to 
tighten their ethical guidelines as well. 

Some firms have also realised that ethics 
manuals are useless unless they can be en- 
forced. Two features of corporate Japan— 
lifetime employment and a strict seniority 
system—have made this much harder. The 
first requires staff to display unswerving loy- 
alty not only to their company but to the 
team they work in. Rigid hierarchies stifle 
communication between different ranks 
and discourage workers from questioning 
their bosses’ decisions. The result is that em- 
ployees have felt unable to blow the whistle 
(at least openly) on unsavoury practices. 

Companies such as Sumitomo Corpora- 
tion, a trading house, are trying to get round 
this by establishing “speak-up” systems to 
help workers air their concerns. These inter- 
nal committees, made up of several high- 
level executives, mostly from risk-manage- 
ment divisions, have pledged not to reveal a 
whistle-blower’s identity or to punish him 
for speaking up. Honda Motor has a differ- 
ent approach. To ease communication be- 
tween workers and bosses, it has stopped 
staff calling each other by their titles, a com- 
mon Japanese practice. Thus, even its presi- 
dent is “Yoshino-san” (Mr Yoshino), not 
“Yoshino-shacho” (President Yoshino). 

These days, however, the greatest pres- 
sure for change is coming from shareholders. 
Foreign shareholders have increased their 
holdings in recent years as traditional cross- 
shareholdings between banks and their cor- 
porate chums have unravelled (see chart). 
Unfettered by conventional ties, foreign in- 


stitutions tend to be a lot quicker to dump 
shares in companies embroiled in scandals. 

Individual shareholders are also becom- 
ing more active. Shareholder lawsuits are on 
the rise, jumping by 40% in the past four 
years—although the total number is still 
small by international standards. Share- 
holders Ombudsman, a non-profit group 
based in Osaka, is leading the charge. It has 
filed suit against the former chairman and 
auditors of Sogo, a department-store chain 
that went bust last year. It has also sued Ku- 
magai Gumi, a debt-ridden construction 
company, for making ¥87m ($734,000) in po- 
litical donations between 1996 and 1999—a 
time when the company was losing money. 

Another company that has received a 
writ is Japan Airlines, for failing to meet the 
legal hiring quota for disabled employees 
(1.8% of the workforce), Shareholders Om- 
budsman says the airline has been socially 
irresponsible in choosing instead to pay 
heavy fines for the past 20 years. Japan Air- 
lines argues that it is hard to meet notional 
hiring quotas when around half its pilots, 
cabin crew and maintenance staff are sup- 
posed to meet strict health requirements. 

What Japan lacks, however, is a big com- 
munity of ethical investors, similar to those 
in America and Britain. Only one ethical 
mutual fund exists: the Asahi Life Socially 
Responsible Investment Fund, which uses 
information from private and public think- 
tanks to invest in listed companies that meet 
several ethical criteria. The fund, which was 
set up last September, has built up around 
¥8.3 billion of assets. But it will take a lot 
more than that to bring Japan’s more way- 
ward bosses into line. 





Setting an example 
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A Maverick in more ways than one 


Armed with a dotcom fortune and some bold marketing ideas, Mark Cuban has shaken up a 
struggling American basketball team. His success holds lessons for managers everywhere 


IMES are tough for America’s National Bas- 

ketball Association (NBA). Television rat- 
ings have tumbled this year, attendance fig- 
ures have flattened out after four years of 
growth, and an old-boy culture in the ranks of 
team owners has started to grate with young 
players’ egos. But a refreshing bright spot has 
emerged, in the person of Mark Cuban. 

Mr Cuban bought the Dallas Mavericks, a 
struggling Texas team, for $280m in early 2000. 
The team was not really for sale, but Mr Cuban 
had just reaped $2 billion from the sale of 
Broadcast.com, his online media firm, toa big- 
ger Internet outfit, Yahoo! It took six months to 
persuade Ross Perot Jr, who had bought the 
team for $125m in 1996, to sell. A longtime Dal- 
las resident who says he only does what he enjoys, Mr Cuban fan- 
cied the idea of making the local team—a perennial loser of games 
and nocash cow—both profitable and successful on the court. 

His strategy for the Mavericks has three facets: rebranding, 
promotion and treating his staff well. He began with a new team 
logoand an edgy television commercial, starring a rabid rottweiler, 
to build excitement before the 2000-01 season. To raise the hipness 
quotient, he hired Tim Henning from Vans, a maker of skate- 
boarding shoes and clothes, as the team’s new merchandise direc- 
tor, and started to sell logo-bearing goods in shops outside the 
arena, including a new line of women’s clothing. 

Once his first full season in charge was under way, Mr Cuban 
brought in scores of new salesmen, and new promotional tech- 
niques to help them hawk tickets. The more successful among 
these include free seats for fans who paint their faces and bodies; 
free fast food from Taco Bell for everyone in the stadium whenever 
the Mavericks score 100 points; and post-game concerts by such 
crowd-pleasers as K.C. and the Sunshine Band. Other ideas, such 
asan in-house disc jockey and an “Elvis night” replete with imper- 
sonators, have failed to catch on. 

The occasional failure is not too surprising, since the whole 
marketing game is new to Mr Cuban. Hedid not spend asingle cent 
on advertising in the five years that he owned and ran Broad- 
cast.com.Some of his more creative marketing wheezes come from 
the team’s fans, who contact him via its website. (Posting his e- 
mail address there has led to reams of re- 
quests for venture capital.) He also travels 
to other arenas and takes cues from the 
likes of the World Wrestling Federation. 
His business, he says, is “selling sore 
throats”. Stealing ideas and then execut- 
ing them is his mantra. 

In part, Mr Cuban’s marketing push is 
a side-effect of the players he has hired. 
With young stars from Canada, Ger- 
many, Mexico and Nigeria, as well as the 
first player ever to join the NBA from 
Communist China (whose debut pro- 
voked a standing ovation during the spy- 
plane crisis), the Mavericks lead the league 
in international flavour. Fans bring flags 
from the players’ home countries to 
games. The nea, which controls all its 
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teams’ merchandise sales abroad, hopes to 
create a global brand for the Mavericks—a sta- 
tus previously reserved for teams packed with 
expensive superstars. 

Mr Cuban has also distinguished himself 
from other team owners in the way that he 
treats his workers. He claims to like spreading 
the wealth, and itis hard to argue: 300 of his 330 
employees at Broadcast.com became million- 
aires after its sale. At the Mavericks, all staff 
members receive free car washes, massages 
and tickets for games. Workers also enjoy un- 
usually free access to their boss. The Mavericks’ 
organisational structure is flat, with few hierar- 
chical job titles; Mr Cuban claims to have tried 
his hand at virtually every job there, no matter 
how menial, for at least a few hours. 

The team itself also gets special treatment relative to others in 
the NBA. Mr Cuban has had each player’s locker refurbished with 
a flat-screen television, a stereo and a videogame system, not to 
mention plush towels. Ergonomic, adjustable seats with antibac- 
terial upholstery (patent pending) now cradle the Mavericks’ 
backsides along the sideline, while the opposition’s rest on 
cheaper folding chairs. 

Mr Cuban says all these changes have cost him less than 0.5% 
of his team payroll—a small price to pay for the positive mindset 
that he has engendered among the players, some of whom were 
previously thought to have attitude problems. His team-manage- 
ment style also differs from the norm. He likes to think of his play- 
ers as a bond portfolio, with their skills as interest rates and their 
contract lengths as maturities. He justified a controversial trade of 
several young players for an established scorer by saying that he 
had shortened his maturities at a cheaper price without much 
change to total performance in games. 

This spring, Mr Cuban seems to be reaping his rewards. The 
Mavericks sold more tickets for this season, before it had even 
started, than they sold for all of last season. The number of season- 
ticket holders has doubled, and attendance revenue is up by 80% 
over last year. Last month, the team completed a string of 20 sell- 
outs for the first time in six years. Although Mr Cuban prefers to 
keep the financial details private, he claims that he has already 
made a substantial return on his invest- 
ment. And the Mavericks have ended a 
decade-long drought by winning through 
to the championship playoffs. 

Along the way to his success, Mr Cu- 
ban has not made many friends among 
the Na’s other owners, whom he calls 
“counterpunchers”’, afraid to be proactive. 
The league’s commissioner has fined him 
a total of $505,000 this season, for criticis- 
ing referees, getting involved in an on- 
court fight and even for sitting on the floor 
next to his coaches. He has no regrets, 
however. As the team’s biggest and best- 
known booster—fans bring “I Love Mark 
Cuban” signs to games and Dallas bill- 
boards address him by his first name—he 
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You're in the ~ 
insurance business, 


but is your e-business strategy insured? 


ew firms in the insurance industry have integrated e- 

business initiatives with their corporate strategy. In a mar- 
ketplace facing the consolidation of traditional carriers and the 
entry of lower-cost providers, companies are struggling to find 
ways to use e-business to improve operations, create new prod- 
ucts and enhance customer relationships. 


The Economist Intelligence Unit, in co-operation with 
PricewaterhouseCoopers, conducted a global survey of the 
major players in the insurance industry—carriers, agents/bro- 
kers, reinsurers, financial-services companies and dotcoms. 
E-insurance: Creating a competitive advantage analyses 
the responses of senior executives from 153 leading companies 
in Europe, Asia and the Americas. 





The report enables players in all segments of the insurance industry to benchmark their company 
against others in their sector and find answers to these key issues: 
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products online 
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Winners and losers 


The global distribution of income is becoming ever more unequal. That 
should be a matter of greater concern than it is, argues Robert Wade 


NYBODY interested in the wealth and 
poverty of nations must be interested in 
what is happening to the global distribution 
of income, one would suppose. A lot turns 
on the question. If the world’s income distri- 
bution has become more equal in the past 
few decades, this would be powerful evi- 
dence that globalisation works to the benefit 
of all. It would give developing countries 
good reason to integrate their economies 
closely into the world economy, as the IMF 
and the World Bank—and their mostly rich- 
country shareholders—urge them to do. It 
would answer some of the fears of the anti- 
globalisation protesters. And it would help 
to settle a crucial and long-standing dis- 
agreement in economic theory, between the 
orthodox view that economic growth natu- 
rally delivers “convergence” of rich and poor 
countries, and alternative theories which, 
for one reason or another, say the opposite. 
Despite its importance, this issue has re- 
ceived rather little attention within the fields 
of development studies, international rela- 
tions and (until very recently) international 
economics. Neither the World Bank nor the 
imF has devoted significant resources to 
studying it. Many analysts apparently take it 
for granted that global inequality is falling. 
Others think it sufficient to focus on poverty, 
and ignore inequality as such, Both these 
views need to be challenged. New evidence 
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suggests that global inequality is worsening 
rapidly. There are good reasons to worry 
about that trend, quite apart from what it 
implies about the extent of world poverty. 


Distributing the spoils 
What exactly does “world income distribu- 
tion” mean? This article is concerned with 
distribution among the planet’s 6.2 billion 
people, regardless of country or region. 
World income distribution can be thought of 
as the combination of (a) the internal income 
distributions for all the countries and (b) the 
distribution of average incomes across 
countries. Most of the inequality in world in- 
comes reflects inequality in country aver- 
ages rather than inequality within countries. 
Chartion the next page shows the distri- 





bution of the world’s population by average 
income of each country (using compatible 
data from 1993, the most recent year avail- 
able). Income is measured in terms of pur- 
chasing power over comparable bundles of 
goods and services, or purchasing-power 
parity (ppp), rather than in terms of actual ex- 
change rates. China and India, with between 
them almost 40% of world population, are 
each divided into urban and rural sectors 
and treated as four separate countries. 

The distribution has two poles. One, at 
the bottom end, is at an average income of 
less than $1,500 a year. It contains the popu- 
lations of most of Africa, India, Indonesia 
andrural China. At the other pole, with aver- 
age ppp incomes of more than $11,500, are the 
United States, Japan, Germany, France, Brit- 
ain and Italy. Some of the space between 
$1,500 and $11,500 is occupied by countries 
such as urban China, Russia and Mexico. But 
notice the strange “missing middle”: rela- 
tively few people live in countries with aver- 
age ppp incomes that fall between $5,000 and 
$11,500. If incomes were measured using ac- 
tual exchange rates, the range from poorest 
to richest would be much larger. 

Nobody denies that world income dis- 
tribution became vastly more unequal after 
the industrial revolution. On this timescale 
divergence dominates, big time. But what 
happened in the past three or four decades? 

Having ignored world income distribu- 
tion for decades, international economics 
has lately seen a burst of interest. But the sta- 
tistical difficulties are so formidable that the 
debate has so far revolved around questions 
of econometric technique. Standing back 
from the fray, we can see that much of the 
controversy concerns how to compare in- 
come in different countries. 

The answer to what is happening to 
world income distribution turns out to de- 
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Always with us [1] 


Distribution of population by average ——— 2,000 
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pend heavily on whether countries are 
weighted by population, and whether in- 
come in different countries is measured in 
ppp terms or by using actual exchange rates. 
These two criteria can be set out in a matrix 
of four cells, with countries treated equally 
or weighted by population on one axis, and 
income measured in current exchange rates 
or in ppp terms on the other. Table 2summar- 
ises the findings of the existing literature, di- 
viding the studies among the four cells. 

If countries are treated equally (not 
weighted by population) and average in- 
come is measured in ppp terms, most studies 
find that world income distribution has be- 
come more unequal in the past few decades. 
If countries are weighted by their popula- 
tions (so that China’s change in average in- 
come counts for many times more than 
Uganda’s), the world’s ppp income distribu- 
tion over recent decades shows little change. 

It may seem obvious that one should 
weight countries by population, giving every 
individual in the world equal weight. For 
some purposes, though, itmay make sense to 
weight countries equally. To test the growth 
theories mentioned earlier, or to assess the 
effectiveness of policy advice on how toraise 
growth rates, one can treat each country as a 
laboratory trial—an observation of a set of 
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policies, institutions and resources—and 
take the average over all the trials. Likewisein 
the context of understanding co-operation 
in multilateral organisations such as the Un- 
ited Nations, where small-population states 
have more of a voice than their share of 
world population would warrant, it may 
make sense tolook at world income distribu- 
tion with countries weighted equally. 

What about the second measurement is- 
sue: actual exchange rates or ppp? When in- 
comes in different countries are compared 
using actual exchange rates, the evidence 
shows that world income distribution has 
become much more unequal over the past 
several decades, and that inequality acceler- 
ated during the 1980s, whether countries are 
treated equally or weighted by population. 
When incomes are compared using rrr cal- 
culations, the degree of inequality shrinks, 
and so does the rate of widening. 

Many assume that ppp measures are al- 
ways superior. Certainly the exchange rate is 
a flawed measure of purchasing power: it 
fails to reflect the large amount of non- 
monetary exchange in developing countries, 
or money payment for services that are not 
subject to international competition. Also, 
exchange rates are much affected by capital 
flows and by monetary policy. 

But ppp measures have their drawbacks 
as well. Different methods of measuring 
purchasing-power parity, all plausible in 
themselves, yield different results. Compre- 
hensive estimates of ppp incomes for de- 
veloping countries, based on actual data on 
prices of comparable goods and services, go 
back only to the 1970s. This makes longer- 
run analysis difficult. Finally, incomes based 
on actual exchange rates may be a better 
measure than ppp of relative national power 
and national modernity—matters of more 
interest to sociologists and political scien- 
tists, no doubt, than to economists. 

In any event, the bulk of the evidence on 
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trends in world income distribution runs 
against the claim that world income in- 
equality has fallen sharply in the past half- 
century and still faster in the past quarter- 
century. None of the four cells in the table 
supports this idea. 


From poorer to richer 


So much for the existing research. However, 
we can now go further. Two very recent 
studies based on new data challenge the 
finding in the fourth cell that world prr-in- 
come distribution weighted by countries’ 
population shows little change over the past 
few decades. The new studies show, on the 
contrary, a rapid rise in inequality. 

These new studies differ from the others 
in being based solely on household income 
and expenditure surveys. The earlier ones ei- 
ther used average Gpr, ignoring inequality 
within each country, or used indirect meth- 
ods to estimate within-country inequality, 
including production surveys and revenue 
surveys, which typically miss important 
components of household incomes. Branko 
Milanovic at the World Bank assembled the 
database, using the Bank’s formidable statis- 
tical organisation to obtain household sur- 
vey data from just about all the Bank’s mem- 
bers, covering 85% of the world’s population, 
for the years 1988 and 1993. The result is prob- 
ably the most reliable data set on world in- 
come distribution. 

Then Mr Milanovic computed the Gini 
coefficient for world income distribution, 
combining within-country inequality and 
between-country inequality, and measur- 
ing it in ppp terms. (The Gini coefficient is a 
commonly used measure of inequality: osig- 
nifies perfect equality, 100 means that one 
person holds all the income.) The results are 
startling. World inequality increased from a 
Gini coefficient of 62.5 in 1988 to 66.0 in 1993. 
This is a faster rate of increase of inequality 
than that experienced within the United 
States and Britain during the 1980s. By 1993 an 
American on the average income of the 
poorest 10% of the population was better off 
than two-thirds of the world’s people. 

The other new study, by Yuri Dikhanov 
and Michael Ward, uses the same data set 
with a different methodology. It confirms 
that world income distribution became 
markedly more unequal between 1988 and 
1993. Like the Milanovic study, it finds that 
the Gini coefficient increased by about 6%. It 


THE ECONOMIST APRIL 28TH 2001 


finds, further, that the share of world income 
going to the poorest 10% of the world’s popu- 
lation fell by over a quarter, whereas the 
share of the richest 10% rose by 8%. The rich- 
est 10% pulled away from the median, while 
the poorest 10% fell away from the median, 
falling absolutely by a large amount. In short, 
we have to revise cell 4. World ppp income 
distribution with countries weighted by 
population (and China and India split into 
urban and rural) became “much more un- 
equal” between 1988 and 1993 (see table 3). 

Why has global inequality increased? 
The answer is in four parts: (1) faster econ- 
omic growth in developed oreco countries 
than developing countries as a group; (2) 
faster population growth in developing 
countries than in OECD countries; (3) slow 
growth of output in rural China, rural India, 
and Africa; and (4) rapidly widening output 
and income differences between urban 
China on the one hand, and rural China and 
rural India on the other. The income of urban 
China grew very fast during 1988-93, which 
reduced the gap between China’s average 
income and that of the middle-income and 
rich countries, and so reduced the world 
Gini coefficient; but the widening gaps be- 
tween rural China and urban China and be- 
tween urban China and rural India in- 
creased world inequality by even more. 

These trends in turn have deeper causes. 
Technological change and financial liberal- 
isation result in a disproportionately fast in- 
crease in the number of households at the 
extreme rich end, without shrinking the dis- 
tribution at the poor end. Population 
growth, meanwhile, adds disproportion- 
ately tonumbers at the poor end. These deep 
causes yield an important intermediate 
cause that makes things worse: the prices of 
industrial goods and services exported from 
high-income countries are increasing faster 
than the prices of goods and services ex- 
ported by low-income countries, and much 
faster than the prices of goods and services 
* produced in low-income countries that do 
little international trade. 

These price trends mean that the major- 
ity of the population of poor countries are 
able to buy fewer and fewer of the goods and 
services that enter into the consumption 
patterns of rich-country populations. The 
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poorer countries and the poorer two-thirds 
of the world’s population therefore suffer a 
double marginalisation: once through in- 
comes, again through prices. Hence the fig- 
ures in table 3, which show that the gap be- 
tween the richest 10% of the world’s 
population and the median is widening, and 
the gap between the median and the poorest 
10% is also widening. 


Polarised zones 


Income divergence helps to explain another 
kind of polarisation taking place in the 
world system, between a zone of peace anda 
zone of turmoil. The regions of the wealthy 
pole in chart 1 show a strengthening republi- 
can order of economic growth and liberal 
tolerance (except towards immigrants), with 
technological innovation able to substitute 
for depleting natural capital. The regions of 
the lower- and middle-income pole contain 
many states whose capacity to govern is 
stagnant or eroding, mainly in Africa, the 
Middle East, Central Asia, Russia, and parts 
of East Asia. Here, a rising proportion of peo- 
ple find their access to basic necessities re- 
stricted at the same time as they see people 
on television driving Mercedes cars. 

The result is a lot of unemployed and an- 
gry young people, to whom new informa- 
tion technologies have given the means to 
threaten the stability of the societies they live 
in and even to threaten social stability in 
countries of the wealthy zone. Economic 
growth in these countries often depletes nat- 
ural capital and therefore future potential. 
More and more people see migration to the 
wealthy zone as their only salvation. 

It is remarkable how unconcerned the 
World Bank, the mmr and other global orga- 
nisations are about these trends. The Bank’s 
World Development Report for 2000 even 
said that rising income inequality “should 
not be seen as negative” if the incomes at the 
bottom do not fall and the number of people 
in poverty falls. Such lack of attention shows 
that to call these world organisations is mis- 
leading. They may be world bodies in the 
sense that almost all states are members, but 
they think in state-centric rather than global 
ways. They neglect not only matters of world 
income distribution, but also world infla- 
tion, world exchange rates, and world inter- 
est rates; and, in the case of the World Bank, 
the global environmental issues of the 
oceans, the atmosphere, and nuclear waste. 

It is striking that most of the organised 
opposition to more globalisation comes 
from North America, Western Europe and 
Oceania. Why have elites from developing 
countries for the most part subscribed to the 
globalisation agenda that western states, 
businesses, and multilateral organisations 
have been promoting, if a case can be made 
that the gains of free markets for goods and 
capital tend to be concentrated in the top 
levels of the income distributions of their 
countries? Why are they doing so little to in- 
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Looking for a better future 


tegrate their economies into the world econ- 
omy ina strategic way, not open-endedly? 

Part of the reason may be that elites in 
developing countries, like their counterparts 
in the rich world, are content to believe ei- 
ther that world inequality is falling, or that 
inequality is good because it is the source of 
incentives. They, like the multilateral econ- 
omic organisations (and the reformers of 
Victorian England), worry about poverty. 
But they see no link between widening 
world income distribution and poverty; and 
they think that poverty can be fixed by pro- 
viding the poor with welfare and opportuni- 
ties without changing larger structures like 
income and asset distributions. Academic 
analysts have a responsibility to counter the 
current neglect by analysing the relationship 
between trends in world income distribu- 
tion and poverty as a way of getting distribu- 
tion issues on to the world agenda. 

Growing inequality is analogous to 
global warming. Its effects are diffuse and 
long-term, and there is always something 
more pressing to deal with. The question is 
how much more unequal world income dis- 
tribution can become before the resulting 
political instabilities and flows of migrants 
reach the point of directly harming the well- 
being of the citizens of the rich world and the 
stability of their states. Before that point is 
reached we should mobilise our govern- 
ments, the multilateral organisations, and 
international NGos to establish as an over- 
arching priority a more equal world income 
distribution—and not just, as now, fewer 
people in poverty. 


The author would like to thank Michael Ward and Branko 
Milanovic for discussions about income distribution. This 
week's Economics focus comments on this article 
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The sacking of Argentina’s central-bank chief, after rows with the economy 
minister, may not be enough to calm market jitters 


NDIGNANT at rumours that Argentina 

might default on its debts or devalue its 
currency, or, indeed, that he was resigning, 
Domingo Cavallo sent a stiff “open letter to 
the markets” on April 22nd: how dare deal- 
ers spread such tittle-tattle instead of prais- 
ing his achievements since he retumed as 
economy minister a month ago? Certainly, 
Mr Cavallo has made firm moves to close the 
government's gaping fiscal deficit, and he 
has even got Congress's approval for new 
taxes and spending cuts. Yet the letter did lit- 
tle to help. The next day, the risk premium on 
Argentine bonds soared (see chart), to its 
highest since the 1998 Russia crisis. 

After dithering for a while, President Fer- 
nando de la Rua accepted on April 25th the 
recommendation of a congressional com- 
mittee to sack Pedro Pou, president of the 
central bank. This, it is hoped, will calm the 
markets, by ending the open warfare be- 
tween Mr Cavallo and Mr Pou. The economy 
minister has criticised the central bank for 
not improving liquidity in the financial sys- 
tem, and in particular for resisting his pro- 
posal to let banks count as part of their re- 
serves some $2 billion-worth of bonds that 
the government has just sold them. Mr Pou 
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has lent support to a suggestion by Mr de la 
Rua’s predecessor, Carlos Menem, that Ar- 
gentina should adopt the dollar as its cur- 
rency and drop the “currency board”, intro- 
duced by Mr Cavallo ten years ago, which 
pegs the Argentine peso to the dollar. Mr Ca- 
vallo opposes dollarisation and now wants 
toalter the currency board to link the peso to 
a mix of dollars and euros—an idea that has 
only added to the markets’ uncertainty. 

To the extent that Mr Pou’s chosen re- 
placement, Roque Macarrone, a former head 
of the government-owned Banco de la Na- 
cion, is seen as close to Mr Cavallo, the move 
might be expected to calm investors. Confi- 
dence in Mr Pou had been dented by accusa- 
tions that he had tumed a blind eye to 
money-laundering by Argentine banks— 
the reason why the congressional committee 
said he should go. All the same, Mr Pou says 
that his dismissal will end the independence 
of the central bank, one of Argentina’s few 
credible public institutions. 

What is more, some market analysts be- 
lieve that the main aim of Mr Cavallo’s 
change to the rules on banks’ reserves is not 
toimprove liquidity, but to make it easier for 
the government to borrow. Reserve require- 


ments are demanding, but this is because, in 
previous crunches, Argentines have rushed 
to withdraw bank deposits, and banks need 
to be prepared. Deposits have continued to 
fall since Mr Cavallo’s return. 

Although Argentine shares and bonds 
steadied ahead of Mr Pou’s sacking, they re- 
main vulnerable to fresh bouts of panic. Mr 
Cavallo cancelled an auction of treasury 
notes, scheduled for this week, because he 
feared that in the current climate investors 
would demand high interest rates—perhaps 
20-25%, compared with 14% last month. The 
move increased investors’ fears that Argen- 
tina may not be able to keep financing itself. 
The problem does not lie in the short term: 
the $40 billion of loans and credit guarantees 
that the mF promised in January, plus some 
bond issues since then, mean that Argentina 
does not need to raise much more this year, 
so long as the public-sector deficit does not 
exceed its target of $6.5 billion. 

Still, public debt stands at $128 billion, 
and large chunks of it will need refinancing 
over the next few years. Unless Argentina 
can resume economic growth, following 
three years of recession, its debt burden may 
become insupportable. Brazil returned to 
growth after a big devaluation in 1999. But 
this relatively easy exit is denied to Argentina 
because most of its public and private debt is 
in dollars. Ifit devalued, the government and 
many private borrowers would default, 
leading to a collapse of the financial system. 
A group of foreign banks with big exposures 
to Argentine debt is reported to be talking to 
the government about swapping shorter- 
term bonds for 20- to 30-year ones. Such a 
deal would help. But in the long run the only 
solution to Argentina’s debt problem is 
economic growth. 

As the man who tamed rampant infla- 
tion a decade ago, Mr Cavallo above all has 
to inspire enough confidence among the Ar- 
gentine public and panicky foreign investors 
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for growth to return. What has been sapping 
confidence, apart from Mr Cavallo’s public 
rows with Mr Pou and his attacks on market 
“speculators”, is a lack of detail about where 
he will make the spending cuts he promised. 

; His dilemma is that divulging such details 
risks stirring up a political row at home, un- 
dermining a fragile governing coalition and 
sodenting confidence further. 

If Mr Cavallo fails, and Argentina de- 
faults, the consequences beyond its borders 
would be grave. As it is, Argentina’s troubles 
dragged the Brazilian real and Chilean peso 
to record lows against the dollar this week. 
Until March, Brazil was enjoying steady 
growth, low inflation and falling interest 
rates. Since then it has had to raise rates 





twice, as well as tosell dollar-indexed bonds, 
to arrest a sharp fall in-its currency that 
threatens its inflation target. High interest 
rates and a weakening real have reignited 
worries about Brazil's own debt burden and 
its ability to service it. 

A renewed downturn in Brazil—Latin 
America’s biggest economy—would depress 
the whole region. But since Argentine bonds 
account for about 20% of all liquid, emerg- 
ing-market debt, a default in Argentina 
could hurt all the world’s developing coun- 
tries. The consequences are so serious that 
the mere thought of adefault may, with luck, 
now concentrate minds—in Buenos Aires 
and among international lenders—enough 
to pull the country back from the brink. 





The world economy 


Waiting for growth 


It may be a while before the outlook for the world economy picks up 


HE world’s finance ministers and central 
bankers, gathering in Washington this 
>. weekend for the spring meetings of the Inter- 
- national Monetary Fund and the World 
Bank, are contemplating a duller outlook for 
the world economy. The Fund’s latest World 
Economic Outlook, published on the eve of 
the meeting, paints a much gloomier picture 
than did its edition last October. 

The Fund now expects global output 
growth to slow from 4.8% in 2000 to 3.2% this 
year—a full percentage point less than its 
growth forecast in October. If correct, 
growth will still be faster than during the 
Asian crisis in 1998, when world growth 
slipped to 2.8%. But the pace of the slow- 
down from last year would be the sharpest 
between any two years since the oil crisis of 
: 1974.For many economies, this will feel like a 
jolt. The mF is concerned that things could 
turn out worse even than this. 

The Fund has cut its growth estimates for 
every part of the world (see table), but its 
central forecast is that America will avoid a 
recession. Even so, it warns that the imbal- 
ances that built up during America’s 
boom —a negative personal saving rate, high 
corporate and household debt, overinvest- 
ment in some areas and a large current-ac- 
count deficit—create the risk of a longer and 
deeper downturn. The mmr also notes that 
stockmarkets are still “richly valued by his- 
torical standards”. 

Indeed, the mr explores a “harder land- 
ing” scenario, in which share prices fall by 
another 20% in America this year, the dollar 
also drops by 20% against the other main 
currencies, and consumer and business con- 
fidence decline sharply in both America and 
Japan. America would then see growth close 
to zero this year, reducing global growth by 
more than a full point, to around 2%. Japan’s 
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cpp would contract, while the euro area 
would grow by just 1.3%. That would come 
close to counting as what has come (if inex- 
actly) to be called a “world recession”. As it 
happens, total world cpr has not actually 






fallen in any year since the Great Depression. © 
In the past. three so-called world reces- 
sions—in 1975, 1982 and 1991—-world growth 
has ranged from 1.2% to 1.9%. 

The imr’s prescriptions are hardly new. 
America’s Fed needs to keep cutting rates. 
The Bank of Japan needs to pump money 
into the economy, and to clean up the finan- 
cial sector. The Fund also suggests that the 
European Central Bank has scope for a mod- 
erate cut in interest rates. 


Tech effects 


All the same, the ımr is worried about the 
spillover effects in Europe from America’s 
sharp slowdown. In the report, it explores 
how the strong correlation in the price 
movements of high-tech shares around the 
world might affect economic activity. To 
track what effect the burst technology bub- 
ble might have on the world economy, it is 
necessary to know whether- consumer 
spending and investment are more sensitive 
to changes in the value of technology shares 
than to movements in the shares of other 
kinds of companies. 

The ime analyses the impact of share 
prices on consumer spending in the big 
economies between 1990 and 2000. It finds 
that after two years, a $1 increase in the value 
of both tech shares and non-tech shares in 
America leads to an increase in consumer 
spending of 4-5 cents. In continental Europe, 
where fewer people own shares, swings in 
the prices of non-tech shares seem to have a 
negligible effect on spending. 

On the other hand, changes in the value 
of tech shares seem to have just as big an im- 
pact on spending in Europe as in America. 
This may be because the increase in share 
ownership in continental Europe in recent 
years has been concentrated in technology 
shares. Even so, because stockmarket cap- 
italisation in continental Europe is still 
smaller in relation to Gop than in America, 
the overall impact on the economy is 
smaller. 

What about the impact of share prices 
on investment, via the cost of capital? 
Changes in share prices have traditionally 
had a smaller impact on investment in con- 
tinental Europe than in America, because 
with fewer takeovers and more debt financ- 
ing, managers have tended to be less respon- 
sive to stockmarkets. 

This too seems to apply less in the tech- 
nology sector. The mmr finds that in conti- 
nental Europe changes in non-tech shares 
have little or no impact on investment, but 
each dollar increase or fall in the value of 
tech shares has just as big an impact on in- 
vestment as in America. Since share prices in 
the technology sector have fallen as sharply 
in Europe as in America, this suggests that 
the bursting of the tech bubble could yet 
make a bigger dent in continental Europe's 
growth than many people expect. 
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European Bank for Reconstruction and Development 


Giving it the BERD 


This week the European Bank for Reconstruction and Development 
celebrated its tenth anniversary, in London. The two pieces that follow look to 
its next decade, and at unreformed banks in the Czech Republic and Albania 


MID the self-congratulation at the tenth 
annual meeting of the European Bank 
for Reconstruction and Development 
(EBRD), there were clear signs that the bank 
has learntsome hard lessons from its first de- 
cade. The EBRD was created 18 months after 
the fall of the Berlin Wall, to help the de- 
velopment of market economies in formerly 
communist countries. Its first few years, 
however, were characterised more by scan- 
dals about the extravagant spending habits 
of its then-president, Jacques Attali than by 
any economic achievement. The next presi- 
dent, Jacques de Larosiére, swiftly brought in 
an austerity drive at the bank, while seeing 
that large volumes of money were lent to 
Central and Eastern Europe, Russia and the 
rest of the ex-Soviet Union. 

The EBRD admits that the sheer quantity 
of loans may have impaired their quality, an 
imbalance it now wants to redress. It also ac- 
knowledges that it has been insufficiently 
aware of the social effects, such as sudden 
unemployment, of the transition from state- 
planned to market economies. “In the begin- 
ning there was a belief that if we dismantled 
the old dinosaurs and poured in money like 
water, everything would grow,” says Jean 
Lemierre, who took over as president of the 
EBRD last year. Now, he says, issues such as 
corporate governance, corruption, legal sys- 
tems and poverty must be addressed. 

Hence the bank has refused to lend 
money to Gazprom, a Russian company 
whose standards of corporate governance, 
the eprp thinks, leave too much to be de- 
sired. The EBRD has no mandate to tackle 
poverty directly—although it recently 
agreed to lend money to a Polish railway, 
PKP, for severance pay to its workers. 

One clear sign of change is the bank’s 
newfound enthusiasm for lending to small 
businesses. People at the EBRD say that 
small-business lending has traditionally 
been regarded as a poor relation of big, in- 
vestment-banking-style deals. “People used 
to think that what I do isn’t banking,” says 
Elizabeth Wallace, head of the EBRD’s new 
small-business banking unit. Now, she says, 
she is treated with a new respect, partly be- 
cause levels of default on small loans are next 
to nothing, despite the Russian financial cri- 
sis of 1998. 

Last year about 51,000 loans, worth 
$256m, were made to small businesses 
through EBRD-supported programmes, up 
from 14,000, or $110m-worth, in 1999. Some 
loans are as small as $30, and they go to 
dressmakers, restaurateurs, hairdressers, 
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pig-farmers and other entrepreneurs. The 
bank expects to carry on doubling its micro- 
finance lending over the next few years, 
which means that in 2002 it will devote $1 
billion to this business, a big chunk of its $3 
billion annual lending target. 

Since it was created, the EBRD has strug- 
gled to reconcile various conflicting roles. Its 
first responsibility, to finance the transition 
from centrally planned to market econo- 
mies, threatens to work against its “sound 
banking” rule that loans must be commer- 
cial. At times, its critics say, the bank seems to 
have invested more for profit than for econ- 
omic transformation. 

After ten years of lessons, the bank’s 
shareholders now insist that it adheres still 
more strictly to its economic and political 
principles—lending, for instance, only in 
democratic countries. Mr Lemierre recently 
wrote to the president of Belarus that the 
EBRD would consider suspending its access 
to funds unless presidential elections this 
autumn were conducted fairly—perhaps 
not the ne plus ultra of threats. Turkmenis- 
tan, of which Saparmurad Niyazov recently 
declared himself president for life, is also the 
subject of lively discussion inside the bank. 
Tricky political questions like these are be- 
coming more common for the EBRD. At what 
point, for instance, does it decide that insti- 
tutionalised corruption has gone too far in 
Edward Shevardnadze’s Georgia? 

Now that many of its beneficiaries—no- 
tably Poland, Hungary and the Czech Re- 
public—are probably only a few years from 
joining the European Union, the bank needs 
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to shift its attention eastwards, with rather 
more emphasis on countries such as Russia 
and the former states of the Soviet Union. 
Otherwise it risks flouting another key prin- 
ciple: not to steal business from private-sec- 
tor financiers. 

For the time being, the EBRD says, its 
lending in Central European countries will 
stay fairly steady, at around $1 billion a year. 
There are still areas that private investors 
shun—municipal finance, for instance. But 
more money will gradually go farther east, 
where private investors shun much more. 
All this, naturally, democracy permitting. 
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Banks in Central Europe 


The banks that 
don’t lend 


EYHAN PENCAPLIGIL runs a Turkish- 

owned bank in Tirana, Albania. Jack 
Stack runs an Austrian-owned bank in 
Prague. Both have a similar headache, which 
is that the banks can do only half their job. 
They have plenty of deposits, but finding 
somewhere useful to lend the money is well- 
nigh impossible. They just keep the money 
in local treasury bills. The result is that, after 
ten years of “transition” from communism, 
the banking systems in these two central 
European countries are still ineffective econ- 
omic actors. Why? 

The Albanian case is simple. The legal in- 
frastructure is so weak that Mr Pencapligil is 
afraid to make any loans. He mentions one 
Albanian bank that dared to: it made more 
than 2,000 small credits and now has 70 out- 
standing claims in the courts. So far the bank, 
Fefad Bank, has won only a single case, but 
the collateral proved impossible to sell. 

Mr Pencapligil’s bank, the National 
Commercial Bank, is majority-owned by 
Kentbank of Istanbul, which took control 
last year, with two multilateral agencies, the 
European Bank for Reconstruction and De- 
velopment (EBRD) and the International Fi- 
nance Corporation (1Fc), coming in as mi- 
nority shareholders. The EBRD and the 1Fc 
are poised to invest in another institution, 
the Savings Bank of Albania, when it is pri- 
vatised this summer. But the Savings Bank 
will have the same problem as Mr Pencapli- 
gil, times ten. It accounts for the great bulk of 
the Albanian banking system: 83% of the 
country’s deposits, but no loans. Its bad in- 
dustrial loans, that is, all of its loan book, 
have been hived off intoa resolution trust. Its 
deposits are invested in treasury bills, of 
which it owns 85% of the issues outstanding. 

Where to go from here? The consultants 
working to restructure the Savings Bank are 
trying to reduce its dominance. State pension 
payments, which it once handled, have been 
given to the post office, Albapost. Yet the 
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bank still has to find suitable borrowers if it 
is not, like National Commercial Bank, to be 
stuck with a 2% net return. 

It appears that the Albanians have rein- 
vented the “narrow bank”, which takes de- 
posits and invests only in “risk-free” assets. 
But capital-hungry enterprises are robbed of 
a source of finance. What is the point in 
cleaning upabankat public expense ifit fails 
to oil the wheels of commerce? 

Mr Stack in Prague is trying to answer 
that question. He is an American banker 
hired by Erste Bank of Austria to run the 
Czech savings bank, Ceska Sporitelna, 
which it bought last year—with the EBRD 
once again as a minority shareholder. Ceska 
Sporitelna, like its Albanian sister and in- 
deed like most former communist banks, 
was a dustbin for bad industrial credits. Erste 
Bank was allowed to keep the loans it liked 
and to reclassify the rest, to be dealt with by 
the government’s bad-loan bank, Konsoli- 
dacni Banka. That leaves Mr Stack with nice, 
clean assets, mostly in Czech treasury bills— 
and a lending problem. The few good Czech 
companies can demand such cheap bor- 
rowing that it is hardly worth lending to 
them. On the retail and small-business side, 
Mr Stack’s loan officers are so risk-averse that 
they hardly dare to make a credit decision. 

The Czech and Albanian financial sec- 
tors, not obvious bedfellows, have spent a 
decade trying to get their act together. In Al- 
bania there was political upheaval and near- 
civil war, coupled with two financial scan- 
dals. The Czech Republic suffered the tur- 
moil of separation from Slovakia and a 
shock privatisation of everything but the 
banks (at least, until 1998). But there was little 
restructuring. The government is now pay- 
ing the cost—this year an estimated 9% of 
cGpp—for the soft lending and for the failure 
to close companies. The bill includes the cost 
last year of guaranteeing all the bad loans of 
one insolvent bank before it was sold to a ri- 
val, and of dressing up Komercni Banka be- 
fore its privatisation, scheduled for some 
time this year. The bad loans were replaced 
on the banks’ balance sheet by, you guessed 
it, treasury bills. 

How much should the erp, the self-ap- 
pointed midwife of transition, be held 
responsible, at least in part, for these wasted 
years? What could it have done differently? 
Part of the answer comes from Mr Stack, who 
values the EBRD less as a shareholder and 
more as the provider of two free experts on 
micro-lending. “Those two people in Prague 
are irreplaceable,” he says. 

Interestingly, the EBRD, faced with a new 
challenge in a Yugoslavia now free of sanc- 
tions, has launched first into loans for small 
and medium-sized enterprises and short- 
term facilities, just to get companies trading. 
The big-picture stuff that it peddled during 
its first decade has been put on hold for now, 
and perhaps forever. 


ND 
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India’s stockmarkets 
Getting tough 


MUMBAI 


FTER taking time to put in its dentures, 
India’s stockmarket regulator is at last 
starting to growl. Last week it suspended 
three stockbroking firms, one of them a for- 
eign bank, Credit Suisse First Boston (csr), 
after a price-rigging scam had sent the mar- 
kets crashing in March. csrB protests its in- 
nocence, which it will have a chance to 
prove at an inquiry due on April 30th. Still, 
the suspension comes as an embarrassment 
after the great losses that the bank incurred 
in Russia, and the public airing of wrongdo- 
ings in Japan. 

csFB’s involvement is only one part of 
what is turning into India’s biggest stock- 
market scandal in years. It all began in early 
March, when shares started falling—curi- 
ously, immediately after the finance minis- 
ter, Yashwant Sinha, had presented a budget 
that was praised for being investor-friendly. 
Between March 1st and mid-April, the Bom- 
bay index fell by one-fifth. The Securities 
and Exchange Board of India (sesı) is con- 
vinced it was manipulated, both on the way 
up and down. 

At the heart of the scandal sits Ketan Pa- 
rekh, a Mumbai stockbroker who is under 
arrest for allegedly defrauding a co-oper- 
ative bank, Madhavpura Bank, of 1.4 billion 
rupees ($29m). The money was used to ramp 
the share prices of a number of companies 
listed on the Calcutta bourse, the country’s 
third largest, often in collusion with their 
owners. His shenanigans nearly caused the 
collapse of the bank, which had borrowed 
recklessly from smaller banks in order to 
support Mr Parekh’s stockmarket invest- 
ments. Madhavpura’s former chairman is 
also under arrest; the bank itself is a ward of 
the central bank. csrB was one of Mr Pa- 
rekh’s brokers, and helped him to sell his 
holdings in early March. 

The story does not end there. Anand 
Rathi, until recently the president of the 
Bombay Stock Exchange, is charged with in- 
sider trading. He asked the exchange’s own 
surveillance department for information 
about Mr Parekh’s open positions—alleg- 
edly with the intention of profiting from the 
knowledge. Shortly after he resigned in early 
March, the seg: removed all the broker-di- 
rectors who ran the exchange. 

The sesı is prepared to be tough even 
when that causes problems for the govern- 
ment's reform efforts in other areas, notably 
privatisation. On the day it banned the three 
brokers, it also barred three listed compa- 
nies, charged with rigging their share prices 
in 1998, from coming to the capital markets 
for up to four years. One of the companies, 
Videocon, is a bidder for a stake in Indian 
Airlines, which is being privatised; another, 





SEBI’s stock is rising, boys 


BPL, wants a share in VSNL, a government- 
owned telecoms giant (which, coinci- 
dentally, is also being advised by csrs). 
Meanwhile, the third sinner, Sterlite, has just 
taken private an aluminium company, 
Balco, amid a good deal of controversy. 

The regulators’ bans must raise doubts 
about the privatisation drive. If the banned 
companies are allowed to go ahead and bid 
in the privatisations, there will be concerns 
about the capital they have available to in- 
vest in the privatised companies. If they are 
not allowed to bid, the field of potential pur- 
chasers has dangerously narrowed. 

Thus the segr’s moves do at least show 
how serious the government is about clean- 
ing up the murky state of Indian stockmark- 
ets. This week Mr Sinha told parliament that 
the sesı must be allowed to take action 
against rule-breakers, even when that 
caused stockmarket uncertainty. He prom- 
ises that bourses will themselves be demu- 
tualised, separating their owners from their 
managers. New settlement and margin rules, 
aimed at preventing share ramping, are 
meant to bein place by July. That should give 
India’s 30m retail investors, as well as foreign 
portfolio managers, who have over $13 bil- 
lion invested, the hope that they will not al- 
ways be taken for a ride. 
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Lay-offs on Wall Street 


More time with 
the family 


NEW YORK 


[T IS, says Luqman Arnold, chief financial 
officer at uss, a Swiss-based bank, a “tre- 
mendous opportunity to hire the best on 
Wall Street.” This is a nice way of saying that 
the big banks, uss included, are booting out 
huge numbers of bankers and brokers, as al- 
most all their businesses—stockbroking, flo- 
tations, mergers and acquisitions—dry up. 
Investment banks often get rid of em- 
ployees at the merest hint of trouble. In brief 
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downturns in the 1990s first Salo- 
mon Brothers, then Goldman Sachs 
and most recently Merrill Lynch all 
suffered instant regret about laying 
off staff—not, you understand, over 
lives ruined, but because share 
prices rebounded, deals picked up 
and staff had hurriedly to be rehired 
at greater cost than before they were 
sacked. The big investment banks 
have been wary of making the same 
mistake again. So this time they 
have moved slowly. They have been 
cutting staff discreetly, or describing 
lay-offs as the chance to toss out the 
mediocre in favour of the best. 

Cynical, but then this is invest- 
ment banking. Typically, half of all 
banks’ revenues, and sometimes as 
much as 60%, go straight out again as 
pay. It is the obvious thing to cut when reve- 
nues fall, and lately they have plunged. 

The slowdown in mergers and acqui- 
sitions and in equity underwriting (particu- 
larly for initial public offerings) has been 
savage. The Wall Street firms’ worldwide un- 
derwriting fees fell by about a third in the 
first three months of this year, compared 
with a year ago, to $4.6 billion. Many of the 
companies floated in the past year have 
gone bust, and those that survive do not 
want to raise any more money when inves- 
tors are so unwilling to advance it. That 
translates into less need for investment 
bankers or armies of salesmen. 

On April 24th, Morgan Stanley an- 
nounced that 1,500 people, or about 4% of its 
investment-banking and asset-manage- 





The boss had mentioned pro-active outplacement 


ment staff, were to be fired. Merrill Lynch ac- 
knowledges “selective staff reductions”: 
among others, 200 investment bankers, 
mostly in New York, are expected to get the 
push. uss Warburg has quietly cut its 1,100- 
strong investment-banking staff by 6% in the 
past two weeks. In New York, Deutsche Bank 
is laying off an undisclosed number of em- 
ployees as part of a “core restructuring”, 
whatever that means. Goldman Sachs is “ac- 
tively looking at performance reviews”. Its 
chief executive, Henry Paulson, is blunt. He 
says that poorly performing employees 
should be “eliminated” annually, although 
that policy was not pursued with much dili- 
gence when the markets were roaring. 

This round of Wall Street job losses 
comes on top of cuts that stem from the two 
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biggest mergers last year: Chase 
Manhattan’s takeover of J.P. Mor- 
gan, and the purchase of Donald- 
son, Lufkin & Jenrette by Credit 
Suisse First Boston (csr). After that 
deal, many highly-rated staff found 
better offers at other investment 
banks, or they stayed only with the 
help of fat, guaranteed pay pack- 
ages. The problem now, says Rich- 
ard Thornburgh, csrs’s vice-chair- 
man, “is pushing people out the 
door rather than pulling them in.” 

The retail side of the business is 
suffering too. At Charles Schwab, 
America’s biggest discount broker- 
age, revenue from share orders has 
fallen by half in the past year. The 
firm recently said that as many as 
3,400 employees, or 13% of the work- 
force, would be forced to leave. Even such 
fund-management companies as Putnam, 
Janus, and T. Rowe Price—harvesters of as- 
sets rather than hunter-gatherers, and so 
supposedly steadier businesses—have laid 
off staff. 

How deep will the cuts go? Diane Gloss- 
man, one analyst who still has a job at uss 
Warburg, reckons that 13,500 job cuts have 
been announced since last autumn on Wall 
Street, a smaller drop (about 4% of all em- 
ployees) than in the underlying business. 
There will be more lay-offs, she adds, “and if 
there aren't, there is a problem with manage- 
ment.” Sharpening their knives, manage- 
ments intend, as the jargon has it, to be part 
of the solution, not of the problem. 
= = 
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LWYN EVANS used to run a magazine 
called the Welsh Golfer. Then a bank 
came along, lent him money and, over 
time, charged him £20,000 ($29,000) more 
interest than itshould have done. The busi- 
ness folded. Now Mr Evans is taking sweet 
revenge on Britain’s banks with a new ven- 
ture, based in north Wales, called “e-bank- 
busters”. Its mission is to ferret out the myr- 
iad overcharging errors that banks 
continue to inflict on small businesses. 
Incompetence at British banks has 
spurred the growth of a thriving cottage in- 
dustry of “bank auditors”. A small busi- 
ness which suspects that it is being cheated 
can go along with a pile of monthly bank 
statements to get them checked. If the au- 
ditors find something amiss—and they 
usually do—they present the proof to the 
bank and take a cut of the compensation, 
typically between 15% and 30% of what the 
bank is eventually obliged to hand out. 
The scrutineers argue that overcharg- 
ing can mean the difference between sur- 





Profiting from banks’ mistakes 


vival and bankruptcy. Usually, the mis- 
takes occur when companies borrow. One 
15-bedroom hotel in the Scottish High- 
lands had nearly £100,000 ($144,000) re- 
funded when it discovered that its bank 
had charged interest on an overdrawn ac- 
count. The bank should have netted the 
borrowing against another account that 





was in credit. Now the former owners are 
no longer hoteliers. They have set up a 
bank-auditing business. 

All around them, bank auditors be- 
lieve, run seams of ill-gotten cash just wait- 
ing to be mined. A government review last 
year of British banking, chaired by Don 
Cruickshank, even put a figure on banks’ 
“excess” profits: as much as £5 billion. 
“With that much overcharging out there 
somewhere, we've got a long way to go,” 
says lan Foyster, head of Anglia Business 
Associates, which won back £2m for its cli- 
ents in 2000. His firm, which was bought 
by the Consumers’ Association in Febru- 
ary last year, is staffed mostly by people 
who used to work for Barclays Bank. Pre- 
sumably, they know how small businesses 
get fleeced. 

Part of the problem, says Judith Hard- 
aker, a bank checker in Yorkshire whose 
clients include local farmers and a garage, 
is that small-business people are afraid of 
banks and, left to themselves, tend to keep 
quiet about mistakes. “They wonder if the 
bank will call in its loan if they complain,” 
she says. “Besides, they don’t like suits.” 
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Of rich and poor 


Elsewhere in this week’s issue, the economist Robert Wade argues that 
global inequality is increasing faster than hitherto suspected, and that 
governments should respond (see page 73). Is he right? 


N POLITE policymaking circles, inequal- 

ity is like the subject that dares not speak 
its name. In recent years, egalitarianism 
has lost much of whatever political appeal 
itever had, in the rich industrialised coun- 
tries, in the developing world, (especially) 
in the ex-communist economies of the for- 
mer Soviet Union and Central and Eastern 
Europe, and certainly in communist-run 
China. Governments and development 
institutions such as the World Bank and 
the mmr express their concerns about pov- 
erty, and frame policies intended to reduce 
it, but do not seem to regard inequality, as 
such, as worthy of much attention. The 
Economist, it must be admitted, has also 
subscribed to that point of view. 

This week’s invited article by Robert 
Wade, a professor of political economy 
at the London School of Economics, 
draws attention to some important 
new findings on global inequality 
and urges governments to start tak- 
ing the matter much more seriously. 
Inequality matters, in Mr Wade’s 
view, above and beyond what itim- 
plies about poverty. For one thing, it 
may be an indicator of global politi- 
cal strain: if the world’s poor see the 
world’s rich getting ever farther ahead 
of them, they may begin to object. “The 
result is a lot of unemployed and angry 
young people, to whom new information 
technologies have given the means to 
threaten the stability of the societies they 
live in and even to threaten social stability 
in countries of the wealthy zone.” 

Perhaps governments are neglecting 
the subject because they think that growth 
will reduce both poverty and inequality in 
due course? If so, they are wrong—or so Mr 
Wade argues. Studies cited in his article 
show that inequality has been rising, and 
rapidly. 

What is one to make of all this? Mr 
Wade undoubtedly raises some interesting 
and important questions. But one may beg 
to differ with him on some things, and es- 
pecially on the conclusions he draws (or in- 
vites his readers to draw). 

First, one must be cautious about the 
data. Unfortunately, one must always be 
cautious about the data. The information 
feeding into the new calculations cited by 
Mr Wade is better, and certainly much 
more detailed, than the information used 
in earlier studies. But the adopted time- 
period is short: 1988-93, just five years. You 





might say that makes the reported sub- 
stantial rise in inequality all the more 
alarming. But without longer runs of data it 
is hard to know whether this change is part 
of a well-established trend, as Mr Wade 
suspects, or a short-term fluctuation. 

Still, take the worst case, and assume it 
is indeed a part of a trend. What might be 
driving it? Mr Wade cites four proximate 
causes: faster growth in rich countries than 
in poor; faster population growth in poor 










countries; stagnation in Africa, rural China 
and rural India; and a rapidly widening 
gap between urban China, on one hand, 
and rural China and rural India on the 
other. Behind these factors he conjectures 
that there are deeper causes, and one 
above all: “technological change and fi- 
nancial liberalisation result in a dispropor- 
tionately fast increase in the number of 
households at the extreme rich end, with- 
out shrinking the distribution at the poor 
end.” 

But is it not something of a leap from 
those proximate causes to that primary 
underlying cause? The interesting new in- 
formation that Mr Wade draws attention to 
does not, on the face of it, confirm that in- 
ference. Ata minimum, the data are consis- 
tent with other explanations. 

To most people, the really alarming 
new finding in Mr Wade’s article is that the 
extent of absolute poverty in much of the 
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world has increased. Certainly, this ought | 
to concentrate the minds of policymakers. 
Most egalitarians, even, ought tò find the 
rise in poverty much more worrying than 
the fact that incomes at the top have 
streaked away—even though, so far as in- 
equality is concerned, both these changes 
are equally significant. 

Does this worsening of poverty sup- 
port Mr Wade’s conjecture about the un- 
derlying cause—and so about the perils of 
globalisation? To answer this, one needs to 
ask, where did poverty increase and why? 
Apparently, it increased especially in Af- 
rica, in rural China and in rural India. It 
seems odd to regard such regions as victims 
of globalisation. On the face of it, they are 
rather the opposite: victims of a lack of 
globalisation. Their geographical and 
economic isolation is surely their salient | 
characteristic. It makes better sense to 
think of extending the scope of globalisa- 

tion—which means addressing the 
causes of their isolation—than to think 
of limiting or somehow re-engineer- 
ing the processes of global growth. 
Good evidence, as discussed 
before in this space, suggests that 
growth reduces poverty. There is 
evidence, too, that poor economies 
can put themselves on a develop- 
ment path that causes their incomes 
to converge with incomes in rich 
countries. The plight of countries, or 
regions within countries, that fail to get 
on that path is indeed a matter of the 
gravest concern. It would be unforgivable 
to ignore them—and, as Mr Wade points 
out, their condition may be even more 
desperate than had been previously sup- 
posed. It would also be wrong to sit back 
and hope that globalisation, left to itself, 
will somehow sweep them up in due 
course. But, having said all this, the chal- 
lenge is still to engage these regions in econ- 
omic growth and technological progress, 
not to find some way of protecting them 
from it. | 

None of this addresses another of Mr 
Wade’s arguments: that inequality is a bad 
thing in itself, regardless of the extent of 
poverty. Many people would agree with 
that—though it has some strange implica- 
tions. One is that you could regard a coun- 
try with more equality as a greater success 
than another, even if the egalitarian coun- 
try had not merely lower incomes on aver- 
age, but also more people in absolute pov- 
erty. Mr Wade's points about inequality 
and social stress are well taken. Yet pulling 
up the poor still seems a nobler callingthan 
pulling down the rich. 








THE-ECONOMIST APRIL 28TH.2001 


SCIENCE AND TECHNOLOGY 


Domestication’s family tree 


DNA is revealing that taming animals was not a simple process 


EW subjects, these days, can escape the 

embrace of genetics. That is especially 
true of archaeology. The study of genes has 
already illuminated humanity’s history, 
showing how and when the species spread 
from its African roots to the farthest corners 
of the world. Now it is uncovering details of 
the most significant period of that history, 
the beginning of agriculture. 

The latest piece of the jigsaw was pub- 
lished in this week’s Nature by Christopher 
Troy of Trinity College, Dublin, and David 
. MacHugh of University College, Dublin. 
They and their colleagues have been trying 
to work out whether modern European cat- 
tle were domesticated from the now extinct 
auroch (Bos primigenius) that once roamed 
the continent, or are the descendants of cat- 
tle that were brought from the Middle East 
by the settlers who are believed to have in- 
troduced agriculture to Europe around 7,000 
years ago. 

To answer this question, Dr Troy and Dr 
MacHugh turned to mitochondrial DNA. 
‘This particular form of the genetic material is 
more abundant in a cell than is the familiar 
DNA of the cell’s nucleus. That is because 
each cell has many mitochondria. They are 
the cellular components that release energy 
from glucose, and they have their own DNA 
because they were, in the distant evolution- 
ary past, free-living bacteria. By contrast, a 
cell has but a single nucleus. Extracting mito- 
chondrial pna from old bones is therefore 
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easier than extracting nuclear DNA. 

That is what Dr Troy and Dr MacHugh 
did. They took mitochondrial pNa samples 
from four fossil aurochs found in Britain and 
compared them with the mitochondrial 
DNA of modern cattle from Europe, Africa 
and the Middle East. As time passes, muta- 
tions accumulate in the pna, as one “letter” 
of the genetic code is replaced by another. By 
looking at the number of differences be- 
tween the pNa-sequences of two creatures it 
is possible tosee how closely related they are. 
Itis also possible to estimate how much time 
has passed since they shared acommon an- 
cestor, since the rate at which letters are sub- 
stituted usually remains constant for par- 
ticular types of creature. 

As the diagram shows, the aurochs, 
though related to Middle Eastern and Euro- 
pean cattle, are on a branch by themselves. 
The aboriginal Europeans did not, it seems, 
have the wit to domesticate cattle. It took a 
bunch of immigrants to show them how. 





mitochondrial DNA 
s prit 





That, until recently, would have been re- 
garded as a textbook example of the way 
that agriculture developed. Species, it was 
theorised, were domesticated only once and 
the result “diffused” to the rest of the world. 
Over the past few years, though, other ge- 
netic studies have revealed a more interest- 
ing pattern. 

The diagram of the cattle family tree 
published by Dr Troy and Dr MacHugh in- 
corporates another branch, discovered a lit- 
tle while ago by Daniel Bradley, one of their 
collaborators who also works at Trinity Col- 
lege. Dr Bradley was responsible for testing 
the theory that modern cattle are the result 


of not one but two separate domestications. 


This theory, which predates even Charles 
Darwin, is based on the very different anato- 
mies of cattle found in Europe and the Mid- 
dle East, compared with those from India. In 
particular, the westerly cattle lack the shoul- 
der humps of zebu, the Indian breed. 

Those who support the idea of a single 
domestication suggest that the distinctions 
could be the result of subsequent selective 





breeding. Dr Bradley, though, used mito- +5. 


chondrial pna to show that the most recent 
common ancestor of Bostaurus (the western 
cow) and Bos indicus (the zebu) may have 
lived as much as 1m years ago—well before 
Homo sapiens existed. 


Til the cows come home 

In Africa, the story is more confusing. Afri- 
can cattle have features of both Bos taurus 
and Bos indicus, but their mitochondrial 
DNA suggests that, despite this apparently 
intermediate nature, they all belong to Bos 
taurus. Mitochondrial pna, however, is un- 
usual in being passed down only from 
mothers to offspring (sperm leave their mi- 
tochondria behind when they fertilise an 
egg). When Dr Bradley examined the nuclear 
DNA of cattle, and in particular that of their 
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y chromosomes, which confer maleness, he 
found a different picture. 

Zebu-like cattle in Africa did, indeed, 
turn out to have Indian genes in them. But 
those genes have come, overwhelmingly, 
from male Indian cattle. That suggests cattle 
originally came to Africa from the Middle 
East, as geography might predict. But it also 
suggests that, when trade eventually 
brought Indian cattle to Africa, the zebu took 
the fancy of African stock-breeders, who de- 
liberately studded their females with Indian 
males. That explains the mixture of charac- 
teristics, and also why the female-linked 
DNA looks Middle Eastern and the male- 
linked pna looks Indian. 

Cattle are not the only animals to have 
been domesticated on more than one occa- 
sion. Mitochondrial pna suggests that goats, 
sheep, pigs, yaks and buffalo were each do- 
mesticated at least twice. Dogs were domes- 
ticated at least four times. And the mito- 
chondrial tree for horses is so tangled that it 
is impossible to say exactly how many times 
people first slung themselves into the saddle. 

That is intriguing for two reasons. First, it 
suggests that lots of people had the idea of 


domesticating animals — 





independently, 
rather than the process being tried out only 
once for each species. Second, it adds weight 
to the idea that the reason such a limited 
number of animals has been domesticated 
is not because people stopped when they 
felt they had enough species for their needs, 
but rather because they tried many times 
and frequently failed. It was only with the 
ancestors of the species that now grace farm- 
yards that they got results. 

Melinda Zeder of the Smithsonian Insti- 
tution in Washington, pc, who studies the 
process by which goats were domesticated, 
observes that the wild forms of those species 
that have been domesticated tend to live in 
groups and have fairly clear dominance hi- 
erarchies. This makes it easy for them to fit in 
with humanity. Animals such as gazelles, 
which would, on the face of things, be good 
candidates for domestication, do not have 
such hierarchies, so they would not easily 
submit to the discipline that the farmyard 
requires. Whether the free-spirited gazelle is 
better off than the cosseted goat, cow or 
sheep is an open question. 





Display technology 


The age of the 
electronic page 


NFORMATION technologists have 
dreamt for decades of making an elec- 
tronic display that is as good as paper:cheap 
enough to be pasted on to walls and bill- 
boards, clear enough to be read in broad 
daylight, and thin and flexible enough to be 
bound as hundreds of flippable leaves: to 
make a:book. Over the past few years they 
have got close. In particular, they have 
worked out how to produce the display it- 
self, by sandwiching tiny spheres that 
change colour in response to an electric 
charge inside thin sheets of flexible, trans- 
parent plastic. What they have not yet found 
is a way to mass-produce flexible electronic 
circuitry with which to create that charge. 
But a paper just published in the Proceed- 
ings of the National Academy of Sciences 
suggests that this, too, may be done soon, 
The process described by John Rogers 





HIMPANZEES are an indecisive 

bunch. Humanity’s nearest relatives 
are just as likely to peel a banana with their 
left hand as with their right. People, on the 
other hand, usually have a preference. 
About 90% will tackle such fiddly tasks 
| with their right hands. 

The reason for the difference lies in the 
way that human brains are wired up. At 
some point in the past, humanity’s ances- 
tors developed “lateralised” brains, in 
which the different sides became special- 
ised for particular jobs. That accounts for 
left- and right-handedness. It also explains 
why, in most people, linguistic functions 
| are concentrated on the left side. Why this 
| split happened—and when—has long 
| puzzled scientists. Recent research sug- 
| gests that it could be associated with the 
peregrinations of a single gene. 

Protocadherin. is one of the proteins 
| that guide the development of nerve cells. 
| The gene (known as rcon) that carries the 
blueprint for making this protein was 
| identified last year by Nabeel Affara and 
| his colleagues at Cambridge University. In 
great apes this gene is found only on the x 
chromosome (of which females have two, 
and males only one). In people, though, as 
Dr Affara discovered, it is found alsoon the 
y chromosome, which occurs only in 
males. So, some time in the 6m years since 
the common ancestor of people and apes 
was around, a bit of the x chromosome has 
attached itself to the y. That has allowed 








The genetics of lateralisation 


human rcon to evolve into two separate 
versions—the details of which are the sub- 
ject of a forthcoming paper. 

Most significantly, the two versions, 
known as PcDHx and pcpHy, respond dif- 
ferently to a chemical called retinoic acid 
that is involved in embryonic develop- 
ment. The activity of pcpny is stimulated 
by this substance; that of pcpHx is sup- 
pressed. This is almost certainly one of the 
explanations for the differences between 








An even-handed cousin 
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the brains of men and women. But does it 
also explain lateralisation? 

Tim Crow, a psychiatrist at Oxford 
University, believes that it does. He has ar- 
gued for several years that the relative de- 
velopment of the two hemispheres is influ- 
enced by a gene located on both the x.and 
the y chromosomes. Women wholack an x 
chromosome (and who thus suffer from 
Turner’s, or xo, syndrome) have deficien- 
cies in their spatial abilities. These abilities 
are concentrated in the “non-dominant” | 
hemisphere (ie, the right one in right- | 
handed people, and the left one in the left- | 
handed). Men with an extra x chromo- 
some (Klinefelter’s, or xxv, syndrome) have 
poor verbal skills. Language isthe province | 
of the dominant (usually, left) hemisphere. 

PCDH thus makes a perfect candidate | 
for Dr Crow’s asymmetry gene, especially 
since its appearance on the y chromosome 
post-dates the split with the apes. Indeed, | 
some evidence based on an understanding | 
of the rate at which pna changes (see pre- 
vious article) suggests that the leap from x 
to y may have happened about 3m years 
ago—the time when humanity’s ancestors 
first started using stone tools. | 

Dr Affara now plans to test the lateral- | 
isation theory by looking for abnormalities 
in Pcp in people who have problems 
with other asymmetrically distributed 
functions. He will also examine whether | 
PCDH has any role in another uniquely hu- 
man phenomenon—schizophrenia. If so, it | 
may go some way to proving one of Dr 
Crow’s other theories—that madness is the 
penalty people pay for free speech. | 
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and his colleagues from Bell Laboratories, an 
arm of Lucent Technologies, in New Jersey, 
and E Ink Corporation, in Cambridge, 
Massachusetts, starts with E Ink’s estab- 
lished half-way house towards true elec- 
tronic paper. This is based on spheres con- 
taining black, liquid dye and particles of 
white, solid pigment. The pigment particles 
are negatively charged, so they can be 
pushed and pulled around by electrodes lo- 
cated above and below the sheet. 

The electrodes, in turn, are controlled by 
transistors under the sheet. Each transistor 
manipulates a single picture element (pixel), 
making it black or white. The pattern of pix- 
els, in turn, makes up the picture or text on 
the page. The problem lies in making the 
transistors and connections. Established 
ways of doing this, such as photolithogra- 
phy, use silicon as the semiconductor in the 
transistors. That is all right for applications 
such as posters. It is too fragile and too ex- 
pensive, though, for genuine electronic pa- 
per—which is why cheap and flexible elec- 
tronic components are needed. 

For flexibility, Dr Rogers and his col- 
leagues chose pentacene as their semi- 
conductor, and gold as their wiring. Penta- 
cene is a polymer whose semiconducting 
properties were discovered only recently. 
Gold is the most malleable metal known, 
and one of the best electrical conductors. Al- 
though it is pricey, so little is needed that the 
cost per page is tiny. 

To make their electronic paper the re- 
searchers started with a thin sheet of Mylar,a 
tough plastic, that was coated with indium- 
tin oxide (rro), a transparent electrical con- 
ductor. To carve this conductor into a suit- 
able electric circuit, they used an innovation 
called microcontact printing lithography. 
This trick involves printing the pattern of the 
circuit on to the rro using a rubber stamp. 
The “ink” in the process is a solvent-resistant 
chemical that protects this part of the rro 
while allowing the rest to be dissolved. 

The next layer of the cake is a thin insu- 
lator, known as a dielectric, which is, in turn, 
coated with gold. A second circuit pattern is 
then carved out of the gold, using microcon- 
tact printing lithography. Islands of penta- 
cene (which will form the transistors) are de- 
posited on top of this by spraying the 
polymer through a mask. 

Once the result has dried, it is coated 
with an electrically conductive adhesive, 
dusted with E Ink spheres, and iced with a 
second layer of rro which, being transpar- 
ent, allows the spheres to be seen. The result 
is a flexible sheet that is 12.5cm square and 
has 256 pixels. Considerable improvements 
in resolution, range of colours, and speed of 
switching are expected. Such displays could 
open up enormous possibilities in both con- 
sumer electronics and publishing. The 
printed page you are looking at may never 
be the same again. 
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Website design 
Scents and 
sensibility 


PALO ALTO 


F WEBSITES are built without bricks or 
mortar, why does navigating around them 
so often feel like bashing your head against a 
wall? Yet frequently it does, and as Jakob 
Nielsen, one of the gurus of the World Wide 
Web, points out: “On the Internet, ease of use 
comes first and transfer of money comes 
second. Revenues on the web are deter- 
mined almost completely by usability.” It is 
hardly surprising, therefore, that groups of 
researchers around the world are trying to 
devise scientific methods that can make the 
webeasier to use. 
One such group is based at Xerox’s Palo 
Alto Research Centre in California, and is led 
by Ed Chi and Stuart Card. Dr Chi and Dr 





Take me to your website 


Card take their inspiration from the science 
of ecology. Dr Card, a cognitive psychologist, 
reckons that a user “forages” through a web- 
site in search of a piece of information in a 
manner similar to that employed by an ani- 
mal foraging through a forest in search of 
food. Watch the user’s foraging behaviour 
(his “clickpath”) closely enough,and youcan 
work out what “scent” he is chasing, and 
thus what kind of information he is after. For 
example, ifa user begins by looking at a page 
on romantic dinners and winds up trying to 
purchase espresso ice-cream, he (or, in this 
case, perhaps she) is more likely to follow up 
by clicking to a page selling perfume or can- 
dles than toa page offering pencils or glue. 
Sites such as that of Amazon.com, the 
best-known online retailer, already use pro- 
grams that guess what else a user might 
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want, based on his previous clickpath. This 
allows the site to work out which products a 
user ought to find most enticing, and to rec- 
ommend them. But to assess a site’s usability, 
Dr Chi has created a program that does the 
opposite. Given a target, this program, 
known as “Bloodhound”, predicts the click- 
path that a user would take to get there. Ata 
conference on computer/human interaction 
held by the Association for Computing Ma- 
chinery in Seattle earlier this month, Dr Chi 
explained how his method works. 

Bloodhound begins by taking a “snap- 
shot” of all the words on a website, and of all 
the links connecting the site’s pages. It then 
assigns a “smell” to each link. This smell is a 
mathematical formula known as a vector, 
and is composed of three elements. The first 
contains the words of the link itself (the 
highlighted text that a user clicks on to get to 
the next page). The second contains the sen- 
tence leading up to the link. The third con- 
tains the page that the link leads to. 

Vectors can be compared mathemati- 
cally to see how similar they smell. This is 
done by checking how many words each el- 
ement in one has in common with the ele- 
ments in the other—with the proviso that 
matches between first elements have higher 
value than matches between second ele- 
ments, and second-element matches count 
more than third-element matches. 

When Bloodhound is let loose on a site 
by feeding it with a word or phrase, such asa 
product name (the digital equivalent of wav- 
ing a fugitive’s handkerchief under its nose), 
it follows the scent trail from page to page by 
looking for the link on each page that smells 
most like its target. If it easily gets to the page 
intended by the designer of the website as 
the destination of a real user who had the 
same target in mind, that points to good site 
design. If it weaves from page to page before 
arriving—or, worse still, fails to arrive at all— 
that suggests a site that will leave users frus- 
trated and confused. 

Naturally, such a process is useful only to 
the extent that the computer program 
searches in the same way that a person 
would. To test that it does, Dr Chi compared 
the clickpaths that Bloodhound followed 
with those of actual, human users, and 
found that they matched quite well. 

The current way of rating the ease with 
which a website can be navigated involves 
assembling a team of human testers, briefing 
them, getting them to perform a set of 
searches that they are not really interested 
in, collecting data on their failures and suc- 
cesses, and analysing it. Not only can the bill 
for such an exercise add up to as much as 
$25,000; it also involves doing what most 
geeks would rather avoid at all costs—work- 
ing with people, who are consistently incon- 
sistent in their likes and dislikes. At a couple 
of thousand dollars a pop, Dr Chi’s software 
should provide a welcome alternative. 

a 
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Entire governments 


are avoiding these 










; issues. Thankfully, i 
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Maurice Strong isn’t. 


Manrice Strong 


LEARN GLOBALLY. STUDY LOCALLY. 


THE GLOBAL MASTER OF ARTS PROGRAM (GMAP) 


Are you an experienced interna- 
tional affairs professional who 
wants to further your education 
without taking a year off? if so, 
consider the GMAPoffered by The 
Fletcher School at Tufts University. 
This one-of-a-kind, one-year master’s 
program in international relations 
combines three (3) two-week resi- 
dency sessions with 33 weeks of 


As a GMAP student, you perform 
your professional duties while 
pursuing your education. You work 
closely with our highly respected 
faculty and receive a top quality 
Fletcher education. Plus, you become 
part of our active and influential 
international community. Classes 
begin july 2001. Contact us today 
to learn more about this challeng- 


computer-mediated instruction, ing program, 





THE GMAP INTERNATIONAL CURRICULUM INCLUDES: 
Crisis Management & Complex Emergencies * international Finance 
International Business & Economic Law + Leadership & Management 
International Negotiation © International Technology Poticy 
international Trade Economics & investment 
Transnationa! Social Issues 


TEL: 617-627-2429 WEB: www.fletchertufts.edu 
E-MAIL: fletcher-gmap@tufts.edu 











REQUEST FOR INFORMATION 
IMPLEMENTATION OF BUSINESS 
PROCESS CHANGES 


BY KOPP ANNAN 


URC NEED NUE ESS 





The International Fund for Agricultural Development 
(IFAD), a United Nations specialized Agency, has 
published a Request for Information (RPI) for the 
implementation of identified business process changes and 
supporting IT tools, including but not limited to PeopleSoft 
ERP modules, in order to enhance IFAD's operational 
effectiveness and its role as ‘a knowledge organization. The 
business processes included in this phase are Human 
Resources, Strategy and Finance, Support Services, 
Information Technology and Knowledge Management. 


“If the world succeeds 
in making a transition to truly 
sustainable development, 
all of us will owe no small debt of 
gratitude to Maurice Strong.” 
Kofi Annan, Secretary-General, 
United Nations. 

More at www.etexere.com 


The objective of the RFI is to identify qualified consulting 
firms, either prime contractors or potential subcontractors. 
Selected firms will then be invited, through a Request for 
Proposal (RFP), to develop specific technical and financial 
proposals to assist IFAD during implementation. 


All work will be carried out at IFAD's Headquarters in 
Rome, Italy, and will be conducted in English, IFAD's 
working language. Implementation is scheduled. to start 
during the second half of 2001 for completion within three 
years. 





Please note that the last date for receipt of responses to the 
published RFI is 74 May 2001. 


TEXERE 


The RFI (in Office 97 format) may be obtained through: 


E-mail: 
Fax: 
Web: 


tearpenelli@ ifad.org 
39/06 504 3463 
www. ifad.org 
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BOOKS AND ARTS 


Two rode together 


They were mocked in their time, but two very different men, one American, 
one British, changed their parties’ and their countries’ politics 


san) bie YOUR heart you know he’s right,” 
chanted the supporters of Barry Gold- 
water, the Republican loser in the 1964 
American presidential election. “In your 
guts you know he’s nuts,” countered the 
Democrats. A decade later, in Britain, similar 
doubts were cast on the sanity of Sir Keith 
Joseph, and not just by his political oppo- 
nents. One top Tory, Reginald Maudling, 
called him “as nutty as a fruit cake”; another, 
Lord Hailsham, said he was “clever, even 
brilliant” but also “dotty”. 

The objects of ridicule had the last laugh. 
Both Goldwater (below) and Joseph (right) 
challenged the post-war consensus about 
the role of the state by advocating right-wing 
ideas that seemed sure toconsign them tothe 
political fringe. Both lived to see mainstream 
politicians coming round to their way of 
thinking, on welfare and the economy. Their 
dismal view of state action swept first their 
own parties, then their countries. It is now 
hardly contentious to oppose egalitarianism 
as they did, or to share their belief that the 
free-market approach is almost always su- 
perior to the “statist” one (Goldwater ex- 
cepted the dams, military spending and 
other federally financed projects that 
benefited his state of Arizona). 

The story of how Goldwater and Joseph 
did it is told in these two books by writers 
obsessed by the minutiae of advocacy, poli- 
cymaking and electioneering. Rick Perlstein 





Don’t shoot, I’m a conservative 
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BEFORE THE STORM: BARRY GOLD- 
WATER AND THE UNMAKING OF THE 
AMERICAN CONSENSUS. By Rick Perl- 
stein. Hill & Wang; 671 pages; $30. 
Keith JoserH. By Andrew Denham 
and Mark Garnett. Acumen; 480 pages; | 
$39.50 and £25 





devotes only a few pages to Goldwater's 
early life as the spoiled son of a Jewish dry- 
goods merchant in Phoenix who had con- 
verted to Episcopalianism and was rich 
enough to employ a nanny, a chauffeur and 
a live-in maid. The rest of “Before the Storm” 
is given over to Goldwater's public life, and 
to a blow-by-blow, feint-by-feint account 
of the election that saw him buried in a 43m 
to 27m vote landslide by Lyndon Johnson. 

Goldwater was not depressed. When, 
early in the campaign, he realised that he 
was destined to lose, he decided to be true to 
himself. Time and again he vexed his finan- 
cial backers and campaign advisers by float- 
ing ideas that he knew would cost him votes. 
He laughed at cotton subsidies and mocked 
the hallowed Tennessee Valley Authority. 
He attacked the Johnson administration’s 
war-on-poverty programme in West Vir- 
ginia, the land of the tar-paper shack and the 
gap-toothed smile. He shocked the suburbs 
as well as the inner cities by calling for 
the partial privatisation of 
social security. 

By then Goldwater was 
intent on the right winning 
elections in the future, not 
the election of 1964. Mr Perl- 
stein, an American liberal 
and an unsympathetic bi- 
ographer, sadly concludes 
that he succeeded in this 
quest. By saying the unsay- 
able in a presidential cam- 
paign, and helping to per- 
suade the upwardly mobile 
to contemplate parting 
\ electoral company with 

_— those they had left behind, 
Goldwater had shifted the 











The power of a good point 


political centre of gravity to the right and 
acted as a trailblazer for the eventual seizure 
of the White House by a right-wing Republi- 
can. Two years after Goldwater's own presi- 
dential bid had ended in seeming calamity, 
the man who had put his name into nomi- 
nation at the Republican convention, Ron- 
ald Reagan, defeated a centrist Democrat to 
become governor in the bellwether state of 
California. 

Asimilar turn of ideological fortune was 
witnessed not long after in Britain. Keith Jo- 
seph, a cabinet minister in the Heath and 
Thatcher governments, also had a privileged 
background. He was born into a family 
whose wealth was founded on interests in 
Lyons’ tea shops, Bovis the builders and 
26,000 acres (10,000 hectares) of farmland in 
Southern Rhodesia, now Zimbabwe. Unlike 
Goldwater, he was “a minimally observing 
but maximally acknowledging Jew”, and 
this stood him in good stead in his Leeds 
North-East constituency where Alwoodley, 
its most affluent suburb, was vulgarly 
known as Alyidley. 

But whereas Goldwater once confessed, 
to the Chicago Tribune, “Doggone it, I'm not 
even sure that I've got the brains to be presi- 
dent of the United States,” Sir Keith was a cer- 
tified brain-box, a genuine thinker in poli- 
tics. A fellow of All Souls College, Oxford, he 
first absorbed and then became, along with 
Enoch Powell, the most ardent advocate of 
the ideas of Friedrich Hayek, Milton Fried- 
man, Joseph Schumpeter and other free- 
market intellectuals. 

After the inflationary Barber boom, the 
collapse of the Bretton Woods monetary sys- 
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tem, the oil-price shocks, and the failed 
prices-and-incomes policies of the 1970-74 
Heath government, Joseph liked to claim 
that he saw the light and was suddenly—in 
April 1974~converted to conservatism. 
Before that, he said, “I had thought I was a 
conservative but I now see that I was not 
really one at all.” 

His biographers, Andrew Denham and 
Mark Garnett, are frankly sceptical about 
this road-to-Damascus story. Nor do they 
disguise their own distaste for his outlook. 
But they unstintingly admire Joseph’s cour- 
age. In the face of verbal abuse and bodily 
threats, struck by flour bombs, eggs and rot- 
ten vegetables, he had by February 1977 vis- 
ited “almostevery university in England and 
Wales” in an effort to change the climate of 
opinion. Some listened. His speeches en- 
thused existing believers in hard-money 
policies and persuaded many agnostics at 
least that there was an economic alternative 
that might be worth trying. 

Joseph’s colleague, Powell, was by then 
devalued by the racist edge to his demagogu- 
ery. Joseph avoided this pitfall but lacked 
the qualities to be a party leader himself. He 
wenton to exercise his influence by winning 
the ear of Margaret Thatcher. He was called, 
variously, her mentor, policy guru, Svengali 
or, for those who regarded him as a mad 
monk, her Rasputin. Joseph was characteris- 
tically undaunted. As he liked to tell his au- 
diences in almost Victorian cadences: “Scorn 
not the vision; scorn not the idea...Power 
grows out of the barrel of a gun. A gun is cer- 
tainly powerful, but who controls the man 
with a gun? A man with an idea.” 

Both of these books show that Joseph 
had a point. In the end spin-doctors and 
pollsters are only ever a small part of politics. 
Goldwater’s biographer, Mr Perlstein, has 
even drawn a lesson from the life of his sub- 
ject for a demoralised American left. In an 
article earlier this month in the Nation, he 
called for a Democratic presidential candi- 
date in 2004 who would, as Goldwater once 
did, run against the prevailing wisdom, 
come what may. Any takers? 
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The British empire 


The world in red 


ORNAMENTALISM: HOW THE BRITISH SAW 
THEIR Empire. By David Cannadine. Oxford 
University Press; 264 pages; $25. Allen Lane, 
The Penguin Press; £16.99 


(OMERSET MAUGHAM'S George War- 

burton is the colonial ruler of a remote 
part of Borneo. He has taken refuge there 
after losing his inherited fortune (which 
came from soap manufacture, a fact he 
hates remembering) on horses and cards. 
He keeps up with the world of Ascot, 
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Cowes and Monte Carlo by opening his 
copies of the Times exactly six weeks after 
publication and, of course, turning straight 
to the column on births, marriages and 
deaths. His new life turns out to have some 
unexpected consolations. He falls in love 
with the subtlety of the people over whom 
he rules and with the dignity they accord 
him. He boasts: “I have been on intimate 
terms with some of the greatest gentlemen 
in England, but I have never known finer 
gentlemen than some well-born Malays 
whom I am proud to call my friends.” 

Like Maugham, David Cannadine be- 
lieves that the British empire revolved 
around a complicated hierarchy of status 
(he struggles hard to avoid the word 
“class”) rather than a simple division of 
race, He makes his case with all his custom- 
ary zest and with a wealth of, often very 
funny, illustrative detail. 

However, for all his insistence on com- 
plexity, Mr Cannadine’s generalisations are 
sometimes too sweeping and a chapter on 
“Exceptions”, in which he produces an 
equally sweeping set of counter-examples, 
is a case of “thèse, antithèse, foutaise”. 
There is little here about the infinite grada- 
tions that divided earls from dukes, elder 
sons from their brothers, established titles 
from ones of recent creation and Hailey- 
bury from Eton. A heartbreaking passage in 
the memoirs of R.A. Butler, a child of em- 
pire if ever there was one, describes his fail- 
ing the Eton scholarship (the mere fact that 
his family wanted a scholarship would 
have told the discerning something about 
his origins) and being consigned to the 
outer darkness of Marlborough school and 
Pembroke College, Cambridge. Curiously, 
given that Mr Cannadine helped to pop- 
ularise the notion of “invented. tradition”, 
he sometimes seems to view the prolifer- 
ation of honours that began in the late 19th 
century as the expression of something 


o 




































rooted in the British past. He seems to as- 
sume that the status distinctions of the In- 
dian Civil Service (an exam-based meritoc- 
racy) somehow sprang full-grown from the 
habit of rewarding Whig landowners with 
earldoms. 

In some ways, it is deceptive to separate 
race and status in the empire. The British 
view of race was often as subtle and com- 
plicated as their view of status and the two 
hierarchies sometimes intersected—in their 

conceptions of hereditary aristocracy and 





$ “breeding”, for example. The fact that the 


British did not see matters in black and 
white does not mean that they were 
indifferent to race. On the contrary, 
the British granted Arabs or high- 
caste Indians a degree of respect that 
would never have been accorded to 
natives, however “well-born”, of sub- 
Saharan Africa. The relative courtesy 
with which the British treated Nehru 
owed something to the fact that he had 
been educated at Harrow and Trinity Col- 
lege, Cambridge, but it also owed some- 
thing to the fact that he had pale skin. 
Nehru, in many ways, marked the end 
of empire and here again Mr Cannadine 
presents the division too clearly. He talks of 
newly independent states that rejected 
hierarchy at the same time as they rejected 
imperial rule. Perhaps the problem here is 
that Mr Cannadine looks for too sharp a 
break. The “gothic” complexity of late Vic- 
torian hierarchies extended beyond 
aristocracy or monarchy or formal 
honours. It could be found at the Bar, in the 
public schools, the church and the army 
and all these continued to have an influ- 
ence on former colonies. Anyone who has 
dined at the Royal Bombay Yacht Club or 
strolled on the playing fields of Derha Dun 
will wonder whether the British really did 
take “ornamentalism” back to Britain with 
them when they left. 


Russian theatre 


Distilled lives 


T IS a common misconception that the 
special status—and spiritual power—of 
theatre in Russia came from political struggle 
against totalitarian regimes. As Inna Solo- 
vyova, a renowned theatre historian, points 
out, the power of Russian theatre before, 
during and after the Soviet era came, in fact, 
from its ability tocomplement rather than to 
copy life and to compensate for its brutality 
by creating a parallel reality. Indeed the best 
productions of the Soviet era—the ones most 
hated by the censors—rose. above ideology 
and politics, which was itself a form of 
aesthetic opposition. 
Pyotr Fomenko and Lev Dodin, two of 
the most prominent directors working inthe 
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Russian theatre today, have taken on the 
challenge of political freedom, and won, 
precisely because they continue to comple- 
ment life regardless of political system. Nei- 
ther man is engaged in politics although 
both have an acute sense of the country’s 
past and present; both, in their different 
ways, wrestle with the fundamental ques- 
tions of life and death which have always 
been at the core of Russian drama. 

Both men refuse to regard theatre as 
entertainment. Both are also followers of 
Konstantin Stanislavsky’s idea of “super- 
theatre” and his near-fanatical quest for 
dramatic truth on stage. The way they regard 
the world may be diametrically opposed, as 
are their aesthetics, but they compensate for 
the deficiencies of modern life even if they 
see those deficiencies quite differently. 

In the context of the ostentatious, uplift- 
ing and self-assured art that is emerging in 
Russia—typified by Nikita Mikhalkov’s “The 
Barber of Siberia”, a Hollywood-style at- 
tempt to invent a mythological past for a 
country which has never come to terms with 
its real history—Mr Dodin (below) is one of 
the few Russian artists who have the courage 
toshow the darkest and the most tragic sides 
of the nation’s history. His productions, 
staged at the Maly Drama Theatre in St Pet- 
ersburg, of which he is the artistic director, 
tell the story of the collective self-destruction 
and ideological suicide to which Russian 
people subjected themselves in the zoth cen- 
tury. The essence of these epic stagings, some 
of which last for up to ten hours, is how they 
make up for the lack of tragedy in modern 
Russian culture. 

A Jew born in Siberia, the son of a geolo- 
gist, Mr Dodin began his dramatic excava- 
tion of Russian history nearly 20 years ago 
with “The House” and “Brothers and Sisters”, 
which were adapted from the novels by Fe- 
dor Abramov, a post-Stalin writer who died 
in 1983. In contrast to the constant cheeriness 
of Soviet images, Mr Dodin showed the trag- 
edy and self-destruction of the Russian vil- 
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lage after the second world war. The contrast 
was made all the more poignant by the pro- 
jection of one of Stalin's classic comedies on 
to the gaunt yet joyful faces of Abramov’s 
villagers whom Stalin once biblically ad- 
dressed as bratya i sestry, brothers and sis- 
ters. “The nation was engaged in self-de- 
struction with a sense of hope in the nearing 
paradise which should have justified and re- 
deemed all sacrifices,” Anatoly Smelyansky, 
a well-known critic, wrote in 1999. This was 
Russia’s tragedy, grounded in everyday life 
and dressed in jerkins and wartime leather 
boots. 

Mr Dodin’s exploration reached its peak 
in a recent production of “Chevengur”. 
Adapted from a novel by Andrei Platonov 
about a band of political idealists who travel 
to a utopian city called Chevengur where 
communism is being expanded at an accel- 
erated pace. The production shows what 
happens when people become possessed 
with an idea of total equality, and how they 
come to sacrifice themselves and others in 
the name of this ideal. In the last scene, a 
mass suicide, the idealists, having already 
disposed of everyone who was insuffi- 
ciently prepared for life under communism, 
walk naked into water carrying heavy rocks. 
But in a world where the laws of physics no 
longer apply, the bodies sink to the bottom 
of the muddy water and the rocks float. 

Like Mr Dodin, Mr Fomenko (above 
right) has no illusions about his country’s 
bloody past and is well aware of its present 
dangers. “People are in a very bad shape,” he 
says in his characteristically deep and quiet 
voice. In contrast to Mr Dodin, though, Mr 
Fomenko’s sense of the world is philo- 
sophical and poetic rather than tragic. In his 
studio-size Theatre-Workshop, which is 
tucked away just off the Kutuzovsky Pros- 
pect, one of Moscow’s busiest highways, Mr 
Fomenko provides consolation and respite 
from the cynicism which has swamped Rus- 
sia in the past ten years. Mr Fomenko’s poetic 
productions, played by his former drama 
pupils, are filled with sincerity and affection 
for life which are in equally short supply. 

Having survived several heart attacks, 
Mr Fomenko, whois now 69, accepts life as it 
comes, however short or unfair. This may 
explain why he was drawn, in two of his re- 
cent productions, to the novels of Leo Tol- 
stoy. Mr Fomenko’s “War and Peace”, which 
focuses on the early chapters before the war, 
is rich in the small details of daily life while at 
the same time never letting you forget that 
war and death can be close at hand. 

In “One Absolutely Happy Village”, 
based on a novella by Boris Vakhtin, Mek- 
heev falls in love with Polina and marries 
her the day he goes to war. Inevitably, Mek- 
heev dies. When he reaches heaven—a 
straw-made sky above the stage—he sets to 
telling Polina to find another husband to 
help her with daily chores. And so she does, 
because that is all part of life. 


BOOKS AND ARTS 








A philosopher's eye 


The stage world of the “Village” is filled 
with quotidian sounds—women washing 
clothes, a cow mooing, an old popular song. 
But every-day life in Mr Fomenko’s produc- 
tions always rises to poetic heights. That is 
his greatest talent, just as it is Mr Dodin’s to 
extract tragedy from the reality of Russian 
life. The two directors complement each 
other. Mr Fomenko's work offers a dose of 
oxygen in a polluted Moscow atmosphere 
whereas Mr Dodin’s audiences often leave 
the theatre in anguish. If a patient stops feel- 
ing the pain, though, no amount of oxygen 
will help. 


The economics of motherhood 


No apple pie 


THE PRICE OF MOTHERHOOD: WHY THE 
Most IMPORTANT JOB IN THE WORLD IS 
STILL THE Least VALUED. By Ann Critten- 
den. Metropolitan Books; 323 pages; $25 


O AMERICAN woman in her right 
mind would want to become a 
mother. Having achieved a notional equal- 
ity with men—at least if she is young, edu- 
cated and working in a professional job— 
she will lose it again at a stroke. Instead, she 
faces a range of highly unattractive options. 
If she decides to “have it all”—career, life- 
style, baby, the lot—she will have to go back 
to work full-time almost immediately after 
the birth. She will get no paid maternity 
leave and she will have to convince her 
bosses that she is still committed to the job. 
She will then find herself working twice as 
hard as before: putting in a full day at work 
and then a “second shift” (in the memora- 
ble phrase of Arlie Hochschild, an Ameri- 
can sociologist) with the baby. 
If she wants to switch to an easier work 
schedule, she will probably be put on a 
“mommy track”—boring tasks, less respon- 
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sibility, no promotion prospects and much 
less money. If she wants to take a break 
while her child is young, she will lose all 
credibility in the labour market and be- 
come a kept woman. And if her marriage 
goes to pieces (and half of them do), she 
» and her child will end up on the breadline 
- because she can expect little or no support 
from her husband. It seems an appalling 
deal, yet astonishingly millions sign up for 
it. Are they complete fools? 

Ann Crittenden exaggerates, which is a 
pity, because she is making an important 
point. Being a working mother in America 
is no cookie bake. In matters of maternity 
leave, taxation, child care and legal rights, 
European women do much better. Perhaps 
even more serious (although Ms Crittenden 
does not make much of this), Americans of 
either sex, whether parents or not, generally 
work far longer hours and get far shorter 
holidays than Europeans, which makes it 
that much harder to combine job and chil- 
dren. Enlightened self-interest alone sug- 
gests that some of these obstacles be re- 
moved: America would suffer a dire labour 
shortage if its women did not go out to 
work, but it is also as worried as the next 
rich country about its ageing population. 

Yet even if working mothers do get 
more recognition and help, as they do in 
many European countries, they still find it 
hard to combine children with a high- 
powered career. The share of women in the 
top echelons of business, the professions 
and academia is tiny on either side of the 
Atlantic. Childlessness among highly suc- 
cessful women is much more common 
than among the rest. And many women (as 
well as quite a few men) feel that the re- 
wards for reaching the top do not justify 
the effort. There are no easy solutions, in 
America or anywhere else. 
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The answer to Ms Crittenden’s more 
specific question—why is it that mother- 
hood is so systematically undervalued— 
seems rather less difficult. The author her- 
self blames a series of interlocking conspir- 
acies—by government, by business, but 
most of all by men everywhere—that make 
it impossible for mothers to get proper rec- 
ognition for enhancing the country’s hu- 
man capital. But is not the more obvious 
answer that almost anyone can have chil- 
dren, and most people do? Many, perhaps 
most, make a fair or even wonderful job of 
it. But others don’t, and short of gross abuse 
there is no quality control to stop them 
making a mess of it. 
ees! | 





Chinese-American fiction 


Oh, mama 


THE BONESETTER’S DAUGHTER. By Amy Tan. 
GP. Putnam’s Sons; 320 pages; $25.95. 
Flamingo; £16.99 


SPIRIT-RIDDEN past 

casts its shadow on 
the present for Amy Tan, a 
Chinese-American writer 
who has built a formida- 
| ble reputation by describ- 
ing the cross-cultural con- 
fusion of her people. In 
=* 1999, just as Ms Tan was 
completing the first draft of her fourth 
novel, “The Bonesetter’s Daughter”, the past 
intruded in a much more immediate way. 

Ms Tan’s mother died, posthumously 
revealing secrets that she had spent a life- 
time hiding. And what secrets! Ms Tan dis- 
covered that she did not know her mother’s 
real name, let alone of the existence of a 
first husband and haif-siblings left behind 
in China or that her grandmother commit- 
ted suicide. In response, Ms Tan, who ac- 
knowledges using writing as therapy, re- 
wrote the novel, producing a powerful 
work that functions both as fiction and 
emotional autobiography. 

Firmly set in familiar Tan territory, the 
novel plays out in both contemporary San 
Francisco (where the author lives) and in 
pre-war China in the region, just south of 
Beijing, where the ancient bones of Peking 
Man were discovered in the 1920s. One 
character in Ms Tan’s best-selling “The Joy 
Luck Club” (1988) affirms that “your 
mother is in your bones” and the physical 
excavation of our ancestors in this novel is 
mirrored in the emotional excavation of the 
plot. Ms Tan is a powerful and sensitive 
writer, but if she has a fault it lies in her 
tendency to weigh down every element of 
her story with meaning. The symbolism of 
the San Francisco section in particular feels 
overworked. 





Ruth, the novel's daüghier Beare, i is-a 
ghost-writer of self-help books, who does 
not believe in ghosts-and:seems unable to 
take heed of the advice she writes for oth- 
ers. Scornful of the spirits and superstitions 
of old China that rule her mother’s life, 
Ruth seems unaware of the extent to which 
she too is controlled by them. She counts 
her way through the chores of her day, 
fears disaster which leads her to pump 
neurotically at the brakes of her car and is 
afflicted by an annual psychosomatic loss 
of her voice. Burdened with worries about 
her ageing mother, LuLing, who seems to be 
losing her mind, Ruth moves out of the 
house she shares with her selfish western 
boyfriend and his two daughters and into 
her mother’s home, which is where the 
unpacking of secrets begins. 

Set against the background of civil war 
and the Japanese invasion of China, this.is 
a story of beauty and disfigurement, of su- 
perstition and ill luck and of the rigid hi- 
erarchy which grinds women into. their 
place in the extended family home. Amid 
the dragon bones and the curses, the opium 
and the ink-stick making, this is a novel 
about the terrible bonds that bind families 
and the power of words over silence. It is 
also a celebration of the pure formal beauty 
of a Chinese character painted in the finest 
ink by a skilled hand. 
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Architectural guides 


House hunting 


HEY called him the Doc. He was a Ger- 

man scholar who launched himself in 
1933, among charming but undirected Eng- 
lish amateurs, into the torpid field of archi- 
tectural history. Nobody could have called 
Nikolaus Pevsner undirected. Had the 
phrase “workaholic” been current before his 
death in 1983, it would have suited him per- 
fectly. Posterity has divided over the legacy 
of his ideas as a writer and teacher. But even 
his harshest critics cannot deny his achieve- 
mentin writing Britain’s first complete series 
of architectural guidebooks, “The Buildings 
of England”, which celebrates its soth 
anniversary this year. 

The series began in 1951 with a slim vol- 
ume on Cornwall, impeccably designed by a 
fellow German émigré, Hans Schmoller, for 
Penguin Books. England was completed 
with Staffordshire in 1974, and the owlish 
author was photographed, beaming down 
from a pile of volumes, some bulkier than 
others and requiring large pockets for those 
who might drive from one parish church to 
another, ticking off “Font: Norman, circular, 
with a large foliage scroll along the top of the 
bowl and four circular motifs of trees of life 
below”, and similar terse entries. 

Grand though the project was, the early 
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Thanks, Doc 


guides did not win universal praise. Occa- 
sionally wit or charm flashes through them, 
but the English countryside is a treacherous 
place. Pevsner, a funny foreigner ina shabby 
mackintosh, was ill at ease in country 
houses, and he sometimes omitted to pene- 


HE scale of Nikolaus Pevsner’s 

achievement can be seen by asking 
what other countries have such an 
architectural series? Austria and Ger- 
many have the guides inspired by Ge- 
org Dehio, whose five-volume hand- 
book was originally completed in 1912, 
and sono use for the 2oth century. Ernst 
Gall updated it in 1935, and in 1965 a 
thorough revision was begun, sup- 
ported by the Dehio-Vereinigung in 
Munich and published by Deutscher 
| Kunstverlag. 

The art and architecture of the re- 
gions of Italy are excellently served by 
the detailed and comprehensive guides 
published by the Touring Club of Italy, 
some of which are translated into Eng- 
lish. They are recognisable by their gold 
brassing and handsome red covers. 
France and Spain have nothing of this 
calibre. 

Good street-by-street guides exist 
for the buildings of some American cit- 
ies. But till now the only proper guides 
to the states were those sponsored in 
the 1930s by the Federal Writers’ Project, 
and these were not specifically archi- 
tectural. Now, however, inspired by 
Pevsner, the Society of Architectural 
Historians and Oxford University Press 
(www.sah.org/bus.html) are putting 
out “Buildings of the United States”. 
Alaska, Colorado, lowa, Michigan and 
Washington, pc, are done. Another 53 
volumes are planned. 
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trate up their drives, leaving 
certain treasures overlooked. 
He had blind spots, particu- 
larly for 20th-century build- 
ings which did not meet his 
initially rather rigid criteria for 
what constituted “modern”. 
Writing “The Buildings of Eng- 
land”, working as a joint edi- 
tor for the Architectural Re- 
view and networking among 
the more advanced architects 
of his day, Pevsner in the 1960s 
played a significant part in 
the promotion of modernist 
architecture in Britain. 

When fashion turned, 
Pevsner was among those sin- 
gled out for intellectual blame. 
In 1977, one of his doctoral pu- 
pils, David Watkin, a fellow of 
that most conservative of 
Cambridge colleges, Peter- 
house, wrote a plea for tradition in building 
called “Morality and Architecture” (to be re- 
issued by John Murray in June). His sharpest 
complaint was that, true to a German his- 
toricist training, Pevsner defended modern- 
ist styles willy-nilly on the discredited 
ground that they fitted a supposed spirit of 
the age. 

This writer recalls Pevsner’s Friday lec- 
tures in Cambridge after his retirement as 
Slade professor. He gave a wonderful sense 
of collusion with his audience, as if remind- 
ing us all of something we surely knew, 
which might just have slipped our minds. 
But the content was rather too pat, and 
lacking in intellectual adventure as well as 
sensual reward. These dogmatic quarrels are 
a long while ago now, and the original hard 
edges have been sanded down. Pevsner has 
become almost a cultural brand, especially 
with the ssc broadcast of “Travels with 
Pevsner” in 1997. His scholarship probably 
was broader than deep, but his shortcom- 
ings as a historian proved to be virtues in a 
guidebook writer. 

The miracle of Pevsner was that he kept 
up the largely unpaid work on “The Build- 
ings of England” long enough to go once 
round the country and train a team of youn- 
ger scholars to make revisions. This achieve- 
ment was enough to win him absolution 
even from his most doctrinal foes. Several 
more miracles have occurred since then. His 
successor as general editor, Bridget Cherry, 
has developed the series without losing its 
authority. Penguin is still the publisher, but 
the series is run by an independent trust, 
which is energetically raising funds to keep 
the work going. 

The latest volumes, including four indis- 
pensable guides to different parts of London 
(two more to come), have more maps, more 
buildings and more tolerance of misfits in 
history than the much slimmer volumes 
they replace. As the series has expanded to 
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cover Wales, Scotland and Ireland, different 
priorities and methodologies have evolved. 
It may be that in another 50 years, few of the 
Doc’s actual words will remain in the books. 
But these, we should hope, will still bear his 
name, and the ghostly 1933 Wolseley Hor- 
net—in which he was driven about while 
scribbling in the passenger seat—will con- 
tinue to haunt the lanes of England. 

— i e 


Italian politics 


Counterattack 


O INTO a major Italian bookshop and 

chancesare you will see a small grey pa- 
perback piled up in nearly every depart- 
ment—in history, humour, current affairs 
and, most prominently, by the front desk. 
“L'odore dei soldi” (The odour of money) by 
Elio Veltri, a surgeon-turned-politician who 
likes exposing corruption and crime, and 
Marco Travaglio, an investigative journalist 
with La Repubblica, is a re-examination of 
some of the key moments in Silvio Berlus- 
coni’s financial life. Published by the left- 
leaning Editori Riuniti, the book has proved 
so popular in the run-up to Italy's May 13th 
election that itis easily outselling every other 
book in Italy, both fiction and non-fiction 
(see overleaf for bestseller lists). 

Although it is now well into its second 
reprint, the book did not start out with a 
bang. Indeed, it was only after “L'odore dei 
soldi” was discussed on a late-night televi- 
sion programme broadcast by the state- 
owned company, RAI—thus incurring Mr 
Berlusconi’s wrath—that sales really took 
off. Mr Berlusconi has yet to make any offi- 
cial comment about the book's contents, 
even though it is now selling so well it has 
pushed his own collected speeches, “L'Italia 
che ho in mente” (The Italy I have in mind), 
out of the bestseller list. Il Cavaliere is about 
to get his own back, though. “Una storia ital- 
iana” (An Italian story), a Berlusconi family 
album, will be distributed free to 12m Italian 
homes by polling day with the help of a 
sweet deal with the Italian postal service. 
“Una storia italiana” features such delights 





| LOpore pet SOLD: ORIGINI E 
| MISTERI DELLE FORTUNE DI SILVIO 
BERLUSCONI. By Elio Veltri and Marco 
Travaglio. Editori Riuniti; 347 pages; 
24,000 lire. 

PCI: LA STORIA DIMENTICATA. By 
Sergio Bertelli and Francesco Bigazzi. 
Mondadori. 490 pages; 38,000 lire. 

IL LIBRO NERO DEL CRISTIANESIMO: 
DUEMILA ANNI DI CRIMINI NEL 
Nome pi Gesu. By Jacopo Fo, Sergio 
Tomat and Laura Malucelli. Edizioni 
Nuovi Mondi; 346 pages; 35,000 lire | 
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as Mr Berlusconi out jogging with his son, 
Pier Silvio, or working out—in a jacket and 
tie—in a gym with Sylvester Stallone. Of his 
divorced wife, Pier Silvio’s mother, though, 
there is no sign. 

Two other books that cast a fresh eye on 
history are also popular. “pcr: la storia di- 
menticata” (ecu: the forgotten history), by 
Sergio Bertelli and Francesco Bigazzi, the first 
a historian and the second a journalist, re- 
turns to the well trodden story of the Italian 
Communist Party. It contains no stunning 
revelations, but it has succeeded in upsetting 
many older party members with its sugges- 
tion that the massacre at the Ardeatine caves, 
in which 335 prisoners were shot on the out- 
skirts of occupied Rome in 1944 as a reprisal 
for a partisan attack on Nazi soldiers, actu- 
ally helped the underground communist 
leaders of the time by disposing of some of 






their more undependable comrades. This in- 
terpretation has a contemporary resonance; 
Mr Berlusconi recently earned the disap- 
proval of many when he described the 1999 
political assassination of Massimo D’Antona 
as a case of “the left settling old scores”. 
Meanwhile, gaily ignoring all hint of reli- 
gious correctness, Jacopo Fo, son of the No- 
bel prize-winning dramatist Dario Fo, has 
edited and published “I libro nero del cris- 
tianesimo” (Christianity’s black book). In it, 
Mr Fo highlights some of the many errors 
that the Roman Catholic church overlooked 
in its jubilee mea culpa. Young Mr Fo says 
the stories his father told him about the Cru- 
sades often made him laugh as a boy. But in 
this book, religious enthusiasm is no laugh- 
ing matter. Using some of the most gruesome 
historical illustrations he could find, ac- 
companied by a text that is printed in heavy 





black type of different sizes, MrFo’s evenir 
the-score analysis is provocative, to say t 
least. 

Italy’s interest in raking over the pi 
may attract readers, but will it attract vote 
The election will depend as much on p 
sonal image as on party ideology. Mr Berli 
coni offers voters a family album, but hisc 
ponent, Francesco Rutelli, is more of a bla 
page. Lucky for him that no one has thous 
to reprint the 1996 biography of this forr 
mayor of Rome. Mr Rutelli’s wife, Barbz 
Palombelli, a journalist and militant fen 
nist, was dismayed to find that her new ht 
band left his discarded washing on the flo 
“I promptly hired a maid,” the then new 
gnora Rutelli told the author. Some peo} 
think there is already enough dirty linen t 
ing washed in Italian bookshops. 





OLISTS of bestselling novels 4p. 
have anything to say about 
the literary predilections of such 
geographically and culturally re- 
mote nations as America, Britain, 
Germany and Italy? Do they re- 
veal striking differences or 
deeper affinities? The easy answer is both. 
In Britain and America, the Harry Pot- 
ter books are ranked separately, which 
leaves these lists chock-full of thrillers and 
novels about messy relationships. Nobody 
can write a spooky twist like Stephen King. 





“Dreamcatcher”, the horror mae- 
stro’s first novel in three years, is a 
return to the form of his earlier 
classics. It tops the American list 
and is third in Britain. 

Harry Potter took his time be- 
ing translated into German and 
Italian, but once done, Hp sorcery proved 
as popular with continental children as 
those elsewhere. Two books from J.K. 
Rowling’s masterwork—‘‘Harry Potter and 
the Goblet of Fire” and “Harry Potter and 
the Philosopher’s Stone” —are bestsellers in 














Italy, while the four books claim all the top 
places on the German list.German readers 
also have an overwhelming weakness for 
thrillers, with John Grisham, Henning 
Mankell, a Swedish writer, and John le 
Carré stacking up in fifth, sixth and sev- 
enth places. In Italy the most popular sub- 
jects are feminism and archaeology. Ital- 
ians seem just as happy reading their own 
authors, especially Antonio Tabucchi who 
tops the list, as foreign writers. Strikingly, 
the German list has only one book by a 
home author, Ingrid Noll, Germany’s an- 
swer to AS. Byatt: she writes dark but 
funny battle-of-the-sexes fiction in which 
women usually win. 
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Wang Enmao 





HEN the new jobs were 

handed out after the Com- 
munist victory in China in 1949, 
Wang Enmao was told to run Xin- 
jiang province. It was an extraor- 
dinarily demanding posting. Xin- 
jiang, in China’s far north-west, 
was populated mainly by Ui- 
ghurs, Muslims who had long had 
strained relations with the coun- 
try’ majority Han Chinese. Mr 
Wang had noexperience as an ad- 
ministrator. Nor had he hada for- 
mal education. He had joined the 
Communist Party as a teenager, 
gaining favour with Mao Zedong 
for his exploits in the guerrilla war 
against the Nationalists of Chiang 
Kai-shek. He was with Maoon the 
legendary Long March of nearly 
6,000 miles to escape the Nation- 
alists, in which perhaps only one 
in ten of the 90,000 marchers sur- 
vived. Now, at 36, Mr Wang was 
the novice overlord of a territory 
three times the size of France, 
with instructions from Mao to 
make it secure and prosperous. 

Mr Wang was given a friendly 
welcome. In Xinjiang, as else- 
where in China, the Communists 
were popular. The civil war was 
over, the corruption associated 
with the Nationalists was no 
more and the Communists had 
promised freedom to everyone. 
These were the halcyon days of 
the party, never to be repeated. 
When the handshakes were over, 
the Uighurs asked about inde- 
pendence. Before Maocame to power, they reminded Mr Wang, he 
had promised regions such as Xinjiang and Tibet that they would 
be allowed to secede if they wished from a Communist China to 
form independent states. This had been decided at a workers’ con- 
gress as long ago as 1931, and had been repeated by Mao several 
times since. 

Mr Wang sought guidance from Mao, who replied that he had 
never promised self-determination. The Uighurs then asked if 
Xinjiang could be made a republic, part of a Chinese federation, 
along the lines of the republics that formed the Soviet Union. Mao 
said no to this too. For 2,000 years, he said, Xinjiang had been part 
of an “indivisible” China. The Uighurs’ demand was “hostile to 
history” and indeed “to socialism”. Mr Wang conveyed the dismal 
news to his subjects. His troubles were just beginning. 





A degree of freedom 

In centralised China provincial governors have only rarely been 
allowed much freedom of action. One exception is Guangdong, a 
prosperous province with close relations to Hong Kong with 
which it shares an independently-minded Cantonese popula- 
tion. Another is Xinjiang. Wang Enmao made the point to his mas- 
ters in Beijing that Xinjiang was unlike other provinces. Apart 








Wang Enmao, ruler of China’s rebellious 
province, died on April 12th, aged 88 


Islam, its people had connections 
with Kazakhstan and the other 
“stans” of Central Asia. Had Xin- 
jiang been granted independence 
it would have called itself Eastern 
Turkestan. 

Mr Wang helped to persuade 
the government to allow Uighurs 
(and other minorities) to have two 
children, instead of the one al- 
lowed to other Chinese, before 
the abortionists moved in. The lo- 
cal languages were tolerated 
alongside Mandarin. Xinjiang 
was eventually given the status of 
an “autonomous region”, with 
partial self-government, and a 
Uighur as its formal head. 

But the Uighurs were unim- 
pressed. By the mid-1950s there 
were frequent demonstrations in 
the capital, Urumqi, against the 
Communists, and they have con- 
tinued ever since, sometimes 
ending in violence. Recently, 
bombs set offin Beijing have been 
blamed on Uighurs, although 
they say they confine themselves 
to peaceful protest. 

Uighur anger has grown with 
the transmigration of some 6m 
Han Chinese to Xinjiang to help 
develop the region, which the 
Communists have discovered is 
richin minerals. Of today’s popu- 
lation of about 13m only about 
half are thought to be Uighurs or 
other Muslim groups. After the 
Soviet Union broke up in 1991, 
ending Moscow’s firm control over Central Asia, Mr Wang became 
alarmed at the possibility of Muslim hordes invading Xinjiang in 
support of their brethren, threatening China’s hold on the region. 
There were stories, unconfirmed, that Osama bin Laden, a Muslim 
militant, was planning to move into Xinjiang to start a holy war 
against Chinese rule. Mr Wang's sympathy for the Uighurs clashed 
with concern about the future of Xinjiang. In 1992 he called for “a 
great iron wall” to be built along China’s border with its Central 
Asian neighbours. 

By then Mr Wang had retired as governor of Xinjiang. His long 
rule of the province had been interrupted for a decade or so after 
he was attacked in 1967 by “red guards”, the hooligans Mao en- 
couraged to target “reactionaries” as part of the cultural revolu- 
tion. Mr Wang was accused of following the “bourgeois line”. In 
1981 he was again running Xinjiang, seen as the best man to deal 
with Uighur unrest. Into his 80s Mr Wang held honorary posts in 
the party and the army. His last public appearance was in Novem- 
ber 1997 when with other veterans he was taken ona tour of Hong 
Kong, now re-embraced by the motherland. China always seems 
reluctant to let go of its old heroes. The legitimacy of Communist 
tule is based on conquest over half a century ago. Wang Enmao 
dutifully did his bit to sustain that claim to his last gasp. 
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Templeton College | University of Oxford 








‘No great discovery was ever made 
without a bold guess’ 


Sir Isaac Newton 


The Oxford Advanced Management Programme 


17 June — 14 July 2001 | 30 September - 27 October 2001 
16 June — 13 July 2002 | 6 October - 7 November 2002 


World Views | Individual Focus 


The Oxford Advanced Management Programme offers senior 
executives a breadth and focus unique among management 
development programmes. Designed around three segments — 
concepts, contexts and competencies — it enables business 
leaders to examine critical issues at a global and individual level. 


The programme presents powerful insights into a rapidly changing 
business world; insights enhanced by the geographical and cultural 
diversity of its participants. Opportunities and challenges are explored 
within the wider contexts of science, economics and politics, in 
discussions led by some of Oxford University’s world-renowned 
experts in these fields. 


Sessions build on the traditions of Oxford’s educational philosophy. 


Designed to support individual learning styles, these include case 
studies, simulations and group presentations. Individual tutorials 
allow participants to set their own agenda in one-to-one discussions 
with carefully matched tutors from Templeton’s faculty. 


The programme is fully residential and the College's self-contained 
environment — Templeton is set in its own wooded parkland just 
outside the City of Oxford — offers an ideal location for learning 
and reflection away from distractions. 





The Oxford Advanced Management Programme provides 
a toolkit of resources which will sustain fast-track careers 
in a world where change is the only constant. 


For further information, 
please visit 
www.templeton.ox.ac.uk/amp 
or return to: 


Dorothy Cooke 

Templeton College, 

University of Oxford 

Oxford OX1 5NY, England 

Tel +44 (0)1865 422771 

Fax +44 (0)1865 422501 

Email amp@templeton.oxford.ac.uk 











Name Job title Company 
Address 

Zip/ Postcode 
Tel Fax Email 











Templeton College| University of Oxford 


www.templeton.ox.ac.uk/amp 
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COURSES 





WHY CHOOSE BETWEEN A EUROPEAN AND 
AN AMERICAN MBA? IMM GIVES YOU BOTH! 


www.mostinternationalmba.com 


executive MBA 
i, every aspect of the program is international: participant 


faculty. cu r nd degrees, It jesigned to 


THE NEXT PROGRAM STARTS JANUARY 2002 


Purdue "capes! 
+1 765 494 77 00 


Tilburg 
+31 13 466 86 00 


Budapest 
+36 | 210 02 12 


ESCP-EAP 
+33 | 49 23 27 59 


tias <<: SG ESCP-EAP 


ISMA [i BUSINESS SCHOOL 
CENTRE Gm FINANCIAL MARKED 


n \h a l 
h OW W fa r W l | l A'Unique opportunity to study € largest spe 
provider of securities and investment educati 


in Eutope. Tie SMA Centre offefStigorous ani 


‘Whinovative programmes hands- 
0? ori learning for those se 7 
in the global financi = 





London] 


PISIS 


Enrol as a manager, emerge as a leader. 





Accelerated | "The ADP has made me look at corporate fife and personal development from a totally fresh 
Development Programme | perspective." Voon Kwane Kuiew, Vice PRESIDENT, NETWORK PROGRAMMING, TV CORPORATION OF SINGAPORE 
Make the transition to | You are a motivated, ambitious and. high-achieving functional manager about to make the transition into 
general management. | general management. You want to build on your current business knowledge to enable you to take a broader 
Four-week programmes | and more strategic approach to management. The Accelerated Development Programme is designed to 
34 June - | Prepare today's managers to be tomorrow's leaders and will accelerate your development by: 


20 July 2001 | © strengthening your people skills so that you have a greater ability to inspire and motivate 








e broadening your technical knowledge to encompass finance and accounting, marketing, operations and 
information management 
¢ developing your strategic perspective to ensure you are able to provide your team with a clear vision. 


+4 ~ 30 Nov 2001 
#16 June — 12 July 2002 
Two two-week modules , A : A : 
014-26 0cta, | At the end of four intensive weeks you will have a personal network of international contacts and the 

2-14 Dec 2001 | necessary knowledge, skills and confidence to make significant advances in your career. 


e3- 15 March & For a more detailed information pack 
21 April - 3 May 2002 please contact Karen Nisbett, 
Client Services 








London Business School 


Regent's Park 






- a 
exists to advance le An 
BERIDA ssi execinfoondon edu ey eee 
| ADON ON E 2° reremen ere Tel: +44 (0)20 7706 6835 
ea AD 0003 www.london.edu/execed Fax: +44 (0)20 7724 6051 








For further information contact us: M B A Prog rammes . gg 


Tel: +44 (0) 20 7477 8607/8 
At City University Business School we believe an MBA is an investment. 


Our City of London location will put you at the heart of one of the world’s most prestigious 
business centres, where the networking opportunities are unmatched. 


While you receive a broad base of interpersonal skills, you can also major in: 
e General Management 


Email: cubs-postgrad@city.ac.uk 


City University Business School 
Frobisher Crescent 

Barbican Centre 

London EC2Y 8HB 

United Kingdom 


e Finance 

« Management of Technology & E-Commerce 

* international Business 

www.business.city.ac.uk it all adds up to an opportunity that will make a difference to your future career. 


Information sessions on our Full and Part-time MBAs will be held at City University 
Business Schoo! on the following dates: 


* Tuesday 1 May 2001 (FT) 
+ Wednesday 2 May 2001 {PT} 
* Tuesday 29 May 2001 (PT) 


-Jem City University The University for business 
C I T Y Business School and the professions 
. London 
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Carleton (Fy 
NIVERSITY 


THE WORLD BANK 


| INTERNATIONAL PROGRAM IN 
| DEVELOPMENT EVALUATION 
June 25 — July 20, 2001. 


The World Bank and Carleton University are pleased to 
announce the Summer 2001 International’ Program in 
Development Evaluation to be held on the campus of Carleton 
University, Ottawa, Canada. 


This program is designed for those who are involved in 
managing, funding, or conducting evaluations in the 
development context. The program is in two parts: The first two 
weeks (June 25 ~ July 6) consist of an 80 hour core course in 
development evaluation, and the second rwo weeks (July 9 - 20) 
are 17 workshops on. specific development evaluation topics. 
Participants can sign up for either two week period or for all four 
weeks. We have assembled a world-class faculty for this program 
thar blends both extensive field experience in all regions of the 
world with high-level methodological skills and knowledge, 


Visit our website to receive more information and to download an 
application. 


http://www.carleton.ca/ipdet 


Or contact Christa McMillin, Program Coordinator at 
613-520-5792 or by FAX at 613-520-3561. 


RSITY DISTANCE EDUCATION 


STARTING NOW. 

Imagine how a limited-residency 

program could make your 

possibility reality. 

» Flexible format and short residencies 

* Knowledge for career advancement 
and change 

* Intellectual energy of working with 
distinguished senior faculty 

* Fully accredited 


UNDERGRADUATE 
Liberal studies (A.A. or B.A.) 


GRADUATE 

Advertising Design (M.A.) 

Business Administration (M.B.A) 

Communications Management (M.S.) 

Engineering Management (M.S.) 

Illustration (M.A) 

Information Resources 
Management (M.S) 

Library Science (M.L.S.) 

Nursing (M.S.) 

Social Science (M.S.Sc.) 

Telecommunications and Network. 
Management M.S.) 


five star auaiifications 
ina five star location _ 


AMBA accredited. There are only three UK business schools which carry the five-star research rating 

Ranked in FT’s _ - signifying international excellence - and Lancaster is one of them. Invest in your 

World’s 100 Top career by learning from leading experts in their field, and do so in a parkland 
Business Schools. campus environment. 


Our full-time and modular Executive MBA programmes are intellectually 
challenging, innovative and international. They attract top students from all over the 
world, and are linked with leading organisations. 


For more information call Cana Witt on 01524 593593, 
or e-mail: c.witt@lancaster.ac.uk 
www.lums.lanes.ac.uk 


Lancaster University 
MANAGEMENT SCHOOL 
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experience and contacts. 


The EU-China Junior Managers Training Programme is a European 
Union funded China based business training programme. The TI 
or 15 month training offers participants @ unique mixture of 


Intensive language training (4 or 12 months) providing Chinese 
language skills to adapt to the environment and form better 
relationships with Chinese business partners. 

-Business seminars, workshops, company visits and meetings with 
government agency representatives providing a real understanding 
of business in today’s China. 

-Internship (3 or 7 months) providing hands - on experience in 
a Chinese company or European -Chinese joint venture. 


We are now calling for applications for the training courses starting 
1 September 2001 in Beijing. Application deadline is May 23, 2001 
Please consult the programme's web site and/or European Co- 
ordination Office about the application procedure: 


http://www.hamk.fi/ip/euchina 


European Co-ordination Office 
Hame Polytechnic, Jaakonkatu 28, 
FIN-13100 Hameeniinna, FINLAND, 
Tel; +358 3 646 4920 / 4612, 

fax: +358 3 646 2230, 


EU-CHINA 
vee rrr a a Ę 6- email: euchina@hamkfi 


A Market Leader for 25 years 


With a long tradition of excellence in finance, top ratings for 
research and teaching, and internationally respected faculty in 
finance, management and economics, the School of Business and 
Economics offers postgraduate study opportunities in Finance, 
Marketing, Economics and Management. 


In 2002, Exeter will also open a purpose built centre for world 
class teaching and research in finance and investment supported by 
a donation to the School of £15 million. 


Combine these factors with first class living and study facilities on 
Exeter's beautiful Streatham Campus and the high quality of life in 
the South West of England, and it's not difficult to see why so many 
people choose the University of Exeter for postgraduate study. 


For more information visit our website at 
www.ex.ac.uk/sobe or telephone +44 (0)1392 263 200 
or email: sobe@exeter.ac.uk 


} 
UNIVERSITY The School of 


Business 
and Economics 





The o one-year full-time executive MBA programme ottered by the Vierick Leuven Gent Management School sharpens up all 
your management skills. The know-how embedded in the academic traditions of Leuven and Ghent is combined with the practical input of the innovative 
Flemish business community. And all this takes place right in the centre of Europe, where doing business always acquires an international character 


Do you want to find out more about us? Come and see us at one of 
the MBA fairs, browse through our website, or call, write or mail us. 


Vlerick Leuven Gent Management School, Bellevue 6, 9050 Gent, Belgium 
T +32 9 2109899 © F +32 9 2109700 © E-mail: info@vlerick.com 


EY 
MLA L 
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Recognized as one of tthe world’s most flexible 


www.rusnmore. Distance Leaming MBA/Masters or DBA/Ph.D. 


u 
pa am No bachelors degree required for me 
IBA (or Master's for DBA) if you have significant wor 
experience. No time limits, minimum or maximum, MBA 
usually takes one year, DBA two. Transfer students 
welcome. You will not have to study material you 


already know or do not need. No exams, instead you 
write papers. Learn from successful business 
leaders/authors (many are millionaires). Facu 
members wanted. Rushmore University, 1-800-662- 
7622, ec@rushmore.edu, www.distancemba.com 








Amsterdam 





Institute of Finance 















Equity Investment 


ADULTS, EARN YOUR “Intensive 12-Month M.S.in | 
$ ai DEGREE AT HOME IN 
(une 11 - 15, 2001) wra] JUST ONE YEAR! CNAN CE 
WASHINGTON INTERNATIONAL UNIVERSITY 
taught by in most fields. Student Comm. Ctr. 144 apply now for Fall ' 
. 7 Ivy Lane, King of Prussia, PA 19406 - A : 
Professors Josef Lakonishok and Louis Chan USA, FAX: 610 205 0960, www.cse.ogi.edu/CompFin/ 
E-MAIL: admissions @ washint.edu 
of the University of Illinois at Urbana-Champaign WEB SITE: www.washint.edu 


This course provides high-level training in the management of equity 
portfolios for ambitious investment professionals and analysts. It has A 
been completely revised and updated for 2001 to take account of the | UNIVERSITE PARIS 


latest trends and developments. y ~ DAU PI | IN E 


Risk and Expected Return 

- Portfolio Implementation: 
Optimization and Execution Cost 

- Return Measurement and Variation Issues 

~ Investment Approach and Variation Considerations 
Equity Trading Strategies 





For information, please visit our Web site or contact us directly. 


AIF - P.O, Box 59536, 1040 LA Amsterdam, The Netherlands www.mba.dau ph ine.fr 
telephone: +31-20-5200160 - fax: +31-20-5200161 mba@dep.dauphine.fr i 
e-mail: info@aif.nl - internet: www.aif.ni 













Place du Maréchal de Lattre de Tassigny - 75775 PARIS Cedex 16 (France} 


CONFERENCES 











NO COST evaluation! Send resume 

6400 UPTOWN BLVD NE - SUITE 398-W 
_ Bept.34 > ALBUQ., NM 87110-USA 
34@centuryuniversity edu 







UNIVERSITY OF BAHGESEHIR 
THE INTERNATIONAL INSTITUTE OF | 
LEADERSHIP AND PUBLIC AFFAIRS | 
Istanbul, Turkey 






| 
| 
| 


| 









BUSINESS & THE INTERNATIONAL 
PERSONAL LEADERSHIP FORUM 


JUNE 22-25, 2001 
NEW AUTHORS 


Where leaders and emerging leaders from around 
the word meet for a dialogue of ervdisations 

PUBLISH YOUR WORK E tih meer, OF a ata Wt À ETUAAN 

ALL SUBJECTS CONSIDERED 


H 

É | 

istration: US$ 590 including $ nights | 

WRITE OR SEND YOUR MANUSCRIPT TO: | 


Regi 
nat {star hotel with daily 
MINERVA PR ESS d dinner and city tour. 
315-317 REGENT ST 
LONDON W1B 2HS. UK 
www.minerva-press.co.uk 


BUSINESS Ce 
OPPORTUNITIES | boni 


Signature: 
Date: 

S 2 ms x fi dd ress: 
START YOUR OWN oi 


CASINO Ji | 
The International Leadership Forum 


University of Bahçesehir 
34900 Bahçeşehir Astanbul-Turkey 
Best terms on the Web! Fax: 90-21 2-609-4 3-98 Tel: 90-212-669-65-23 


www.SALECASINO.COM E-mail: iipa@ babcesebiredu.tr 
www babcesebiredu tr 





Cd Please find enclosed a bank draft of U! 
Bahcesehir, Kenthank (BIU Nox 
J, Bahcesehir Branch, Acc. No: 








289219- 





Q Please charge my ViswMastec( ther. 
Credit card ae. 


Become owner of Internet Casino! 
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INTE 


courses: ¥ 8 to 9 study period 

by a variety of soci 

ae a y Highly qualified inst 
nformation and international reservations: in their mother tongu 
> International: Tel.: +32 (0) 87 79 14 22 : Es 
Fax : +32 (0) 87791188 Y Courses for all levels starting every week 

E-mail: Customer@ceran.be BPS ale : 
http://www.ceran.com y Private programmes and/or personalised 


oe | 
| 
group programmes (4 students maximum) | 





el.: 1 (413) 584-0334 
Fax: 1 (413) 584-3046 















APPOINTMENTS 


















100 


Fulfilling Britain’s commitment to Gute esta e’ 





Department for 
International 
Development 


The Financial Services Commission (FSC) is a Government 
Department responsible for supervising banks, insurers, 
trustee companies, and (under recent and pending legislation) 
company managers and mutual funds. It operates the Registry 
of Companies, Registry of Trademarks and Registry of Births, 
Deaths and Marriages. In line with recommendations in the 
UK Government White Paper, consideration is being given to 
the FSC’s establishment as a statutory body. 


Managing the FSC to ensure optimum efficiency of the 
office’s day to day operations, you'll oversee the transition of 
the FSC from part of a civil service department to a statutory 
body, subject to legislative approval. In addition, you'll 
develop a sectoral policy for training and employment to 
ensure that staff may participate fully in the growth of the 
industry. 


A strong and confident communicator, you'll represent the 
interests of the FSC generally in negotiations, which will 
affect the growth and efficiency of the industry. You'll also 
look after the interests of the TCI government as a financial 
contributor to marketing the islands, ensuring that marketing 
initiatives are consistent with regulatory standards. 


Ensuring that licensed firms comply with relevant legislation 
or regulations, monitoring the affairs of individuals and firms 
involved in banking, trusts, insurance, company formation and 


SUPERINTENDENT - FINANCIAL 


SERVICES COMMISSION 
TURKS AND CAICOS ISLANDS 


management or any other financial services activities in or 
from within the islands will also form a key part of your role. 


QUALIFICATIONS AND EXPERIENCE 


You'll be qualified as a lawyer, accountant or chartered 
secretary, or be a member of an equivalent professional 
institute. Managerial experience in a financial services 
environment is essential, as is previous compliance or 
regulatory responsibility. Experience in change management 
and in handling financial and personnel responsibility is also 
highly desirable, particularly in the context of establishing a 
new organisation. 


TERMS OF APPOINTMENT 


The post will be for a fixed term period of 18 months (and 
includes a 6 month probationary period). The salary offered 
will be in the range £50,000 - £55,000, (UK taxable) and 
includes an element in lieu of the employer’s share of 
superannuation. 


Candidates should be nationals of Member States of the 
European Economic Area (EEA), Commonwealth citizens who 
have an established right of abode and the right to work in 
the United Kingdom or those granted refugee status as 
defined by the 1951 UN Convention on Refugees. 


Closing date: 21 May 2001. 


Application forms can be obtained, quoting reference AH375/3/AE/TE clearly on your envelope, from 
Department for International Development, Abercrombie House, Room AH375, Eaglesham Road, East Kilbride 


G75 BEA or telephone (01355) 843109 (answerphone) or e-mail: hrod3a1 @dfid.gov.uk 


The Department for International 
Development (DFID) is the UK’s 
government department responsible for 
promoting development and the reduction 
of poverty, DFID is committed to the 


internationally agreed target of halving the 
proportion of people living in extreme 
poverty by 2015. 

DFID works in partnership with 


governments, international and national 
non-governmental organisations, the 
private sector and institutions such as the 
World Bank, UN agencies and the European 
Commission. Most of the assistance is 
concentrated on the poorest countries in 
Asia and sub-Saharan Africa, but we also 
work elsewhere, including Latin America 


http://www.dfid.gov.ak 


and in Central and Eastern Europe. 


DFID is committed to a policy of equal 
opportunities and encourages applications 
from all parts of the community. We would 
particularly welcome applications from, 
women, people from an ethnic minority 
background and people with a disability. 
Selection is on merit. 
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The Shell Foundation 


London based, international travel 


Competitive salaries and benefits 


As a major energy provider and international business, the Shell Group recognises that its responsibilities extend far beyond creating 
shareholder value. Today, Shell is committed to a policy of sustainable development that will tackle its social and environmental responsibilities 


as both a local and global citizen. 


An important aspect of this is the work of the Shell Foundation. Established in June 2000, this progressive notfor-profit organisation supports 
projects that address social and environmental issues related to the role and responsibilities of the energy industry, particularly in countries 
and communities where Shell operates. The Foundation is part of Shell's efforts to transform its commitments into positive action. 


Programme Manager 


An influential role directing our Sustainable Communities Programme - helping marginalised communities in developing countries to access 
economic opportunities - and our Youth Enterprise Programme -~ promoting enterprise opportunities for young people. You will directly 
manage involvement in projects and also represent the Foundation with partner organisations. 


In addition to a strong background in international social and economic development issues, you should have a natural interest in corporate 
social responsibility and practical experience of project management. A good team player and first-class communicator, you should have the 
passion, diplomacy and negotiating skills to engage and work with people at all levels and from different cultures. Ref: 1406 


Programme Officers 


We have two openings for enthusiastic people to manage the Foundation's involvement in various projects within 
our Sustainable Energy Programme, including projects to increase energy access to poor communities in developing 
countries, as well as projects in the Sustainable Communities and Youth Enterprise programmes mentioned above. 


You'll need previous project management experience in the field of international social, economic or 
energy development, strong relationship skills and a real affinity for social and environmental issues. 
A committed team player, you should also be a quick learner, eager to experience the challenges 


that different countries can bring. Refs 1411 


If you have the skills we require for these exciting challenges, please e-mail your CV to 


Response@si.shell.com quoting the appropriate reference number. 
Closing date for applications: 12 May 2001. 


For more information about the Shell Foundation, please visit www.shellfoundation.org 


lg The United Nations 
2S University 


Director 
Administrative Management Division 
UNU Headquarters, Tokyo, Japan 
Circa US$160K 164K gross + benefits 


UNU contributes, through research and capacity building, to efforts to resolve 

the pressing global problems that are the concern of the United Nations, its 

member states and their peoples. UNU's key goals are: to be an international 

community of scholars; to form a bridge between the United Nations and the 

international academic community; to serve as a think-tank for the United 

Nations system; and. to contribute to capacity building, particularly in 
i developing countries. 


The Director is responsible for developing and implementing administrative 
management policies governing UNU'S global network of research and 
training institutes, and for providing administrative, personnel, budgetary and 
financial support services to its programmes. 


You will have: an advanced degree in an appropriate discipline, 15 years 
professional experience, at least ten of which have been at a senior level. 
preferably in a large international organization; fluency in. English, ideally 
supported by another UN official language, proven ability in working under 
constant pressure and in managing human resources; experience in 
negotiations with high-level government officials, systems development 
experience; and a sound knowledge of UN Rules & Regulations. Knowledge 
of financial markets, especially those relating to investments, is desirable. 


i Send your full resume, clearly marked Vacancy 2001/HQ/033, to the address 
i below by 11 June 2001. 


Personne! Unit, United Nations University Headquarters. 
53-70, Jingumae 5-chome, Shibuya-ku, Tokyo 150-8925, Japan 
Fax, + 81 3 3499 2828 
UNU on the web: http:/Avww.unu.edu/ 


Only short-listed applicants will be contacted. The UNU particularly encourages 
applications from suitably qualified women candidates. 
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Thinking about a better future? 
wwee.shell.com/careers 


Opportunity for 
Rural Water Supply and Sanitation Managers 


The Aga Khan Planning and Building Service, Pakistan (AKPBS,P) is seeking a 
Project Director for its Water and Sanitation Extension Programme (WASEP), 
WASEFP facilitates village communities and civil society in the implementation 
of an integrated programme comprising of six core components ; water supply, 
sanitation, drainage, community management, water quality and hygiene 
education. The programme operates in the rural high mountain areas of 
Northern Pakistan and the position is based in the regional city of Gilgit. 
Substantial regional and national travelling is expected. 


As Project Director you will provide leadership to the entire programme, You 
will have a proven track record of technical excellence, initiative and inter, 
personal skills for effectiveness at a senior management level of a multi-million 
dollar, donorfunded, community development project in a developing 
country. You wil hold a post-graduate degree and be technically expert in one 
or more of the core programme elements, You will have excellent English and 
developed communication skills, including programme documentation. 


A curriculum vitae and three references should be sent by 28 May, 2001 to 
the Chief Executive Officer, Aga Khan Planning and Building Service, 
Pakistan, 300/2, Britto Road, Garden East, Karachi 74550, Pakistan; E-mail: 
akpbsp@cyber.net.pk; Fax: (92-24) 722-5572. 


AKPBS,P is part of the Aga Khan Development Network, a group of 


institutions working to improve living conditions and opportunities in 
specific areas of the developing world. 


= Aga Khan Planning and Building Service, Pakistan 
«4 








Transport 
Consulting 


GIB 


LAWGIBB Group Member 


Economist 
Strategy adviser 


GIBB Transport Consulting is a leading provider of advice on 
transport and other infrastructure projects and operations. Our 
client base includes both private and public sector bodies in the 
UK and abroad. We have grown strongly in recent years and are 


determined to maintain and build on that momentum 


Economist/strategy adviser 45-50k London & SE 


To meet existing project demands and enable us to widen the 
scope of services we can offer, we want to appoint an 
= economist/strategy adviser. Based initially in our City office you 
will have the experience and drive to manage assignments and 
deliver high quality advice. Experience of transport or 
infrastructure issues would help but the ability to analyse 
problems, think through solutions and present them clearly is 
;¿ more important, 


Interested candidates should send their CV to Pamela Norris 
at GIBB Led, GIBB House, Londen Road, Reading RG6 IBL 


tively if you would like to find out more details, please contact 


LAWGIBB LAWGIBB A 


Alan Nichols on 0207 588 6661 


GIBB LTD IS AN EQUAL OPPORTUNITY EMPLOYER GROUP 


Statistical Research 
Global Hedge Fund Manager, London 


: | Fast growing, entrepreneurial financial markets 
trading company seeks top quality statisticians to 
join its research team. 


Candidates should have post graduate statistical 
qualifications and a demonstrable record of 
employing practical statistical methods to explore 
real world data. Knowledge or experience of 
financial markets would be useful but not essential 
for fast learners. This is an opportunity to join a 
unique and innovative company and to carry out 
challenging and interesting work of direct and 
practical relevance to the company's commercial 
activities. It would be ideal for candidates of strong 
intellect who wish to pursue a research career in 
statistics but achieve the rewards of success in a 
dynamic commercial environment. 


Salary is dependent on candidate (£35 — 60k) + 
BUPA + Bonus Potential 


Send CV and letter outlining reasons for 
applying to Petra de Souza Thomson, via email 


at: pdst@another.com 
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-TRADE POLICY ADVISOR FOR NAMIBIA 


Agrar Consulting GmbH, Einbeck, in consortium with Eres: EDP Lid. (UK) 
and ACE (Spain), is seeking a Trade Policy Advisor for a 24-month 
assignment in Namibia for a European Union-funded trade and investment 
development programme. 


The tasks: 

@ Providing technical expertise for negotiations on regional economic 
integration schemes and initiatives (e.g SACU, SADC and COMESA) 
plus market access to ACP-EU, WTO and other multi- and bilateral 
trade arrangements 
Participating in trade negotiations and elaborating relevant discussion 
and position papers 
Helping with improving staff skills in the ministerial Trade Policy. 
Division via on-the-job training and the organisation of secondment and 
attachment programmes 


The requirements: 


@ A university degree in economics 

© A proven track record in trade negotiations, preferably in a multilateral 
environment (WTO, ACP-EU) 

© = Experience in regional trade arrangements in sub-Saharan Africa (SACU, 
SADC, COMESA) ; 

© A minimum of 10 years’ experience in trade policy development. and 
international trade negotiations, with considerable knowledge of issues 
affecting market access for developing countries 


Availability: Immediate (June 01) 
Remuneration: In accordance with rates for EU-financed projects 


Contact: ACE-AGRAR CONSULTING GMBH EINBECK 
Ms. Tesa Weiss 
Grimsehlstr. 31 
D-37574 Einbeck 
Tel: +49-5561-311430 
Fax: +49-5561-311500 
e-mail: ace-einbeck@t-online.de 


Consult 
with purpose 


Can you help to improve decision 
making, strengthen institutions & 
reduce poverty? Are you an excellent 
economist, lawyer, accountant, public 
administrator or negotiator? If so we 
can offer challenging contract 
opportunities in: 

Public Finance (Chloe) 
Trade, Industry & Competition (Sarah) 
Health and Pharmaceuticals  (Bindy) 


Chloe@, Sarah@ or Bindy@maxwellstamp.com 
or fax 44 (0) 207 251 0140 
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The Ministry of Agriculture, Fisheries and Food 


FORTHCOMING POLICY EVALUATIONS 
AND ECONOMIC RESEARCH 


MAFF is intending to commission a wide range of policy 
evaluations and other economic research projects during the 
remainder of 2001 and 2002, focusing on the following broad 
policy areas: 


. Reform of the Common Agricultural Policy 

. The Government’s Action Plan for Farming 

. The England Rural Development Programme 

. Conserving fish stocks and securing a sustainable future for 


the sea fishing industry 


A booklet providing details of all the evaluation and research 
projects that make up this year’s programme and including copies 
of the-forms on which to register expressions of interest in projects 
is available on MAFF’s Web Site at: 


hitp://www.maff, gov.uk/research/econeval/economic.htm 





Potential researchers can also obtain a hard copy of this booklet by 
writing to the address below quoting reference HX 1876 EC. 


MAFF, Economics (Resource Use) Division, 
Room 524, Whitehall Place (West Block), London, SW1A 2HH. 
Fax: (+44) (0)20 7270 8558, E-mail: rick.berej@ maff.gsi.gov.uk 


Expressions of interest MUST be received by MAFF no later than 
Spm on Friday 25 May 2001 (18 May for some projects). 


The New Economics Foundation (NEF) 
is one of the UK’s leading research, 
training and policy organisations. Its 
mission is to put people and the 


environment at the heart of the economy. 
ies foundation 


Jubilee + is an official successor organisation 
to Jubilee 2000 UK, based at the New 
Economics Foundation in London 
specialising in resourcing and supporting 
economic justice campaigners around the 
world, on issues relating to sovereign debt 
and international finance and economics. 


Economist 
£21564 - £26602 p.a. 


We are looking for a trained economist with a relevant post- 
graduate qualification, an understanding of the challenges facing 
indebted developing nations and a substantial knowledge of 
international political economy, strong analytical skills and proven 
ability to communicate clearly and simply. 


Deadline for applications: 31 May 2001 


Interviews 14° and 15" June 2001 
For an application pack and more details contact 
Sue Carter, NEF, 6-8 Cole St, LONDON SE1 4YH 
or email her at info@neweconomics.org 
NEF believes in diversity 
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WRAP (the Waste and Resources Action Programme) is a 
major new programme to promote sustainable waste 
management by tackling the barriers to increased 
recycling. Its particular focus is the creation of stable and 
efficient markets for recycled materials and products. 


AMME 


WRAP, a not-for-profit company operating in the private sector, and backed by more 
than £40 million of Government funding over the next three years, is now seeking to 
build a team dedicated to delivering its vision by implementing an exciting business 
plan and achieving demanding targets. The company will be based in Banbury, 
Oxtordshire. 


As part of its current phase of recruitment, WRAP seeks committed individuals for the 
following posts: 
Economist/Business Analyst 
Salary range £30-35k 
Working within our Commercial Instruments programme, WRAP seeks a business 
analyst with a strong background in economics to contribute to the development of 
financial mechanisms to assist the expansion of recycling and the manufacture of 
recycled products. Your work will algo involve the provision of economic policy advice 
across ali aspects of WRAP’s work, including supervision of externally sourced 
research, A minimum of three years postgraduate experience in a policy making 
environment is essential, with experience of managing consultancy contracts 
desirable. 
Business Advice Service Manager 
Salary range £30-35k 
Working within our Commercial Instruments programme, WRAP seeks an 
experienced manager to develop our Business Advice Service. This service will focus 
on providing support far businesses seeking to develop activities in recycled product 
manufacture, and will offer detailed advice on sources of financial and other help. The 
service will work closely with our Materials Sector Managers to bring good business 
proposals into life. You will need a minimum of three years proven experience of 
business advice management, and a strong understanding of the range of support 
available for business, particularly in the SME sector. 


An application form, job description and person specification are all available on the 
Waste and Resources Action Programme website at www.wrap.org.uk or from 
Beverley Hare, WRAP, Romney House, 43 Marsham Street, London SW1P 3PY. 
Telephone 020 7944 8861. Fax: 020 7944 8864. E-mail: wrap @detr.gsi.gov.uk 


Closing date for receipt of application forms: 12.30pm Friday May 18 2001 


Initial interviews will be heid during the week beginning May 28 and final interviews 
during the week beginning June 4, 


Navigating the way to 
Good Governance 


The HELM Corporation Limited is a 
leading international professional 
consultancy house. 


HELM's core businesses are 
Accountancy, Information Systems, 
Human Resources, Economics, 
Business Management and Training. 
Based on our international success we 
are creating a team that will add broader 
Governance areas such as Public 
Service Reform, Public Accountability, 
and Human Rights in Government to our 
work. This will increase the range of 
services we can provide in developing 
countries. 


T 
HELM 


CORPORATION 


We are therefore looking to expand our team of full-time and associate 
consultants to include governance specialists. 


You will have expertise in delivering public services and a good 
knowledge of the latest governance and public service thinking. Qualified 
to a minimum of degree level (a postgraduate qualification will be an 
advantage), you will have good analytical and cognitive skills, and a track 
record of managing change. 


Competitive financial and personal packages will accompany these 
positions. 


To request a CV template for submission of your CV please contact 
Hannah McBride at our Head Office, Commercial House, 88 Main Street, 
Moira, N. Ireland, BT67 OLH. Telephone: +44 28 9261 0930, Fax: +44 28 
9261 0931 or e-mail: hannahb@helm-corp.com 


The HELM Corporation is an equal opportunities employer 
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Executive $75K-SO0K+. Career searching into, within or out of 
Asia / Europe / M-East / U.S.? Contact for Free Info & Critique 


www.careerpath.co.uk 
Fax: Email: 

USA/Canada +1202 4781698 cpamerica@careerpath.co.uk 
Europe. +44 20 75048280 cpeurope(@careerpath.co.uk 
Asia/ M. East / Aus +66 2 2674688 bkk.loxinfo.co.th 












NERSI Py 
Oa 


SCOTLAND, UK 
Centre for Energy, Petroleum and Mineral Law and Policy 


Director of Business Operations 


(& Senior Research Fellow) 


Salary £32,510 — £36,740 pro rata 
(full-time, or part-time with performance incentives) 


CEPMLP/ Dundee is the internationally leading Graduate School in 
Natural Resources and Energy with an interdisciplinary orientation, 
and a new programme in International Business Transactions: 
graduate degrees (LL.M., MSc, MBA, and PhD); specialisations in law, 
policy, economics, management, investment & finance. Currently the 
Centre has close to 150 matriculated graduate students (of which 30 
are PhDs) and had a total financial turnover of over £2 million in 2000. 
Its executive training programme comprises 20 seminars per year with 
over 500 participants. The consultancy programme had a turnover of 
approximately 1.5 million Euro in 2000 (mainly for international and 
governmental agencies in the area of legislative and policy reform in 
the energy /natural resources sector) plus a commercially oriented 
Information Services unit and an internet-based outreach, 
communication and profile enhancement facility. CEPMLP plans to 
develop more internet-based distance learning and a Faculty-wide 
MSc in International Financial transactions. 


The Centre requires a Director of Business Operations. The new 
Director will be responsible for administration and finance, 
consultancy, executive training, information & internet services, 
possibly also the MBA Programme within the framework of CEPMLP, 
which is a university department with some commercial autonomy. 


Qualifications and skills required include teamwork and middle 
management skills within a complex institutional setting; global 
orientation; appreciation of intellectual setting; and the ability to 
acquire contracts and to deliver results in an academic setting. 


A part-time academic role (teaching; research, PhD) can be negotiated. 


For detailed job description and further information, please visit the 
CEPMLP web-site www.cepmip.org/ vacancies. Please direct informal 
enquiries to Prof. T. Walde, Executive Director, thomaswalde@cs.com 


Applications by CV & covering letter (3 copies of each), complete with 
the names and addresses, telephone/fax numbers of 3 referees, should 
be sent to Personnel Services, University of Dundee, Dundee, 

DD1 4HN, Tel (01382) 344015. Further Particulars 
are available for this post. Please quote reference 
LA/113/1/E. Closing date: 18 May 2001. 


Petroleum: 


The University is committed to equal opportunities 
and welcomes applications from all sections of the 
community. 





www.dundee.ac.uk 
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DO YOU FEEL LIKE YOUR CORPORATE 
LADDER HAS RUN OUT OF RUNGS? 


Do you feel the need for new challenges and: opportunities? If you're a 
global senior executive, over 40 years old and accustomed to a $100K+ 
annual salary, we can be the answer to your next jump on the ladder of 
success. Resume Broadcast International assists you in your professional 
search with the personal contact necessary for success from start to 
finish 24 hours a day, 365 days a year. Opportunity is only a phone call 
away at Tel: (619) 224-9257, Fax: (619) 224-9268 or E-mail: 
102224.3306 @ compuserve.com 

















Resume Broadcast International 
P.O. Box 6930, San Diego, California 92166, USA. 
Tel: 619 224 9257, Fax: 619 224 9268 
Email: 102224.3306@ compuserve.com 


Bradford 














































Economist 



























At Yorkshire Water, we provide a water and sewerage service 
to more than 4.5 million people - including 130,000 business 
customers - across an area of 13,900 square kilometres. 








Our talented Economic Policy team are now looking for an 
ambitious individual to join them in meeting the challenges 
presented by economic regulation. You will possess a 
postgraduate qualification in Economics - or at least two 
years' relevant experience, preferably with a utility, regulator 
or consultancy, along with excellent analytical, communication 
and influencing skills. 











Drawing on your economic expertise, you will analyse business 
and regulatory issues throughout our organisation. We will look 
to you to make a significant contribution to a variety of key 
projects, covering issues such as capital maintenance and 
investment targeting, customer priorities and the demand for 
service quality and comparative efficiency. 












If you believe you have the knowledge and drive to join us, 
please send your CV and current salary details to The HR 
Support Centre, Yorkshire Water, Western House, Western 
Way, Halifax Read, Bradford BD6 2LZ, tel: 01274 692060. 
Alternatively, email: careers@yorkshirewater.co.uk 

Please quote job ref: 234. Closing date: 11th May 2001. 











To find out more about Yorkshire Water, 
visit our website: www.yorkshirewater.co.ak 




















Yorkshire Water - working towards 
equal opportunities 






We are a no smoking company 
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THE AFRI FONDA 


APACTTY PR POUR LE, RENROR TION 
TRIAN DESCAPACIES an AFRIOUI E 
School of Law 


LEGAL OFFICER Senior Lectureship and 
The African Building Capacity Foundation (ACBF) is seeking a seasoned Lectu reships in International 


lawyer to fill the position of Legal Officer at its headquarters in Harare, Economic Law 


Zimababwe. For the School’s expanding LL.M in International Economic Law, 
Posts may be permanent or temporary (up to 3 years) from 
Role and Responsibilities 1 October 2001. 


Under the supervision of the Manager of the Legal Services, Program Support You should have proven research potential and the ability to 
and Outreach Department, the Legal Officer will: teach across a range of subjects, preferably in international 
investment & trade, international commercial litigation & 


* — Assist in providing advice to the Executive Secretary on legal issues related arbitration, corporate finance and banking regulation. 


to the Foundation’s operations and administration. To this end, will assist in 
the design and implementation of relevant internal rules, stan s, proce- 
dures and policies; Senior Lecturer Grade (£32,510 - £36,740 p.a.) 

Participate in all phases of the legal relationship between ACBF and its ben- Ref No: 35/2 A/00/ECO 
eficiaries. To this end, will be involved in project development activities in à = 
order to understand objectives and issues and provide counsel on legal Lectu reships in Law 

approaches to be followed; collaborate with program officers in the drafting Applications are invited for a number of posts that may be 
of Grant Agreements; examine the legal issues and documentation relating to offered on a permanent or temporary (1-3 years) basis from 
the negotiation, signing and monitoring of Grant Agreements; participate in L October 2001. , f 

the negotiation of Grant Agreements and assist in the provision of legal opin- 
ions on issues related to interpretation of, and compliance with, Grant 
Agreements, 

Provide support towards the servicing of meetings of the Board of Governors 
and the Executive Board, including preparation of Agendas and drafting of 
Minutes for approval; Salary: £24,227 - £30,967 p.a. (Lecturer B Grade). 

Collaborate in establishing, monitoring and recommending actions to main- Ref No: 35/4A4/00/ECO 
tain legal relationships with participating governments, including in particu- Application forms and further particulars can be obtained from 
lar those with the bost country; and the Personnel Office, University of Warwick, Coventry CV4 7AL 
Carry out. such additional tasks as may be assigned to her/him from time to itel: 024 7652 3627; e-mail: recruit@admin.warwick.ac.uk i 

time by the Manager of the Legal Services, Program Support and Outreach Please quote appropriate reference. 

Department. 


Salary: Lecturer B Grade (£24,227 - £30,967 p.a.). 





One post will be for a specialist in criminal justice. Other areas 
of need include: legal system, common law, law & business, 
constitutional, human rights and evidence. Applicants should 
have proven research potential. 





Closing date for applications is 
Qualifications, Experience, Competencies and Skills 25 May 2001, 
Post graduate degree in Law from a first rate university; 
At least five (5) years’ post qualification experience, ssion of grounding : Be 
in, and/or exposure to, both the common law and civil law systems would “Ses 
constitute an advantage; w AR WI C K 
High technical and conceptual competence as well as rigorous intellectual 
integrity: 
Excellent drafting skills in respect of legal and administrative instruments; 
posure to project development, monitoring and evaluation. processes in BUSINESS &% PERSONAL 
Africa as well as familiarity with development challenges and development nee ene 
finance i on the Continent, in particular in the area of capacity building: 
Po on of a teamwork orientation and ability to interact harmoniously and 
effectively with colleagues from diverse disciplines, perspectives, countries 


and culture : ğ Since 1987 The Sovereign Group have been ” 
Proven ability to negotiate and build consensus with diverse stakeholders: assisting individuals and companies to achieve SOVEREIGN 


Superior oral, written and electronic communication skills ideally in English savings in tax. We provide a full range of onshore 
a French (or at least e f Fone aoe i good knowledge of the f A 3 WERS $ 
and French (or at least command of one language and good knowledge of the and offshore services designed to save tax for VISIT OUR WEBSITE: 


other); and 3 SovereignGroup.com 
Computer literacy. you and/or your company. Call us and we will 


be pleased to show you how our services 














The Foundation offers a competitive salary and benefits package in line with that 4 imiss th 
offered by similar international organizations. CAN SEVE YOU MONEY (ANS Maxi se ING 


bis es ; . ; . lern Sy g . value of your assets. 
The Foundation will acknowledge receipt only of applications from short listed 


candidates. 


= 
Women are strongly encouraged to apply. b a S | n e S S 
Applications - quoting ACBF-HQ-LEGPSO-1 and including cover letter, 


curriculum vitae and brief writing sample - must be received by 28 May & per sonal 


2001 at the address below: 


The Executive Secretary tax solutions 


The African Capacity Building Foundation 
P.O. Box 1562 
Harare, ZIMBABWE HONG KONG: ISLE of MAN: 
Fax: (263-4) 702 915 ; 
E-mail: root @ acbf-pact.org 





THE ECONOMIST APRIL 287TH. 2001 


APPOINTMENTS _ 











Fulfilling Britain’s commitment to 










reduce world poverty _ 





BUSINESS & PERSONAL 
OFFSHORE 


Companies world-wide 


Formation and administration of 
companies, opening of bank accounts 


www.laveco.com 





Department for 
International 
Development 


Caribbean Microfinance Ltd (CML), a Trinidad based 
microfinance institution, aims to contribute to social and 
economic development in the Caribbean. Through the 
sustainable provision of microcredit, CML plans to establish 
its operations in St. Lucia, St. Vincent and the Grenadines, 
Grenada, Barbados and Guyana. 


As a key member of the CML team, you'll contribute to the 
success of CML’s operations in the Eastern Caribbean and 
Guyana - providing ongoing feedback on experiences from 
the field to senior management in Trinidad. Working 
alongside the country-based CML managers, you'll advise and 
guide on all operational and technical issues, assist with the 
assessment of market opportunities and implement on-the- 
job training and development for staff and management. 


QUALIFICATIONS AND EXPERIENCE 


Educated to degree level (masters) in a business/finance or 
economics (must include some formal training in 
business/finance) discipline, or professional equivalent, you'll 
have at least seven years’ practical experience of delivering 
microfinance in a developing country. Capable of assessing 
and identifying market opportunities, you'll have a 
background in managing an expanding microfinance 


MICROFINANCE EXPERT 
CARIBBEAN 


institution and an understanding of the different skills and 
levels of expertise required. 


Experience and knowledge of delivering on-the-job training, 
advice and human development is essential, as are excellent 
communication, people development and interpersonal skills. 
An understanding of small economies at similar stage of 
development would be an advantage. 


TERMS OF APPOINTMENT 


The post will be for a fixed term period of 3 years (and 
includes a 6 month probationary period). The salary offered 
will be in the range £40,000 - £50,000 p.a. (UK taxable) and 
includes an element in lieu of the employer’s share of 
superannuation, with attractive substantial tax free 
allowances including regular fare paid passages. 


Candidates should be nationals of Member States of the 
European Economic Area (EEA), Commonwealth citizens who 
have an established right of abode and the right to work in 
the United Kingdom or those granted refugee status as 
defined by the 1951 UN Convention on Refugees. 


Closing date: 18th May 2001. 


Application forms can be obtained, quoting reference AH375/3/JN/RM/TE clearly on your envelope, from 
Department for International Development, Abercrombie House, Room AH375, Eaglesham Road, East Kilbride 


G75 8EA or telephone (01355) 843428 (answerphone) or e-mail: hrod3b1@dfid.gov.uk 


The Department for International 
Development (DFID) is the UK’s 


government department responsible for 
promoting development and the reduction 
of poverty. DFID is committed to the 
internationally agreed target of halving the 
proportion of people living in extreme 
poverty by 2015. 

DFID works in partnership with 


Offshore Companies, 
Banks, Trusts, 
Foundations 

Bank A/Cs 


-FREE 


il fi 


www.GLOBAL-MONEY.com 


HUNC 
‘Tel: +36-1-21 


& cost-effective prices 


YPRUS 
si +357-4-636-919 





United Kingdom 
20 


} 5: 











Manage your own 
broker account ! 
stock.laveco.com 
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governments, international and national 
non-governmental organisations, the 
private sector and institutions such as the 
World Bank, UN agencies and the European 
Commission. Most of the assistance is 
concentrated on the poorest countries in 
Asia and sub-Saharan Africa, but we also 
work elsewhere, including Latin America 









http://www. difid.gov.uk 


and in Central and Eastern Europe, 

DFID is committed to a policy of equal 
opportunities and encourages applications 
from all parts of the community. We would 
particularly welcome applications from, 
women, people from an ethnic minority 
background and people with a disability. 
Selection is on merit. 







CANADA... 


ust one chick away 





Canadian Immigranon Lawyers 


Wwww.cayssials.com 


Training business journalists and knowledge workers 














4 
MONTE-CARLO 


First for prestige business and special occasion events management in 
Monaco and the Riviera. Combining World Class business and 
entertainment facilities with World Renowned pleisure activities 


Tel/Fax: +33 4 93 41 98 94 
www.absolutelymontecarlo.com 
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© OWNED BY LAWYERS AND ACCOUNTANTS e CONFIDENTIALITY GUARANTEED e BANK INTRODUCTIONS 


The SCF Group, est. in 1989 provides full ranges of offshore services at what we believe are the 
most competitive rates currently available by a licensed professional firm 


or OFFSHORE & UK COMPANIES @ the best prices contact us today 


EST. 1999 LONDON: For immediate, friendly advice, please contact: 


“LICENSED CO. ' 30-100 Sydney St. Chelsea, Helen Harper LL. B (Hons), Dip. Law, AOI Janson Lotery B.Sc (Hons) 






















E & TRUST MANAGEMENT London SW3 6NJ. E-mail; helen@scfgroup.com E-mail: janson@sctgroup.com 
~ = Tel+44 (B) 20 7352 2274 Charles Baker M.A. (Hons) 
Fax: +44 (B) 20 7795 0016 E-mail: charles@sctgroup.com 


APPOINTMENTS 


EXECUTIVE JOBS - $100,000 - $1 Million + 

Our targeted resume mailings can put your CV into the hands of 98 million decision makers at over 31.5 fo make appropriate enquiries an id take appropriate advice 
million companies in 39 countries, EJF is a top firm that assists many of the world's most prominent executives. before sending money, incurring any expense or entering 
Recent success stories: Read are into a binding commitment in relation to an advertisement. 


Rate Paie: mR aa a a Sepo afier & pasa ven Be re mended The Economist Newspaper Limited shali not be liable to 
230k Exec. mailed 12k letters. Had 42 calls, 3 offers & started at $325k as CFO! x ` r AFE 7 
*$120k Esec, mailed Th letters, Had 13 calls, 6 offers & accepted $230k as CEO! any person for loss or damage incurred or suffered as a 


Executive Job Finder ` result of his/her accepting or offering to accept an 
Tek 1415.383.6200 Fas: 1.415.388.5164 ecutive invitation contained in any advertisement in the Economist. 
www. ExecutivelobFinder.com job tinder 


























Adviser on Oil Affairs 
to the Minister 





Arabian Gulf Crown Agents 







Crown Agents International Recruitment and Personnel 
Services recruits professional and technical staff for 
clients worldwide. 





EAD, NATO COUNTR 
RELATIONS SECTION 


Heading the NATO Country Relations Section of NATO's Office | 
of Information and Press, the position is responsible for promoting 
the understanding of and support for NATO policies and programmes 
in NATO Countries and international organisations. 






Our client is the Oil Ministry of a country in the 
Arabian Gulf seeking an Oil Specialist to become 
Adviser to the Minister on Oil Affairs. 

Applicants must have an in-depth knowledge of the oil 
industry from exploration to dealing with multi- 
national oil companies, In particular, applicants must be 
able to demonstrate experience in leading negotiations 
and preparing contracts with multi-national oil 
companies as well as show the clear ability to work 
closely with the Minister. 







You must be a national of a NATO country and have: 

* a thorough knowledge of international security atfairs and 
particularly as they relate to NATO and international organisations 
such as the UN, EU and OECS; 

* a strong background in managing public information work and 
the ability to dea! with political authorities and decision makers; 

* extensive experience in planning, implementing and assessing 
programmes with deadlines and deliverables; 

+ o university education in international relations, public relations, or 
another relevant discipline or equivalent experience; 

* a strong command of one of the official languages of NATO (English 
and French}, proficiency in the other; 

* knowledge of other NATO languages would be highly desirable. 







The successful applicant is likely to have wide 
experience in the oil industry with a background of 
petroleum engineering and extensive commercial 
experience coupled with past relevant experience 
gained in the UK and the Middle East. 

The contract is for two years in the first instance, with 
a negotiable salary and the usual expatriate benefits. 
More detailed information will be supplied to short- 
listed applicants. 










Letters of application, with detailed CV, may be sent by e-mail 
(quoting a postal address}, to: Recruitment.A@hq.nato.int. 
Please note that applications must be sent using WORD 97, 

format with only one attachment. 
Alernalively, the NATO application form can be downloaded from 
the NATO website (www.nato.int}, and can be sent by post, 
alter completing manually, to; Recruitment Service, 
NATO Headquarters, 1110 Brussels, Belgium. 
Please quote reference A.EC.28(2001). 


Closing date for applications: 20 June 2001. 


ly those candidates who meet the specific requirements and whose 
ications pass the initial screening will receive a reply. Due to 

interest in NATO and the large number of potential can 
ne, e-mail or telefax enquiries cannot be deal 





To register your interest in this assignment please post 
or e-mail your detailed and up-to-date CV (along with 
confirmation of your current salary level) to: 

Tracy Millwood, 

Crown Agents International Recruitment, 

St Nicholas House, Sutton, Surrey SM1 IEL, 

United Kingdom 

e-mail: tracy. millwood@crownagents.co.uk 

www. crownagents.com 
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APPOINTMENTS 


INTERNATIONAL NUCLEAR TECHNOLOGY, 
SAFETY AND INSPECTION AGENCY 
SEEKS 


Director, Division of Public Information 


The International Atomic Energy Agency, an independent United Nations organi- 
zation serving as a global focal point for nuclear co-operation, is seeking a 
Director for its Division of Public Information. This individual will be responsible 
for a comprehensive communication and outreach programme focused on the 
Agency's role as the global intergovernmental forum for nuclear issues, peaceful 
applications of nuclear technology and the verification of States’ non-proliferation 
commitments, 


Education and experience required: Advanced university degree in journalism, 
political science or a discipline related to international relations and information 
work. At least 15 years’ professional experience in public information, preferably 
in an international context. 


Knowledge, skills and abilities required: Demonstrated ability to communicate 
complex and sensitive issues to the press and public. Experience in conducting 
international public information campaigns. Strong organizational, supervisory. 
and management ability. Understanding of the importance of Internet-based com- 
munication, Asset: knowledge of and experience in the nuclear field. Fluency in 
English and French essential. Fluency in other official languages and in German 
highly desirable, 


Benefits: The TAEA offers a stimulating multicultural environment in the beautiful 
city of Vienna, Austria, with easy access to all the attractions of central Europe. 
Benefits for this position include diplomatic status; tax free remuneration; rental 
subsidy; 6 weeks annual vacation, medical insurance coverage; a staff retirement 
plan; full moving coverage for staff member, family, and personal effects; addi- 
tional allowance for installation expenses; assistance with finding housing and 
schools in Vienna: financial assistance with the education of dependent children; 
and paid travel to the home country for the staff member and family every other 
year. 


Applicants should send their curriculum vitae befere 14 May 2001, quoting the 
vacancy notice no. 2000/055, to: Division of Personnel, International Atomic 
Energy Agency - Wagramerstrasse 5 - P.O. Box 100, A-1400 Vienna, Austria. 
(see details on http://www.iaea.org/worldatom/Jobs) 


INTERNATIONAL ATOMIC ENERGY AGENCY 
4 Our Goal; to facilitate the safe contribution of nuclear 
VS 


the world, while ensuring that no technology or materi- 
al under our oversight or provided with our assistance 
is used to further any military purpose. 


\ 
v technologies to peace, health and prosperity throughout 





STUDENTSHIPS 


Masters in Finance or Economics Sponsorship 


Applications are invited for studentships at a 
prominent British university or business school 
leading to a Master’s degree in finance or economics. 
A successful candidate, who must have been 
accepted for such a course, will have his/her fees 
paid and will also receive a contribution towards 
living expenses. 


The Marjorie Deane Financial Journalism Foundation 
aims to promote the understanding of financial 
markets and institutions, and in particular to foster 
excellence in financial journalism. Preference will 
therefore be given to applicants who can write well 


and who will produce a piece of research (probably } 
based on their dissertation) that is suitable for | 


publication. 


Studentships are open to all, regardless of age, sex, etc. Applications by Friday Lith 
May 2001 to Martin Giles, The Economist, 15 Regent Street, London SWIY 40K. 
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WORLD WIDE 


Grosvenor Court, 

Isle of Man, IM 

TEL: +44°1624 815 

FAX: +44 1624 817080 

E-mail: economist@o6era.com 


— WWW.OCra.com - 


1$09002 94 Certificated + A member of the Estate and General Group established in 1935 


CORPORATION REGISTRATION IN 
SWITZERLAND 
Establishment in Switzerland for All Firms 


We offer you THE best support in a professional way for your operation 
in Europe & all over the world featuring: 


OVERALL lowest business taxes IN the world 

FREE inheritance/donation tax 

SPECIFICALLY in THE chosen COUNTIES OF Zug & 
Schwyz 

INCORPORATION / headquarters transfer 

trade business / distribution 

invoicing / administration / accounting 

office services: (FAX, e MAIL,RECEPTIONIST) 

Licences / Patents 

Property or Office leasing 

estate tax reduction 

asset seizure protection 

tax minimization 





forty years active experience of international business 


please contact us AT 
Email i 
precall from Europe 
precall from USA 
ne / 850 
/ 850 09 88 
Pilatusstras: 
6402 M nachen g 
Switzerland 





THE EMANATES ADR ARTIS ort 









EUROPE'S LEADING LIGHT 


Crossair of Switzerland, Europe's largest regional airline offers more than 28 daily 
departures from the UK and Ireland to Switzerland. In addition, Crossair also offers a 
network that encompasses over a 100 destinations in over 30 countries through its 
EuroCross hub at EuroAirport Basel. 


C RO S S Al R For further information contact your local travel agent 
Fa or, +44 B45 607 3000, www.crossair.com 









BS The Qualiflyer Group 











#@*LONDON'A 


| Quality serviced apartments offering best value 1] 

for money. Our apariments offer great savings 
compared to hotels, Fully serviced, private 

a bathroom, kitchen. TV, telephone, central a 
heating, elevator. 

u Centrally located in Kensingion area. a 


E Tourist Board Approved W 
Ashburn Garden Apartments 
a 3 Ashburn Gardens = 
South Kensington, London SW7 4DG, UK 
| E 
I www.ashburngardens.co.uk 
a info@ashburngardens.co.uk u 


\ Tel: ++44 207 370 2663 


CUT THE COST OF YOUR 
STAY IN LONDON 


Comfortable self-contained servicad studio 
flats in Knightsbridge near Harrods, fully 
equipped kitchen-dinette, bathroom, phone, 
satellite T.V.. central heating, elevator, maid 
service, resident manager. Suit 1-2 persons, 



































Brochure by AirMail: 
Knightsbridge Service Apartments 
45 Ennismore Gardens, London SW7 TAQ, 
TEL: 020 7584 4123 Fax: 020 7584 9058. 
info@ ksflats.demon.co.uk 
www.ksflats.demon.co.uk 





Fax: ++44 207 370 6743 
SERB ee 


TENDERS _ 


Sils-Maria = 6 miles from bustling St. Moritz: 
An unspoiled and peaceful alpine village amidst gleaming lakes + 
impressive mountains. And above it all this remarkable + historic 
hotel, family owned and managed ever since it opened in 1908 








2001 summer season: June 14 to Oct. 21 
2001/2 winter season: Dec. 18 to April 14 


Grand, but friendly and relaxed; children very welcome! Great 
hiking, skiing and much else. Free pickup at St. Moritz train station. 








PRIVATISATION COMMISSION PAPUA NEW GUINEA 





Request for Proposals 


Business and Legal Advisers for the Privatization of 
Telikom PNG Ltd and Post PNG Ltd 


The government of Papua New Guinea is implementing a program to 
privatise State-owned enterprises. The Privatisation Commission has 
been appointed to oversee this program. 


CH-7514 Sils-Maria i 

Tel. +41(0)81 838 5100 - Fax +41(0)81 838 5198 
www.waldhaus-sils.ch 

M. + F Dietrich/U. Kienberger *w wrx SERCADIN 


The Commission now wishes to engage qualified advisory firms to assist 
it in arranging the privatisation of both Telikom PNG Ltd and Post PNG 
Ltd through open competitive processes. It proposes to engage business 
and legal advisers to undertake the preparation for and management of, 
both sales. The legal adviser will be engaged directly, and separately 
from the business adviser. Advisers will work in PNG as required under 
the direction of the Commission and its project managers. 





BUSINESS & PERSONAL Ž 





Advisers will be selected by open competition. They will need to 
demonstrate successful experience in the provision of relevant 
privatisation services, particularly in the communications sector. 
Preference will be given to firms that can deploy teams with experience 
of working in PNG or like situations. Proposais must address the terms 
of reference and criteria set out in the selection documentation. A short 
list of firms may be required to attend interviews in Port Moresby before 
the end of May. 





The offshore professionals since 1977 
fp Terms of Reference and selection documentation are available from the 
Secretary. 
















Privatization Commission, 
PO Box 45, Konedobu, 
National Capital District, 
Papua New Guinea, 
Tel: +675 321 2977, fax: +675 321 3134, 





They may aiso be downloaded from the website of the Commission's 
project manager at www.elvel.com.au 


The firm closing date for receipt of proposals in Papua New Guinea is 
16th May 2001. 
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OUTPUT, DEMAND AND JOBS Growth in Japan’s cpe in the fourth quarter was revised 
down from 0.8% to 0.7%, fuelling fears of a return to recession. Industrial-production growth in 
the euro area slowed to 3.8% in the 12 months to February. In March, British retail sales recorded | 
the lowest monthly rise in a year, bringing the annual rate of increase down to 4.8%. 






















































































COMMODITY PRICE INDEX 

: @ Encouraged by a federal loan 
policy that favours soyabeans, American 
farmers are planting another record crop 
this year, forecast at 74m tonnes. The policy 










































































i PORTUGAL The orco reports that 
tugal’s strong economic performance 


count deficit has widened to 10% of 


calls the government's goal of budget 
ance by 2004 “unambitious”. 








tinued last year. Between 1995 and 2000, 
GDP growth averaged 3.5%—a percentage 
point higher than the euro area’s average. 
However, the orco detects some “warning 
signals”. The gap between output and ca- 
pacity has narrowed, and the current-ac- 


Households show some evidence of cutting 
their borrowing, but the government could 
do more to trim its own debt; although the 
budget deficit is small, this is largely thanks 
to buoyant economic conditions. Tax reve- 
nues have jumped to meet fast-rising 
spending, especially on health care, public- 
sector pay and social security. The OECD 


*Not seasonally adjusted. t average of latest 3 months compared with average of previous 3 months, at annual rate. *New series. 












































% change at annual rate The Economist poll industrial Retail sales Unemployment 
GDP GDP forecasts production (volume) % rate is part of the 1996 farm bill, which is due to 
ae 3 mthst year 2001 2002 3mthst 1 year 1 year latest year a ago | be replaced this year, Brazil and Argentina 
Australia 22 +2108 +23 +39 +08 +31 Qe -01 a 68 Mar 68 are also harvesting between them a record 
Austria +17 +2604 +23 +25 na + 9.3 Jan* — 1.3 Dec 3.7 Feb 3.6 ‘ w 
Belgium +49 43108 +26 +27 na 4+ 38 feos + 71 lan 103 Mar 106 62m tonnes this season. Fortunately China 
Britain + +24 +27 -26 +10 feo +48 Ma 52 fer? 58 is helping to mop up the glut. Its soyabean 
Canada + +22 +33 -12 +12 lan +39 Jan 7.0 Mar 68 imports should reach 10.2m tonnes this sea- 
Denma + +19 +22 ma +43 jan - 06 feb 5.4 Feb 53 son, a new record, But China is expanding 
France + 3. . +26 +27 + 2.1 + 24 feb + 0.1 Feb 8.8 feb 10.2 its domestic crushing capacity, and imports 
Germany +08 +19 Q4 +21 +26 + 74 +47 feb - 6.7 Feb 9.3 Mar 10.1 of soya products are falling. Imports of meal 
Italy + 3.2 +27% + 22 +25 +53 - 1.5 feb — 0.5 feb 9.9 Jan 11.2 will fall by two-thirds, and of oil by half, in 
Japan +30 +28 94 +05 + 13 -29 -~ 2.1 Feb + 1.8 Jan 47 Feb 49 : Bi 
Netherlands +38 +2804 +29 +31 425 419 feb +25 Jan 2.4 fos 28 2000-01. That is bad news for America’s 
Spain +29 +3704 +30 +33 -12 -35 Feb ra 13.7 feb 15.0 crushers, who also face competition from 
Sweden + 24 +2608 +27 +30 na 462 feb +49 ian 39 mar 51 | the lower-cost industry in Latin America; 
Switzerland + 18 +25 08 +20 +22 na +509 +49 Jan 18 var 23 many mills are closing. 
United States + 10 + 3404 +14 +30 -~ 47 +08 Mar + 15 Feb 4.3 Mar 40 
Euro area +28 43004 +24 +27 +53 +38 feb +23 Jan 87 fo 94 ced Apr 17th Apr 24th* % change on. 
*Not seasonally adjusted. taverage of latest 3 months compared with average of previous 3 months, at annual? rate. *Dec-Feb; claimant count rate 3.3% month year 
in March. 3Dec-Feb, PE PWE ET ee a i 
Dollar index 
PRICES AND WAGES Theeuroarea’sconsumer-price inflation stayedat2.6%in March. Infla- | A“ "=" Se U E 
; ; : : Food 67.2 668 ~ 27 ~ 85 
tion slowed to 2.5% in Canada, which could offer scope for further interest-rate cuts to combat Gane 
the slowdown. German workers received wage increases of 2.4% in the year toFebruary—areal |, JA 36 +44 -25 
pay cut of 0.2%. Australian producer prices rose by 5.2% in the year tothe first quarter. Nfat 702 2° 38 12 
% change at annual rate The Economist poll Metals 743 748 +04 ~ 35 
Consumer prices* consumer prices forecast Producer prices* Wages/earnings Sterling index 
- 3mthst 1year 2001 2002 3 mths? 1 year 3mthst 1year All items 76.5 76.5 + 04 + 35 
Australia +43 +60 41 +35 +23 -49 +520 -28 +51% Food Jai 733 ~ 26 + 06 
Austria E na +27 Mar +18 +14 -02 +27 Ma +54 + 2.6 Feb industrials 79.8 809 +45 + 73 
Belgium +08 +21 Mar +19 +18 ~ 99 +43 feb +37 +16 Q4 Euro index 7 i 
Britain 2 05 + 2.3 Mar +20 + 23 ~ 2.7 +08 Mar +105 + 5.0 Feb All items 103.5 ~ 24 
Canada . +17 + 2:5 Ma +23 +20 ~09 +26 Feb +05 + 0.2 jan? Food "700.3 ~ 5.1 
Denmark +17 +23 Mar F23 t22 -22 +30 Mar +37 +38 %4 industrials. 1080. + 12 
France ~ 0.1 + 13 Mar +14 +14 -31 +34 feb +26 +50 Q4 Yen index 
Germany + 43 +25 Mar +18 +13 -01 + 3.3 Mar fia + 2.4 feb All items 914 906 - 04 + 88 
Italy + 34 + 28 Mar +23 +19 +16 +49 Feb +12 + 2.0 Feb* Food "3g 5 868 - 35 4 57 
Japan i ~ 08 ~ 0.1 Feb -05 -03 +25 +11 Ma na +09 feb | industrials s3 7 4 36 7i28 
Netherlands +69 + 46 Mar +36 +23 -0.9 + 5.3 Feb + 23 + 3.0 feb Gold S a Fe ORS 7 
Spain +29 +39 Ma +30 + 24 ~06 +36 feo +19 + 2.2 Q $ per oz 260.85 26345 +05 - 58 
sweden na + 1.9 Mar +16 + 17 +06 + 2.5 Feb + 3.7 + 2.6 Dect Crude oil North Sea Brent pa j 
Switzerland -~ 0.1 +09 Mar +12 +13 -30 +05 Mar na + 0.2 199 $ per barrel 27.64 9660 E E 
United States +42 +29 Mar + 28 +22 + 5.7 + 3.1 Mar + 43 + 4.3 Mar West Texas Intermediate a 
Euro area +23 + 2.6 Mar +20 + 1.6 ~ 0.2 + 44 feb +24 +24 04 | $ per barrel 27.79 26.88 - 23 +71 | 








* Provisional. | Non-food agriculturals. 
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FINANCIAL INDICATORS 


MONEY AND INTEREST RATES interesi rates aedi in many euro area markets. Britain's m CURRENCY PROJECTIONS Quarterly 
broad-money growth slowed to 8.4% in the 12 months to March, down from a revised 9.4%in | forecasts from J.P. Morgan Chase suggest 
February; Canadian broad-money growth slowed for the third month running, to 5.6%. | that the euro will strengthen a little against 

_Money supply* Interest rates % p.a. (Apr 25th 2001) . | the American dollar over the next quarter, 
| % rise on yearago over- 3-mth money market banks 2-year _ 10-year gov't corporate | and then stay at the same level into next 


F H = i 
arrow broad night latest _yearago prime gov't bonds latest? yearago bonds | spring, The currency has weakened a little 


Australia 4113 +74 fe 500 470. _ 613 __ 800 At 579 637 79 | over the past three months. The exchange 

































































Britain 83 +84 Max 503 531 625 650 490 502 529 658 | , ; 

Canada +129 +56 Mar 465 443 547 650 4n se 60o 7 | Mates for sterling and Swiss francs are also | 

| 02-52 es a80 s16 aso 800 aos s16 558 716 | expected to remain broadly stable over the 
sa oo oo 133 oo 13 17: oes | nextyear. The Swedish krona is expected to | 
f TSO 1a Ma aio 3a 396 43 43) S0 54l z785" | appreciate in the next three months and to | 

303 315 312 500. 310 34) 397 áig | hitstillloftier highs by April 2002. The yen is 
Us war 450 420 612 750 422 526 613 719 | expected to weaken against the dollar, be- | 
Euro areas +18 +47 feb 479 478 4.04 4.50 448 489 521 5.70 fore regaining a little ground by next April. | 
| 


TFrance 5.04, Germany 4.89, Italy 5. 38. Benchmarks: Japan No.229 1,33, US 30-yr 5.75. *Germany for prime ne and bonds. SNew series, On an opposite course, the Brazilian real 


“Narrow: MI except Britain and Sweden MO, broad: M2 or M3 except Britain M4 Sources: Commerzbank, Den Danske, 1P. Morgan Chase, Royal Bank of i $ ; H 
Canada, OM Fixed Income Exchange, Warburg Dillon Read, WEFA Gp, Westhec Thomson Financial Datastream.Rates cannot be construed as banks" | will strengthen a little this summer, before 


i AEN pee ae —— | softening over the following nine months. 


























































































































STOCKMARKETS Further weakness in high-tech and telecom shares, as well as concerns | The Mexican peso is predicted to experi- 
about corporate profits, pushed the sap 500 and the Ftse 100 down by 0.8%and 1.1% respectively. | ence a 10% fall against the dollar over the | 
| Political uncertainty in Japan made investors cautious, but the Nikkei still gained 1.4%. | Next year. 
Market indices % change on _ 
a 2001 one one ‘record Dec 31st 2000 
Apr 25th high low week year high in local in$ 
| . 7 See see. currency terms 
Australia (All Ordinaries) 3,241.5 3,312.1 3,094.3 + 07 + 36 - 27 +28 - 66 | 
Austria (ATX) 71996 1.2195 1,0522  - 07 - 53 -309 +118 + 68 
Belgium (Bel 20) “2811.2 30304 25916 - 22 -134 -236 -71 -02 
Britain (FTSE 100) 5,827.5 63345 53148 - 11 -104 -159 -63 - 97 
Canada (Toronto Composite) 7,945.3 9,3484 74155 =- 23 +127 -302 -0I -B4 
Denmark (Copenhagen SE) 8621 1,0021 8183 - 20 +405 -170 -49 -91 
France (SBF250) 3,459.1 3,8202 31079 = 14 +273 -02 =- 83 -123 
Germany (Xetra DAX) 6115.2 6,795.1 53880 - 08 +161 -242 -49 -92 
italy (8C) 1,753.0 1,948.4 1,609.6  - 14 +123 -197 - 85 -126 
Japan (Nikkei 225) 43,827.5 14,0324 118197 +14 -183 -645 +03 -62 
(Topix) 7,341.4 13414 17,1620 +16 #- 02 -535 +45 -~ 22 
Netherlands (EOE) "$76.1 6423 5183 - 15 + 8 -179 - 36 -i36 
Spain (Madrid SE) É 899.7 9639 8186 - 39 + 22 -205 +22 - 24 
Sweden (AffarsvaridenGen) 23905 29275 21725 - 16 +935 -402 -138 -203 
Switzerland (Swiss Market) 7,209.5 81354 6,5740 - 18 - 06 -143 ~114 -159 
0 10,9836 93895 + O01 -09 -94 - 15 - 15 
1,373.7 ; -37 -196 - 69 - 69 
2,859.2 223 -592 -166 -166 | 
Europe (FTSE Eurotop 300)* 1,415.4 1,545.5 + 82 2170 = 77 NB 
Euro area (FTSE Ebloc 100)" 1,281.7 1,4041 L4 +206 -173  - 79 -120 | 
World (MSC) OOOO 1,120.2 1,249.2 146401 - 99-227 ma | 
| Word bond market salomon? 43324478 aBa a 15 Bee 
PA euro terms, ‘Morgan Stanley Capital international index includes individual markets listed above plus eight others, in dollar terrns. | 
Salomon Smith Barney World Government Bond index, total return, in dollar terms. Rebased. i in 
„| TRADE, EXCHANGE RATES AND BUDGE TS Thevisible-trade deficitin theeuro area, which now includes Greece, narrowed to $9.7 billion 
in the year to February. In the same period Britain’s visible-trade deficit shrank to $43.3 billion, and Italy’s trade surplus remained at $1.6 billion. | 
The dollar fell by 1.7% in trade-weighted terms, and the euro gained 1.8%. | 
___Trade balance*, Sbn í Current account Exchange rate 0 Surrency units Budget 
| latest latest 12 Sbn The Economist poll trade-weighted? per per per per balance 
month months latest 12 mths % of GDP, forecast Apr 25th year ago $ £ euro ¥100 % seas repr 
2001 2002 Apr 25th year ago 
Australia + 028 Feb - 36 - 8io4 30 -32 706 766 Fos 169 285 178 162 C 09 
Austria -< 0.57 jan’ ~ 46 =- 47b 24 -1.9 100.3 6 








+ 11.6 Dec 40 46 99.0 



























































~ 24.5 04 “2.0 19 105.7 
+1270 i o9 7793 
+ 36 feb l4 14 701.9 i 3 807 120 
+ 226 a0 19 18 Wt? 1007 731 J0 105 656 5399 T4 
Germany + 5.74 fee + 519 ~ 242rb -13 ai 7 93 218 212 344 196 179 14 | 
italy + 071 Feb + 16 - 58 ian “203 nil 726 ~ 336 1,768 01 | 
+ 8.86 fe +1086 +1121 fee 22 < 22 138.0 ! 
| +160 + 13,7 Qa 33 39 97.9 | 
= 39.6 -177 be 29 -26 742 l 
+ 110 + 5.1 Feb 2.1 21 76.5 | 
~~ 05 + 31.1 Qa it2 107.7 | 
-453.9 434.9 Q4 “44 718.5 
~ = 47 = 25.4 jan 01 79.0 








*Merchandise. Australia, Britain, France, Canada, Japan and United States imports fob, exports fob. All others ciffob. 71990=100. Bank of England. OECD e astimate. | 
Snot seasonally adjusted | 
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| E ECONOMIC FORECASTS Every three 
months The Economist polls a group of 
forecasters and calculates the average of 
| their predictions for growth and current- 
| account balances for 25 emerging econo- 
| mies. Since our poll in January, the panel 
has cut its growth forecast for most econo- 
| mies. The main exception is China, which is 
still expected to grow by a brisk 7.5%. The 
biggest downward revision to growth was 
in Turkey: after its recent crisis, its economy 
is now expected to contract by more than 
3% this year. The table shows, for the first 
time, forecasts for 2002. 


| 
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ECONOMY Hong Kong’s consumer prices edged up by 0.4% in March, but prices still slid by 
1.3% over the year. After dipping by 2.7% in February, Poland’s industrial production re- 


bounded with a better-than-expected increase of 14.6% in March; year-on-year growth rose to 
2.8%. Colombia’s 12-month trade surplus narrowed to $1.3 billion in February. 





































































































% change on year earlier Latest 12 months, $bn Foreign reserves*, $bn 
GDP Industrial Consumer Trade Current “Latest Year ago 
production prices balance account 
China +81 +12.1 Mar + 1.6 Feb? +23.7 Mar +15.7 1999 159.0 
HongKong +68% -02a =- 13 Mar + 88 a4 93.8 
india + 6.0 Q% + 06 feb + 3.6 feb 
indonesia + 5.2 Q4 + 45 gat + 10.6 mar 
Malaysia + 6.5 Q + 43 rb + 15 Mar 
Philippines +36% - 245n + 67 Mar 
Singapore +460 +133 fe + 1.4 Feb | 
South Korea + 4.6 o4 + 6.2 Ma + 44 Mar | 
Taiwan + 4.1 94 + 9.1 feb + 04 Mar | 
Thailand + 31q8 424rb + 14 Mar | 
Argentina ~ 2.0 a ~ 0.4 Mar ~ 1.0 Mar ! 
Brazil + 44 Q4 j + 1.5 Feb + 6.3 Mar | 
Chile + 45 o “- 0.2 feb + 35 Ma 
Colombia +21q +15 fb + 7.8 Mar | 
Mexico + 5.1 % “~ 37 feb + 7.2 Mar | 
Peru ~ 25 + 02m + 3.6 Mar 
Venezuela + 5.6 o4 na + 12.5 Mar 
Egypt + 6.5 2000 + 94 2000' + 26 Jan | 
Israel + 3.0 04 +10.7 wan + 07 Ma | 
South Africa +330 + 1.6 Feb + 74 mar | 
Turkey + 8.3 %4 ~ 5.2 feb + 37.5 Mar 
Czech Republic + 3.9 a + 6.5 Feb + 4.1 Mar 
Hungary + 42 94 +18.5 Feb + 10.5 Mar : 3 
Poland +2404 + 28Ma + 62 mar -10.7 feb = 94 fe 26.6 fee 245 
Russia + 7.7 209 + 3.6 Mar + 23.8 Mar +61.3 ən +46.4 Qa 24.6 Feo 96 


“Excluding goid, except Singapore; IMF definition. "Year ending June. *New series 





FINANCIAL MARKETS Buenos Aires plunged on fears of a possible default on foreign debt, 
leaving the market's index 22% lower than its January 23rd peak. Shockwaves echoed through 
other Latin American bourses and dragged the Brazilian real and Chilean peso to historic lows. 
Bombay further recovered from recent lows; it has risen by 13.1% in the past two weeks. 
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‘inflation adjusted. Tin dollar terms. 


Sources: National statistics offices, central banks and stock exchanges; Thamsor Financial Datastream, EIU; Reuters; Warburg Dillon Read; J.P Morgan 
Chase; Hong Kong Monetary Authority, Centre for Monitoring Indian Economy; FIEL, EFG—Hermes, Bank Leumi Le-lsrael; Standard Bank Group: Garanti 
Bank; Deutsche Bank; Russian Economic Trends. 
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Currency units interest rates Stockmarkets % change on 
| per $ perf short-term Apr 25th “Dec 31st 2000 
Apr 25th yearago Apr 25th % p.a. one “inlocal  in$ 
week currency terms 
China 8.28 828 19 na 22133 25 + 10 +10 | 
Hong Kong 730 779 n2 O a25 132496 ã O +21 = 122 -~ 122 
india 46.8 43.8 674 8.16 3,600.8 +47 ~ 93 - 96 
Indonesia 11,985 8,000 17,255 E 32 1 = 12 L E | 
Malaysia 3.80 380 547 
| M ASIAN GLOOM East Asia’s growth fore- | Philippines 505 414 72.8 
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We’re in the zone. 


When many of your markets are hours ahead, there’s no time to stand still. 


We're Mirant, a global energy company with one of the farthest reaches in the industry. And we back 
it up with a level of operational excellence, risk management and marketing that’s second to none. 


With a combination like that, there’s no telling how far we can go. Visit us at www.mirant.com. 


MIRANT 





world leader $= new name 


OR, 
WHY ALL OUR 
LAB COATS 


ARE OUT GETTING 
NEW LOGOS. 


Once we were Lucent's Microelectronics Group. Today we're Agere Systems. A company that has put generations of 


innovations to work. A world leader in optical components and communications chips. An organization with the focus, 








www.agere.com 


xpertise and global resources to lead the way in communications y 


eo 
-chnology. Agere Systems. Same smart people. New lab coats. q e i e 


How communications happens” 


In a quarter when the economy slowed 


we increased profits 
and improved margins. 


ORACLE 
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Get the facts at www.oracle.com 
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If risk stands 
between 
you and capital, 






I 
we LL help you There are limits to the risks banks 
and other lenders will accept. | 
But if you look beyond traditional 


get over it. sources of capital, you can find | 


a range of innovative solutions 
to get you where you need to be. 


Enter Centre. | 


When conventional sources of risk 
capital are stymied, we make deals 
happen through unique forms of 
credit enhancement, financial 
products and insurance coverage. 


P Reinventing fl 
Capital 


CENTIRE 


www.entercentre.com A member of the QÐ Zurich Financial Services Group 
Bermuda Dublin Hong Kong London New York Paris San Francisco Sydney Zurich Products offered as appropriate through financial services, insurance 
441-295-8501  353-1-818-9800 852-2230-9850 44-207-816-0816 212-898-5300  33-1-58-56-6500 415-977-7850 61-2-8247-2800 41-1-229-9500 OM reinsurance companies that are members of the Zurich Financial 


Services Group. Products may not be available in all jurisdictions 
2200! Centre Group Holdings Limited 








LETTERS 
4 OnSilvio Berlusconi, targets, grade 
inflation, third person singular 





LEADERS 
n Bush's nuclear plan 
12. Schrdder’s Europe 
13 Banana politics in the Philippines 
13 Experiment with drugs, Mr Bush 
14 The telecoms begging bowl 
16 Mbeki loses the plot 


SPECIAL 
17 George Bush’s arms-control revolution 


NEWSSUMMARIES 
20: Politics this week 
21 Business this week 


ASIA 
23 Rebellion in the Philippines 
24 The growing threat to Wahid 
24 Asia’s other demonstrations 
25 Great expectations in Japan 
25 SriLanka’s army mauled 
26 Elections in five Indian states 
26. Europe’s North Korean diplomacy 


ee ED STATES 

27 Prisoners on the streets 
| 28 Atax-cutdeal gets closer 
28 Privatising buses in the west 
29 Aguilty verdictin Alabama 
29 The peril of naming a stadium 
30 The Colombians arrive 
| 32 Lexington: Bob Kerrey 


THE AMERICAS 
3% Economic struggles in Argentina 
+ 34 ...andin Chile 
37. Canada’s hapless opposition 
37 A setback for Mexico’s Indians 


f 


| INTERNATIONAL 

| 39 Pope John Paul goes to Syria 

40 The Sharon-Peres bond 

40 Palestine’s anti-corruption drive 
41 Berber riots in Algeria 

41 Congo’s president gains status 

42 Zambia’s president tries to stay on 
42 Happy hookahs 





29 $7 JAMES'S SEREET € LONDON SWIA IHG © TEL! 442078307000 © FAN: 44207839 2968/9 
S/F CENTRAL PLAZA * 1B HARBOUR ROAD © WANCHA! * HONG KONG © TEL: 852 2586 3888 + rax: 852 2803 7658 


_ The a 
Economisti 


p 








N THE COVER 


George Bush’s proposals for missile 

_ defences and weapons cuts will turn the _ 
_ arms-control world upside down: leader, — 
page 11; Russia, China and the tricky 

_ business of nuclear strategy, pages 17-19 


Dirai 








| EUROPE 

43 Gerhard Schröder’s vision for Europe 
44 Why Germany likes federalism 

44 Sweden’s mixed attitude to asylum 
45 Theissues in Italy’s election 

46 Italy reacts to The Economist 

47 Ukraine’s bleak outlook 

47 Albanians v Slavs in Macedonia 


48 Charlemagne: Frits Bolkestein, an 
almost sceptical eu commissioner 


BRITAIN 
49 Tory splits over race 
50 The Bank’s lucky strike 
51 The cost of foot-and-mouth disease 
52 Bagehot: The trouble with Liberals 


|| SPECIAL 

















LOBAL EQUITY MA u 











EDITORIAL OFVICES IN LONDON, AND ALSO: 


PRINCIPAL COMMERCIAL OFFICER: 





BUSINESS 


57 EMI and Bertelsmann part ways 
57 Up fast, down fast for EM. 
58 Boeing and Airbus find niches 
sọ America’s other Wal-Mart 


60 Face value: Gerard Kleisterleeand 
Philips’s pioneering spirit 


61 India, back office to the world 


FINANCE AND ECONOMICS 
65 Virtual money v the real thing 
66 America’sstill-troubling economy 
67 Silicon Valley's venture capitalists 
67 Softcommissions defended 
68 Stiffrates for Europe’s mobile roaming» 
71 A pushy finance ministry in Seoul 
72 Economics focus: The imr and con- 

ditionality 

SCIENCE AND TECHNOLOGY 
75 Stooping toconquer bacteria 
76 Aninflationary universe 


76 The better use of scientific literature 
77 Copying digital music 


BOOKS ANDARTS 
79 Alook at new Asian cinema 
80 America’s legal system 
80 America and the third world 
81 Immanuel Kant 
81 Artswatch: Exhibition attendances 
82 Helen Humphreys's lyrical word 
82. Julia Margaret Cameron 
82 Louise Erdrich’s Dakotan novel 
83 Books-in-brief: The European Union 


OBITUARY 
84 Richard Schultes, jungle botanist 


INDICATORS 


100 Economic and financial statistics on 15 
developed countries, plus closer looks 
at sugar, economic forecasts, and 
unfair trade 


102 Economic and financial statistics on 25 
emerging economies, plus a closer look 
at competitiveness 


THE ECONOMIST IS AVAILABLE ON THE INTERNET RY MIDNIGHT LONDON TIME ON THURSDAY 
BANGKOK BEIJING BERLIN BRUSSELS CAIRO DELNI EDINSURGH FRANKFURT HONGKONG JOHANNESBURG LOS ANGELES MEXICOCITY MOSCOW NEWYORK PARIS FAN FRANCISCO SAO PAULO TOKYO WASHINGTON 
tl WEST SITH STREET * NEW YORK, NY 1GGIG* TELE E212 $41 G500 © FANS 1222 5419578 


S200) THE ECONOMIST NEWSPAPER LIMITED. NO REPRODUCTION 1$ PERMITTED IN WHOLE OR PART WITHOUT THE EXPRESS CONSENT OF THE ECONOMIST NEWSPAPER LIMITED 





VOLUME 359 NUMBER 8220 


> Fah RIS nrainafannn mee doles ieee 



























: L ETTERS The Economist, 25 St James's Street, 


Silvio Berlusconi 


Sir—You fail to understand why 
so many Italians want Silvio Ber- 
- Jusconi as prime minister (“Fit to 

“run Italy?”, April 28th). They hope 
that as a businessman he will 
= bring change to Italian society by 
pushing its culture closer to that 
of English-speaking democracies. 

Italy has never been a true de- 
mocracy by British standards. 
» Fascism was replaced by a demo- 
cratically elected oligarchy in- 
`: spired by a social-catholic ideol- 

“ ogy which hampered reform. The 
communists only weakly op- 
posed this as they were even less 
interested in turning Italy into a 
. modern capitalist democracy. The 
-oligarchy put its placemen in all 
key posts in the civil service and 
the state-controlled parts of the 
economy. 

Mr Berlusconi is the only lead- 
ing politician who can speed up 
change and beat the corrupt 
domination of the older estab- 
lished parties. It was he who real- 
ised that Italians were fed up with 
living in grey multi-storey build- 
ings. It was he who was first to 
satisfy the popular demand for 
new media outlets not controlled 
by the oligarchy. New ideas im- 
ported by Mr Berlusconi into Italy 
extend to many other areas. In- 
deed, he has already profoundly 
changed Italy. If successful he will 
show that a country can be better 
run by a talented ceo than by a 
professional politician. If Mr Ber- 
lusconi fails, Italians will give him 
the sack. 
Reading, 
Berkshire 


ALFONSO 
CECCHERINI-NELLI 





Sır—Mr Berlusconi is probably 
no saint but at least his ideas, pro- 
grammes for our-country’s future 
and personal history reflect free 
enterprise, liberalism, devolution 
of powers to local government, 
deregulation, civil rights, separa- 
tion of powers and the rule of 
law. Mr Berlusconi may be a liar 
and a thief, and he may not do 
what he promises if he is elected, 
but at least he has a plan of which 
millions of Italians approve. 

Florence P. Rossi 


Sir—At least, as the world’s 14th- 
richest man, Mr Berlusconi does 
not need to steal public money. 
Rome GIANMARCO TUCCINI 
a 





teaching and more time devoted 


to English and maths. Since we re- 
duced the. curriculum in other 
subjects—and increased after- 
school provision for sports—we 
were well prepared. 

The truth is that targets have 
worked most effectively in raising 
the game of schools, pupils and 
education authorities that were 
lagging behind most. Targets are 
accompanied by greater transpa- 
rency but simply providing in- 
formation and resources without 
developing clear goals will do lit- 
tle for public-service reform. 
Davip BLUNKETT, MP 

Secretary of state 

for education 

and employment 

ma 


London 





Blunkett’s targets 


Sır—Your leader on targets itself 
misses the point (“Missing the 
point”, April 28th). The reduction 
of primary school class size did 
not lead to an increase in second- 
ary school class size. Class sizes in 
all age groups rose up to 1998. 
When infant class size fell, it was 
as a result of targeting extra teach- 
ers and classrooms on those 
schools. Secondary pupil-teacher 
ratios actually rose at a much 
slower rate than previously, de- 
spite an extra 190,000 pupils be- 
cause of increased funding. This 
year saw the first fall in ratios for 
more than ten years. 

You say that children became 
more literate and numerate with 
primary school targets “at the cost 
of squeezing out other beneficial 
activities such as sport.” Stan- 
dards did improve with better 
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Making-up the grade 


Sin—Professors who give a poor 
grade may find that the student 
files a complaint charging dis- 
crimination, retaliation for refus- 
ing sexual favours or simple un- 
fairness (Lexington, April 14th). 
Once.a complaint is filed, the pro- 
fessor usually has to undergo a 
prolonged accusatory process to 
defend the grade. Professors, par- 
ticularly if non-tenured, cannot 
be certain that the complaint- 
review board, department head, 
or dean will back them. The same 
applies to professors who report 
students who cheat. The safer 
course for a professor is not to in- 
cur the risk. 

Philadelphia MARSHALL RAFFEL 


Sin—The practice of hiring many 
adjunct teachers with tenuous job 
security puts pressure on such 
teachers to grade students highly 
in order to get glowing reports on 
teacher-evaluation forms. This is 
often the only feedback a school 
administration has when making 
hiring decisions. As an adjunct 
teacher, I have experienced criti- 
cism from a department head, 
who, having read a particularly 
poor student’s negative assess- 
ment of me, implied it was my 
teaching that was at fault. We 
must not upset the “customers”. 

Chicago WILLIAM WATSON 





Sir—Lexington overlooks an ob- 
vious culprit behind grade infla- 
tion. Since the beginning of the 
1960s, especially at bastions of 






Londo; SWIA4HG FAX : 020 7839 2968 E-MAI! letters@economist.com 


privilege like Harvard, incompe- 
tent scions of powerful families 
(like George Bush) have found it 
harder and harder to gain admit- 
tance. Many. have been replaced 
by hard-working working-class 
whites and minorities. In short, 
the students got better, 

Chicago James‘ LANDRY 


Sirn—The “circumstantial evi- 
dence” that Lexington cites. is 
wrong. Grade inflation did: not 
follow the introduction of affir- 
mative action; rather, its origins 
may be found in the Vietnam 
war. Professors helped. students 
avoid the draft by keeping them 





in college. 

New York NOAH STOFFMAN 
m 

Gender benders 


MapaM—You argue that women 
should not be insulted by the use 
of “he” and “his” as the gender 
might be unrelated to sex (“Third 
person singular”, April 14th). Half 
of the world, we women, are so 
pleased that you are not biased.’ 
In the same edition of your news- 
paper, I counted 58 male photos 
and drawings and only eight fe- 
male ones, Are images of people 
with penises unrelated to sex too? 
And all these years I thought you 
were under-representing women. 
Please cancel my subscription. 

New York SANDRA BERMUDEZ 





Sir—We have already accepted 
“Ms” as a neutral form of “Miss” 
and “Mrs”. So let us replace “he”, 
or “she” with “ze”. His or her be- 
comes “zer”. Him or her becomes 
“zim”. I bet we would get used to 
it in a couple months if The Econ- 
omist started doing it. 

El Cerrito, 


California Steve GELLER 


Sin—English is ever ready to gen- 
erate a new word as need arises. 
Why not consider the logical—ie, 
neological—solution? 
Creativity unleash, 
Wedding “he” with “she” in “heesh”. 
Mutate freely, paste and scissor, 
Coupling “his” and “her” in “hiser”. 
Fertilising egg with sperm, 
Marry “her” to “him” in “herm”. 
RICHARD 
GOODYEAR 
pO se ei 


Washington, DC 
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A collector’s item 


Dear Reader 


‘This week’s issue is a collector’s item. Over its 157-year life, T he Economist has rarely — 
made significant changes to its design. Indeed, it was 1934, 90 years after the first issue, 
| before the Editor felt it necessary to alter the layout or design of the paper. In total, there 
o have been only four comprehensive changes to the design of the paper. 





| However, based on considerable research amongst you, our readers, next week’s issue will 
f mark the fifth such change, with a new design and layout which includes colour on _ 
editorial pages. As such, next week’s issue will also be a collector’s item. The redesigned 
- Economist will be easier on the eye and easier to find your way around, but it will be just- 
as hard on the facts and stimulating for the mind. 


I hope you will find our redesigned Economist, like this week’s, refreshing, engaging and 
a continuing pleasure to read, but visually more interesting and more accessible. 


Yours sincerely 





David J. Hanger 
~ Publisher 











EXECUTIVE FOCUS 


We are looking for: Applications Developers, Organizational Programmers / Systems Analysts, Network Specialists, Java Architects, IT Consultants, IT Account Managers 











And when I’m back 
down again... ‘ 





For Deutsche Börse Group the future join us in building the leading exchange 
is already well underway. Bearing an organization. For tomorrow’s markets. 


international banner and following Worldwide. For further information check 
clearly defined goals, we will pioneer out our website: deutsche-boerse.com Deutsche 
the consolidation of European capital Börse 


markets and open up new markets using 
innovative technologies. For this we need 
150 additional professionals who will More than a German Exchange 
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EXECUTIVE FOCUS 


Endless possibilities.™ 


Macro Economist - Metal Analytics 


Excellent salary and blue-chip benefits London-based 


Model business. 


Your thinking will madel the way we work. This is a global company 
where the impact you can make is both deep and wide-ranging. We operate 
in markets that have immense potential, allowing you the scope to capitalise 
on new and emerging opportunities. And we give you the freedom to 
express yourself. This is a culture that cultivates ideas, and that's not 
only creative enough to produce new concepts but also entrepreneurial 
a | drive them forward. 


As has with energy and communications, Enron is leading the 
commodities market with influence and inventiveness. In an industry where 
the window of opportunity can be small and businesses need to respond 
quickly, you will be a key source of information on the base metal markets. 
You will work closely with other quantitive modelling experts to specify 


www.enron.com 


Do you enjoy 
making the 
complex simple 
and have fun 
with the science 
of choice? 


Q 


INVESTOR IN PEOPLE 
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and deliver econometric and other analytic tools, providing the daily 
commentary that enables us to predict critical market developments. 


Coursework and experience in the metals markets and open macro- 
economics are both essentials. An Economist, preferably from a top 
university, you will have a post-graduate qualification (either a Masters 
or PhD) and a strong quantitive background. A good knowledge of specific 
tools is important, for example Excel up to macro-programming level 
and statistics packages such as SPSS or E Views. Ideally, you will also 
have experience of using Bloomberg or Reuters. 


Become an influence on the way a major business thinks. Find out 
more about Enron by visiting www.enron.com and apply by emailing 
your cv, quoting ref: 918, to metals job@enron.com 


£highly competitive + benefits + excellent 
career development opportunities 


Locations across the UK 


Hilton is one of the world’s leading hotel groups. 

Our ability to anticipate future trends enables us to take 
informed business decisions, ensuring we stay ahead in this 
highly competitive market. And much of the information 
on which we base these decisions comes from our Revenue 
Managers. 

These intelligent, highly numerate individuals analyse 
business, predict market trends and make recommendations 
which enable us to maximise turnover and profitability, 
ensuring our continued success. 

We currently have a number of opportunities in Revenue 
Management in London and across the UK. 

If you feel you have the qualities needed for one of these 
challenging, high profile roles, please post/fax/email your 
CV, including current salary details to: David Webster, 
Regional Director Revenue, London Regional Office, 

The London Hilton Metropole, 225 Edgware Road, London 
W2 1JU, Fax: 020 7616 6551. 

Email: david_webster@hilton.com 


Weicome to Hilton time 





United Kingdom — 
Debt | 
Management 
Office 


The Organisation 


The UK Debt Management Office (DMO) was established in 1998 as an 
executive agency of HM Treasury. As the Government's debt manager, 
the DMO issues gilts and manages the gilts market; and has taken full 
responsibility for balancing the Government's daily cash requirement by 
issuing Treasury Bills and managing cash in the sterling money markets. 
The annual turnover of the DMO is close to £500 billion. 


_ SENIOR ECONOMIST/ 
POLICY ADVISER 


Central London, in the range 
£35,000 ~ £45,000 pa 


(dependent on qualification and experience; a higher 
salary may be available for an exceptional candidate) 


The UK Debt Management Office (DMO), an executive agency of 
HM Treasury, has a vacancy for an experienced Economist with 
a background in finance or policy advice to join its Policy team. 
The Policy team is responsible for developing the DMO’s 
issuance strategy within guidelines agreed with Treasury 
Ministers and advises on the DMO’s strategy for its money 
market operations. 


The Post 

The successful candidate will take an integrated approach to 
policy development across the whole DMO asset / liability 
portfolio. Precise responsibilities will be allocated within the 
eam depending on skills and experience, but they are likely to 
include: 

~ Economic analysis to support policy formulation 

~ Identification and analysis of the policy implications of market 
developments 

~ Preparation of issuance and other strategies to enhance cost 
effective financing and cash management for the Government. 
~ Representation of the DMO’s interests at international and 
domestic forums covering a wide range of issues including best 
practice in debt management and harmonisation of market 
practices across the EU. 


Skills and Experience 

The successful candidate will have 

— around five year’s professional experience as an economist, 
probably with a relevant post-graduate qualification 

~ strong analytical skills and professional experience of policy 
analysis 

~ professional experience of (or demonstrable interest in) 
financial markets 

~ econometric skills required to carry out empirical analysis 


Terms 

The appointment is being offered on a permanent basis. The 
post is open to UK nationals, other Commonwealth citizens, 
British protected persons and nationals of states in the European 
Economic Area and certain members of their families. 
Commonwealth citizens must be free of any restrictions to reside 
and take up employment in the UK. 


Hf you would like to develop your career in a people-focused 
business environment that is expanding, fast-moving, professional 
and achievement led, contact Sherie Donovan using one of the 
methods below, for further information and an application pack. 


Response Advertising International Limited, 
366-368 Old Street, London EC1V 9LT 
e-mail: sherie@respad.co.uk 
Telephone: 020 7729 3207 


Closing date for applications: 25 May 2001 
% hior, 
“ess 
“Og 
“DMO is an equal Opportunities employer 


WORLD TRADE ORGANIZATION 
ORGANISATION MONDIALE DU COMMERCE 
j ORGANIZACIÓN MUNDIAL DEL COMERCIO 


World Trade Organization, Geneva 


Counsellor, Economic Research and Analysis Division 


The World Trade Organization in Geneva is seeking to fill a position of 
Counsellor in the Economic Research and Analysis Division, i 


Candidates should have a Ph.D. degree in economics and at least eight 
years of professional experience in dealing with trade-related policy issues 
and carrying out economic research and analysis. Excellent English, 
including a demonstrated ability to write accurately, concisely and clearly. 
Knowledge of additional languages, especially French or Spanish, is 
desirable. The incumbent will develop and carry out research: projects 
under the general guidance and supervision of higher-level officers in the 
Division. These tasks include, among others, to comment. upon and 
critically assess research work; to participate fully in training and technical 
assistance activities; to respond to requests for research, analysis and 
interpretation of economic phenomena and data; to make presentations 
of particular issues of WTO relevance to individuals: and groups and to 
represent the organization at conferences and seminars. 


The starting salary is approximately Swiss francs 113,800 net per annum, 
and a full package of expatriate benefits is available. 


interested candidates should send a detailed curriculum vitae to: 


Human Resources Section 
World Trade Organization 
Centre William Rappard 

Rue de Lausanne 154 

1211 Geneva 21, Switzerland 


Fax: + 41-22-739-5772 
e-mail: personnel@wto.org 


An application form may be downloaded from the WTO website: 
www.wto.org 


Applications should be received by 1 June 2001. 


MALTA COLLEGE FOR ARTS, SCIENCE & TECHNOLOGY 


The Government of Malta set up the Malta College for Arts, Science & Technology 
(MCAST) which is encharged with all post-16 Vocational Educational. training in 
Malta. The College is an autonomous educational institution set up by public deed, 
under the provisions of the Education Act. The College is. a multi-campus 
organisation with a potential of 3,000 - 5,000 students. The Chairman of the Board 
of Governors of MCAST is inviting applications for the post of ei 


PRINCIPAL 


The Principal will be the Chief Executive Officer of the College and will be | 
responsible for: 


Implementation of proposed plans established by the Board of Governors 
Overall Management of the College 

Educational, Financial, Operational and Human Resources functions : 
Development of the College’s relations with other local and foreign institutions 
Development of strong links with local industries and commercial sectors 


Vision: a graduate education, outstanding leadership, negotiating and 
communication skills, a deep understanding of education and the education process, 
creativity commitment to quality, a successful track. record and a forward-looking 
approach are key attributes for this position. 


The successful candidate would ideally have had experience ‘of running and 

developing a similar-sized post-16 vocational college. The selected candidate must . 
be able to establish credibility at all levels, both internally and externally. Above. all 
the- ideal candidate must have the energy, perseverance, enthusiasm. and- 
commitment to succeed in a fast-moving technology -and busi driven 

environment within the constraints of resource availability in existing set-ups. 


The successful candidate will be expected to take up his position preferably not 
later than 3 September 2001. : 


Prospective candidates should submit the applications by tegistered ‘mail or email, 
marked "Confidential/Principal” together with a detailed curriculum vitae providing: 
contact details for personal and professional referees by 31 May 2001 to: 


The Chairman - Board of Governors - 
Malta College for Arts; Science & Technology 
Project Office 
Corradino Hill, Paola 
e-mail: vsmeast@ maltanet net 
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CMI Claris 


EFFECTIVE NEGOTIATIONS 


Negotiation skills can spell 
the difference between 
closing the big deal, 
retaining the best workers, 
securing a satisfactory 
outcome for a client, and 
achieving the mission of a 
public agency - or not. 
Increasingly, scholars and 
practitioners recognise 
that negotiation pervades 
work. To be successful, 
strong negotiation skills 
are a must, 


IN AN ERA OF RAPID CHANGE 
ESSENTIAL SKILLS FOR IMPROVING NEGOTIATIONS IN GOVERNMENT & BUSINESS 


28 May - 1 June 2001 
Pan Paciric HOTEL SINGAPORE 
programme 
Effective Negotiations in an Era of Rapid Change is a five-day executive programme designed to help you enhance your negotiation skills 
through mastery of cutting-edge negotiation techniques taught by international experts from the National University of Singapore, Harvard 
University and CMI Claris. 
Participants will be provided with a conceptual framework to prepare for and conduct negotiations, improve their ability to prevent and resolve 
disputes, and increase the return on a negotiated agreement. The workshop will focus on skill development in five key areas; 


~ Overcoming impasse, and 


~ Increasing the return on internal and external negotiations, 
~ Preventing disputes. 


~ Formulating effective process design, 
~ Succeeding in multiparty negotiations, 


Targeted participants include senior corporate executives, members and partners of law firms, senior government officials, members of the 
diplomatic corps and senior decision-makers at universities. 
details 


All sessions will be conducted in English and will run from 9:00am - 5:30pm daily. The programme fee of S$2,678 per participant (inclusive 
of 3% GST) covers programme materials, daily lunches and tea breaks, and a closing reception. 
contact us 


For a copy of our brochure or enquiries, contact us at (65) 874 6134 or e-mail mppja@nus.edu.sg 
For details and updates, visit our website at www.fas.nus.edu.sg/mpp/negotiations/index.htm 


The King Baudouin 
rational Development 
Prize 2000 











Seeking added value for = 
investment portfolio? 
Call in the experts from Commerzbank. 


More than ever before, effective asset manage- 
ment depends on experienced managers with the 
skills and resources to build portfolios in line 
with each client's specific objectives. 


That is why alert institutional investors and indi- 
viduals with sizable portfolios are turning more 
and more to Commerzbank, one of Europe's most 
prominent financial groups. By combining on-the- 
spot research in key global financial centers with 
a multi-product, multi-asset, multi-investment 


EXCELLENCE IN RESEARCH 
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international banking and finance 
capabilities in perspective 
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approach, our portfolio managers have the capabilities 
to bring assets into an optimally weighted balance of 
risk and opportunity. Added value is a logical conse- 
quence of this time-tested approach. 


When you work with Commerzbank, you benefit 
from a full range of asset management products and 
services, 26 operations in 13 countries, and a team 
of value-driven specialists dedicated to building 
rewarding long-term client relationships. This solid 
combination is a core strength of the Group. 


An integral part of Commerzbank's international experience built up over 130 years is the excellence 


of the Group's research. Both the quality and scope of our research is recognized by policy makers, the business and financial community 
and the press around the world. For more information about Commerzbank’'s broad research capabilities, just contact us in Frankfurt 


(volkswirtschaft@commerzbank.com), London ( 


com), Prague |, New York (cbmailbox@cbkna.com), 


icomsec@commerzbankib. 
Singapore (Fax +65 225 39 43), or Tokyo (cbkjapan@gol.com). Or visit our website: www.commerzbank.com 





Commerzbank AG is regulated by SFA for the conduct of investment business in the UK 
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Bush's nuclear umbrella 








O NOT underestimate the scale of the 

arms-control revolution that America’s 
president, George Bush, plotted out in public 
this week. For 30 years the two mainstays of 
nuclear-armed stability between the United 
States and Russia—still, despite the rise of 
China, the most potent nuclear powers— 
have been a meticulously monitored balance 
between their respective arsenals of bombs 
and missiles and the renunciation of an effec- 
tive anti-missile shield, since the side that 
thought it had the better protection might be 
tempted to attack the other in the belief that it 
was safe from counter-attack. This carefully 
preserved “balance of terror” is what first 
gave these once implacable cold-war foes the confidence to 
start cutting their nuclear stockpiles. Now all that is to be 
swept aside (see pages 17-19). 

The aim, Mr Bush insists, is still a secure world with the 
lowest possible number of nuclear arms “consistent with our 
national security needs, including our obligations to our al- 
lies”. But he calculates that this is now best achieved by uni- 
lateral cuts, not long-winded weapons talks with Russia, and 
by scrapping the Anti-Ballistic Missile (Asm) treaty, so as to 
build new defences for America and its allies, not against Rus- 
sia or China, but against less predictable, albeit limited, mis- 
sile threats from places such as Iraq, Iran or North Korea. 

To many a committed arms-controller, it is as if Mr Bush 
had dropped a nuclear bomb on their world, reducing the fa- 
miliar landscape of treaties and agreements—he opposes the 
ratification of the test-ban treaty too—to rubble. Yet, more 
than a decade after the cold war ended, America is right to 
take a radical look at how security and stability can best be 
ensured in a very different world. 

There is no point, for example, in clinging nostalgically to 
the agm treaty as the “cornerstone” of strategic stability for 
the past 30 years, if clinging to it in this form stops America— 
and Russia, no longer a sworn enemy and itself interested in 
some sorts of missile defence—from dealing with new missile 
threats. Similarly, why preserve an arms-cutting process that 
has cut not a single extra bomber or missile for a decade? 

But in being radical it is also important to be right. Among 
Mr Bush’s advisers are some who are as ideologically commit- 
ted to scrapping treaties as others are ideologically committed 
to preserving them. Yet his new plans need to be judged by 
the same practical, non-ideological standard as past arms- 
control agreements: do they produce greater stability and se- 
curity? Or are they, as critics on both sides of the Atlantic 
claim, merely an effort to bolster America’s defences at others’ 
expense, and likely to leave everyone worse off? 

At first, the United States’ pursuit of missile defences 
caused offence all round. But sceptical Europeans now ac- 
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knowledge the threat: some regime bent on 
bother might (mis)calculate that attacking 
New York or Los Angeles, or indeed London 
or Berlin, could make aggression pay. Even 
Russia and China, whose technology sales to 
dubious regimes lowered the entry barriers to _ 
the long-range missile business in the first 
place, have agreed to talk. 
But the practical, stability-preserving, tests- 

of Mr Bush’s missile-defence plans are yet to 
come. Will such defences work? Recent tests 
of land-based systems have failed, though 
new variants—still derided by opponents as 
“faith-based”—may well do better without | 
the constraints of the ABM treaty. : 
Are even the “limited” defences being talked of afford- 
able? Mr Bush has yet to spell out his plans. But if the billions- 
to be poured into new defences come at the expense of the 
proper modernisation and reorganisation of America’s con=) 
ventional forces, then he will simply have made the world a 
bit safer for more conventional sorts of violence. His recent at- 
tempt to cut funds for programmes designed to stem the leak- 
age of know-how and bomb-making materials from Russia’s 
nuclear complex to help make way for his tax cut will not re- 
assure critics that he has his security priorities right. 
Even if new defences can be made to work, America still 
has good reason to proceed with caution. Not least, since 
technology seldom works flawlessly and there are plenty of < 
other ways of delivering a nuclear, chemical or bug bomb, 
any future defences have to work in ways that strengthen de- 
terrence and diplomacy—the traditional means of dealing 
with threats to peace—not undermine them. Hence the need 
to try to replace the asm treaty’s outdated elements with new 
understandings that Russia and others can live with. And. 
hence the final test of missile defences: can they be deployed 
without provoking a wider arms race? 


















































The best, and worst, of worlds 


Mr Bush is clearly hoping that his promised deep cuts in. 
America’s nuclear arms will serve to reassure his allies, and 
also Russia and China, that his arms-control revolution can 
bring big benefits. Despite a series of Start agreements on stra- 
tegic arms cuts, both America and Russia have many more 
weapons than they need. Getting rid of a lot of them makes 
sense. Unilateral cuts can certainly be made more swiftly, but 
they come at a price. Out, along with the laborious hours of 
negotiation, will also go the meticulous rules for checking that 
each side is keeping its word. That mattered a lot between en». 
emies. Does it still matter between sort-of-friends? 

Frankly, it does. Russia has recently shown itself all too 
ready to break the rules: witness its recent sale of nuclear fuel 
to India, deliberately breaking a clear and long-standing anti- 
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proliferation promise. In the 1990s, America and Russia agreed 
separately that they would withdraw a lot of tactical nuclear 
weapons; America did, Russia did not. The only way of getting 
rid of Russia’s surplus nuclear warheads safely—something 
that was to have been agreed upon in a Start-3 treaty—is un- 
der the beady eye of America with the law behind it. 

What is more, the openness that comes with agreed 
checks on the nuclear balance between America and Russia 
reassures others too. The hope has been gradually to draw 
China, the most secretive of the nuclear set, into more serious 
arms-control talks—possibly discussing a rough trade-off be- 
tween the size of its growing arsenal and the scope of Amer- 


ica’s future defences. But if America and Russia are no longer 
swapping weapons details, China is unlikely to start. 

It is possible that America and Russia can strike a new and 
reassuring bargain that avoids a destabilising row between 
them. It is certainly too early to say that they will not. But the 
diplomacy, as well as the technology, must be got right. At a 
time when Mr Bush proposes to “move beyond” the ABM 
treaty, and not to ratify the test-ban treaty—another way of 
checking what both the nuclear powers and the nuclear aspi- 
rants are up to—a failure of diplomacy would risk achieving 
the worst of all worlds: one in which suspicion and rivalry, 
not security and stability, were the name of the game. 





Schroder’s Europe 


s 


Not all bad, but the German chancellor’s bold opening shot may have misfired 


ERMANY’S chancellor, Gerhard Schröder, is right to take 

the lead in the great debate about the European Union’s 
constitutional future (see page 43). He is right to single out as 
the Eu’s worst feature its failure to win the loyalty or interest 
of its citizens. He is right to demand a clearer division of the 
EU’s powers. He is right, and bold, to suggest a repatriation of 
much of agricultural and regional policy to the countries that 
make up the Union. He is right, too, to declare that the Eu 
must sharpen up its ways of collective decision-making as it 
expands from its present membership of 15 to as many as 27. 
The new intake may start as early as 2004, when a new con- 
stitutional arrangement for the Ev, if not a new constitution, 
should, according to the treaty signed in Nice last December, 
be ready. And he is right not to be coy about asserting Ger- 
many’s weight. There is just one unfortunate aspect to Mr 
Schroder’s party document, which was leaked over the week- 
end: a lot of it is cock-eyed. 

This is not because it is as self-serving as it is visionary. As 
the draft of a document due for approval at a party confer- 
ence this autumn, it is certainly meant to please German vot- 
ers, many of whom remain glum at the prospect of losing 
their beloved p-mark notes next year and resent their coun- 
try’s long-standing role as the Union’s main cash cow. Mr 
Schroder’s plan, for instance, to repatriate much of farm pol- 
icy to the Eu’s members would make Germany much better 
off. And giving more power, as he wants, to the European Par- 
liament would bolster the country most strongly represented 
in that body by virtue of its population—namely Germany. 

Moreover, much of Mr Schréder’s vision would replicate, 
on a wider scale, Germany’s own federal system. In particu- 
lar, he seeks to reassure Germany’s 16 Lander, or states, which 
are prickly in defence of their considerable powers, that they 
will not be constitutionally submerged in a wider Europe. The 
idea of turning Europe’s Council of Ministers, where the most 
important collective decisions are now taken, into an upper 
chamber of the European Parliament, likewise seeks to mimic 
Germany’s own Bundesrat, the upper legislative chamber in 
which the Lander are represented. 

In any event, non-German Europeans should not be 
frightened by the sight of Germany taking the lead in Europe. 
Under the rubric of a European Germany rather than a Ger- 
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man Europe, Mr Schröder and his party strategists are per- 
fectly entitled to try to mould Europe in their country’s own 
image. It is true that the balance of power within the club, in- 
deed its geographical centre of gravity, is already chang- 
ing—to Germany’s gain and France's loss. And it is striking 
that France has so far contributed little to the debate on a new 
constitutional arrangement for the £u; its prime minister, Lio- 
nel Jospin, has been deafeningly silent, though his minister 
for Europe has been quick to rubbish the German plan. But 
that need not cause Mr Schröder to stay quiet. However the 
Eu is reshaped, there will be enough checks to ensure that 
Germany cannot ride roughshod over its partners. 


Better the council route 


Where Mr Schroder goes wrong is in his advocacy of a stron- 
ger parliament in Strasbourg and a stronger commission in 
Brussels. His aim—to make Europe’s citizens feel more in- 
volved—is admirable. Secretive though it is, the present Coun- 
cil of Ministers has more legitimacy than the European Parlia- 
ment because it is made up of representatives of national 
governments—with which most Europeans still most strongly 
identify. Downgrading it would take the £u further from or- 
dinary Europeans, not closer to them. Hoping that new insti- 
tutions will bind them together and so help create a new 
European “demos” is putting the cart before the horse. In- 
deed, it could cause more rancour than harmony. 

Where Mr Schröder is right is that Europe does need a 
proper constitution to simplify its tangle of treaties, to make 
the workings of the club understandable to ordinary citizens, 
and to define the Union’s limits. The debate should start at 
once so that the 15 governments could gather in a constituent 
assembly in, say, a year’s time, to write the sort of constitution 
that The Economist itself suggested last October. Then, by 
2004, new members from the east could start joining a club 
that works better. It already reflects poorly on European de- 
mocracy that the euro was launched after such scant con- 
sultation among the people affected. With a much bigger Un- 
ion in prospect, a new constitutional deal must be hammered 
out democratically and put to national referendums if the Eu 
is to shed its image of a remote, bureaucratic monster. 
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Banana politics in the Philippines 


Swept into the presidency undemocratically, Gloria Macapagal Arroyo 


is hanging on to it in the same fashion 


HAOS and bloodshed at the gates of the presidential pal- 

4 ace. Leading senators arrested. A ban on rallies by the op- 

position. A “state of rebellion” declared. That was the Philip- 

pines this week, doing a very passable imitation of a banana 
republic—for the second time this year. 

The first time was in January, when Joseph Estrada was 
ousted as president by a combination of mass demonstra- 
tions, the defection of most of his cabinet and the interven- 
tion of the army’s chief of staff, who transferred his loyalty to 
Mr Estrada’s vice-president, Gloria Macapagal Arroyo. At the 
time, many people in the Philippines thought this was excel- 
lent. Mr Estrada had been a bad president, using his office to 
line his own pockets and those of his many mistresses, some 
of whom were provided with houses of a lavishness incom- 
patible with an unpadded presidential salary. 

When Congress turned against him and sent him for trial 
before the Senate, Mr Estrada rallied his supporters there, 
who voted to suppress the evidence against him, sending the 
outraged middle-classes out on to the streets. Though the offi- 
cial line is that Mr Estrada voluntarily left the presidency— 
which he denies—Mrs Arroyo’s more honest supporters argue 
instead that the system had clearly failed, and the greater 
good was served by bending a few of the rules. 

But there is a heavy price to be paid for extra- 

_ constitutional activity. As Filipinos ought to know better than 
most, it is all too easy to acquire a taste for removing presi- 
dents the non-democratic way: after the original “people 
power” revolution of 1986, Cory Aquino had to endure a long 
series of attempted coups during her unfortunate presidency. 
Stability returned only with the administration of Fidel Ra- 
mos, a former army chief. 

What Mrs Arroyo appears to have overlooked is that her 
predecessor—elected, it should be remembered, by a land- 


America’s drugs policies don’t work. Alas, the Bush administration seems to 


want more of the same 


Y ANY reasonable measure, America’s “war on drugs” is a 

disaster. At home, ferocious “mandatory sentencing” laws 
are the main reason for the country’s huge prison population. 
Almost one in four of the country’s 2m prisoners are there for 
drug offences, with only a limited chance of becoming pro- 
ductive members of society when they are released (see page 
27). Abroad, America is being sucked into domestic conflicts, 
notably in Colombia; and recently its forces shot down a 
“drugs” plane in Peru that tumed out to be carrying mission- 
aries. Meanwhile, drugs have never been easier to get in the 
United States, with prices lower, purity higher and experi- 
mentation among schoolchildren as rampant as ever. 
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slide vote in 1998—remains very popular among most of 
those who put him in power: the poor. A former movie star 
who specialised in playing Robin-Hood-like gangsters, Mr Es- 
trada—“Erap” to his fans—stood for the little guy against the 
rich and powerful. The Philippines remains one of the world’s 
most polarised countries. Unlike most of eastern Asia, it has 
never enacted land reform: a dozen families, with which Mrs 
Arroyo herself has many connections, control well over half 
the country’s land. 

Those supporters, who already feel that Mr Estrada was 
robbed of the presidency by the plutocracy, have been in- 
censed by the treatment meted out to him since then. Allow- 
ing television cameras in to film Erap being fingerprinted, 
photographed and confined to a common criminal’s cell may’ 
have been legal and even just, but it was not intelligent. 


Always with her, and growing angrier 
It would be reassuring to believe that this week's “rebellion” 
will prove unique, and that Mrs Arroyo is now fully in con- 
trol. That is certainly what the financial markets in Manila 
seemed to think: the main stock-exchange index jumped 4% 
after she showed her willingness to use the iron fist. But the 
reality is that Mr Estrada’s supporters are not about to go 
away. If they were angry before, they will be doubly angry 
now. And Mrs Arroyo shows clear signs of abusing her posi- 
tion. The senators she has locked up without warrants on sus- 
picion of involvement in the “rebellion” just happen to be the 
ones campaigning against her in the election due on May 14th. 
And her attempt to secure majorities in the two houses of 
Congress will hardly be hindered by her bans on all rallies in 
central Manila, which looks to be aimed at the opposition... 
“Philippine democracy is now in its death throes,” said one of = 

Mrs Arroyo’s opponents this week. She had a point. 











The Economist has long argued that drugs should be de- — 
criminalised. Few politicians will go that far, but many have 
edged in that direction. Back in January, George Bush, who 
was once busted for drink-driving and has always danced 
around the question of whether he took drugs in his misspent - 
youth, seemed to be one of them. He argued that long mini- 
mum sentences for first-time drug users were not the best 
way “to occupy jail-space”. He also worried about the dispari- 
ties between the sentences handed down for possessing crack 
and those for powdered cocaine—disparities that help ex- 
plain why so many more blacks go to prison than whites. 

The distant hope that a pragmatic conservative might yet 
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have now been dashed. First, Mr Bush announced that he 
would enforce a law that will deprive drug offenders of fed- 
eral grants or loans for college education (one of the better 
-ways of getting them back on the straight and narrow). Now 
the White House is strongly hinting that it will appoint John 
Walters as the new drugs “tsar”. 

Mr Walters is to the drugs war what first world war gener- 
als were to trench warfare. He does not lack experience (he 
was a deputy drug tsar under Mr Bush’s father), but his basic 
reaction to the heavy losses sustained so far seems to be 
merely to increase the size of the attack. Mr Clinton’s drug 
~ policy, in his view, was too soft. The idea that American sen- 
tences are too harsh is “among the great urban myths of our 
time”. He points out that only 8.8% of those in state prisons 
are there for possession (which is true, but ignores the fact 
that many of the 11.3% who are there for drug-trafficking are 
there for being little more than lowly mules in the production 
process). Another “urban myth” is the idea that the “criminal 
justice system is unjustly punishing young black men.” 

In policy terms, Mr Walters opposes the idea of dis- 
= tributing syringes to drug addicts as a way of controlling the 

spread of niv. He dislikes even the thought of limited le- 





- galisation and various sorts of treatment. “If anything,” he 


. change policy in a way that a liberal Democrat might not dare _ : of 
-wrote recently, “the trend of anti-drinking and anti-smoking | 





efforts today is to criminalise certain aspects of use and to at- 
tack availability.” E 

It would be hard for Mr Bush to claim that he had no 
choice other than to be a hardliner. Voters have passed eight 
state ballots calling for marijuana to be legalised for medical 
purposes since 1996; Californians have also voted for an ini- 
tiative requiring treatment instead of incarceration for a per- 
son’s first two drug offences. Tommy Thompson, Mr Bush's 
secretary for health and human services, and several promi- 
nent Republican governors, have suggested that America 
should rethink its drugs policy. The shooting down of the air- 
craft in Peru, which killed an American missionary and her 
baby (and may have delayed Mr Walters’s appointment), has 
served as a powerful reminder to Americans of the cost of the 
overseas drug war. 

Of course, Mr Walters may change his views once he is in 
office. But a policy of increased repression will surely result in 
thousands of people being thrown in prison for sins that are 
little worse than those alleged of the youthful George Bush: 
being young and irresponsible. An older and more responsi- 
ble Mr Bush should reconsider his choice. 








NYONE who has been to an auction knows how it hap- 
pens. The object, seen from afar, looks delectable. The 
temptation to outbid the next chap is irresistible. Then the 
hammer falls. You find that you got carried away, the object 
was not what you wanted, and you can’t really afford it. The 
inclination is to blame the auctioneer, not your own bad 
judgment. That, roughly, is what Europe’s telephone compa- 
nies are doing. Finding that they have agreed to pay Europe’s 
governments some $125 billion for licences to operate third- 
generation (3G) mobile-telephone networks, some have begun 
to wriggle. Governments should keep their nerve. 

In Britain, Gordon Brown, the chancellor, has rightly re- 
jected companies’ suggestions that they should get a refund. 
But in Germany, the companies are hoping to save the huge 
cost of building separate networks by altering the terms of the 
original auction. The government is giving this idea more at- 
tention than it deserves. 

There are good reasons for the companies’ misery. They 
have borrowed heavily to buy their licences; and new tech- 
- nical problems have emerged (see page 53). Meanwhile, cus- 
= tomers’ lukewarm response to Europe’s Internet-enabled war 
phones has made some sceptics question just how much they 
will be willing to pay for 3G services. 

So should governments soften the terms? The most seduc- 
tive argument is that it might benefit consumers. Faced with 
huge costs, the argument goes, companies will be unable to 
develop their networks quickly, depriving people of the 
chance to use this new technology. But this is unconvincing: if 
consumers were so eager to get their hands on 3c telephones, 
there would be a premium for getting to market first. Another 
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Europe’s mobile-phone companies may have overpaid for their third-generation 
licences, but governments should be careful about changing the terms 








argument is that, if governments do not help the former tele- 
coms monopolies out of their financial mess, they might go 
bust, depriving people of telephone service. But that looks 
highly unlikely—and even if a fixed-line company did go un- 
der, it would be simple to find a replacement operator. 

More persuasive are some of the arguments for network 
sharing. The case seems stronger with 3c networks, because 
they will require between four and 16 times as many base sta- 
tions to achieve the same coverage as existing (2G) services. 
Sharing would reduce the ugly proliferation of masts across 
the countryside. It would also save money. Estimates by Ana- 
lysys, a British consultancy, suggest that a new entrant could 
save up to 19% of capital costs by sharing the main costs of 
base stations and equipment. 


Hold the line 


Consumers might indeed have gained had governments de- 
cided to create a single network company, and to allow ser- 
vice providers to pay to use its infrastructure. New services 
might then have come to market faster and more cheaply. 
However, it has proved hard to ensure that competitors 
gain access to the existing fixed-line monopoly network on 
reasonable terms. A monopoly network owner that shares in- 
frastructure with competitors has every interest in charging its 
rivals as much as it can. For 3G networks, the regulator’s job 
would have been even harder. Several companies would 
probably have had incomplete networks. Each would play 
host to its rivals in some areas, and rent out their networks in - 
others. No company would have much interest in keeping 
prices down—and the consumer would have lost. There is an 
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NIT DoCoMo in focus 


Advertisement 


i-mode is taking 
the business world by storm. 


The i-mode business solution 


i-mode has literally transformed the Japanese 
cellular landscape, creating a burgeoning new 
market for mobile multimedia services. 
Particularly in the business world, i-mode based 
solutions are having a significant impact on day- 
to-day operations. 


Distribution industry 

One of Japan's leading companies in the field of 
integrated distribution services has turned to 
i-mode in its efforts to improve customer 
relations. 

Previously, the company employed vehicle- 
based communication systems that were expen- 
sive to replace, limited to voice transmission, 
and ineffective when drivers left the vehicles. 
These factors often contributed to unacceptable 
delays in responding to customer requests, 

i-mode captured the company’s attention 
because of its small initial investment, superior 
mobility, and ability to transmit both images and 
text. Once integrated into the company’s infor- 
mation system, it allowed customer centers to 
communicate directly with drivers — even when 
away from their vehicles. Moreover, precise 
customer details and collection-and-delivery 
instructions could be relayed and shared with 
utmost reliability via visual data. 

A resounding success, the system has given 
the company an edge over the competition in 
delivery efficiency and customer satisfaction. It 


imode in Japan \ = 


has also sped the development of additional 
sales functions for the company’s truck drivers. 

Anticipating still further improvements in the 
quality of its services, the company is now 
adding new i-mode based services for package 
inquiries, delivery completion e-mail, and 
delivery receipt certificate requests. 
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Sales industry 

A major sportswear company in Japan that 
operates over 300 outlets throughout the 
archipelago is another example of a business 
that has benefited from i-mode. 

In the past, the company’s salespeople 
submitted sales reports and customer feedback 
via fax, requiring secretaries at the head office to 
type the information into a company database. 

It was a time-consuming process prone to errors 
and delays. 

Since April of last year, however, over 600 of 
its sales coordinators have been equipped with 





NTT DoCoMo's i-mode cellular service has attracted 
over 22 million subscribers since its introduction in 
Japan in February 1999, accounting for over 60% of 
the company’s total 36 million subscribers, 

With the press of a button, users can access over 





1,600 i-mode menu sites and 40,000 voluntary sites 
and use specialized services that range from e-mail, 
online shopping, ticket reservations and databases to 
news, entertainment and transactions with numerous 
Japanese banks. 

i-mode content is based on a subset of HTML, the 
world’s de facto scripting language. This makes 
conversion from Internet content a remarkably simple 
process for content providers. 

DoCoMo also caters to user demands with reason- 
able fees. Through the advanced packet transmission 
system of NTT DoCoMo, users are charged for volume 
of data received, rather than time spent online. This 
promotes longer, more frequent visits. In fact, over 
90% of i-mode subscribers are active users, accessing 
an average of 11 sites per day. 

The clarity of DoCoMo's vision has been critical to 
i-mode's success, When the service was launched in 
1999, many believed there was little room for growth 
in Japan's nearly saturated mobile phone market. But 
DoCoMo's confidence that data traffic would open up 
new business avenues was clearly justified. 


compact i-mode phone terminals from which up- 
to-the-minute information is directly transmitted 
to a company Web site. 

Available to all personnel nationwide, whether 
in the field or the office, the company site helps 
keep everyone equally informed and enables 
more knowledgeable decisions ASAP. According 
to a company spokesman, the potent combination 
of i-mode and the company Web site is painting a 
more accurate picture of market conditions and 
contributing to the company’s development of a 
more effective branding strategy. 





Thanks to NTT DoCoMo's technological leadership 
and win-win relationships with content providers and 
phone vendors, i-mode keeps evolving by leaps and 
bounds. New Java capabilities, for example, allow 
users to download applets, receive automatic updates 
on weather, stock prices, company appointments and 
more. When the high-speed multimedia power of 3G 
arrives — through FOMA, the world’s first third- 
generation mobile service — there will be no end to 
i-mode's business possibilities. 


i-mode is the name used in Japan for NTT DoCoMo’s mobile internet service. FOMA (Freedom Of Mobile multimedia Access} is the name used in Japan for NTT DoCoMa W-CDMA services 


For a borderless world. 


NTT DoCoMo, Inc. 
www.nttdocomo.com 
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even bigger problem with both network—sharing and re- 
funds: they change the rules of the auctions retrospectively. 
This is unfair to those who dropped out of the bidding. Had 
they known they would not have to meet the full costs of 
their bids, they might have stayed in. It is unfair to consumers 
too: different winners might have been better winners. 
Then there is the possible effect on future auctions. Gov- 
ernments have rarely sold public property this way before, 
but they should be keen to hold more auctions. If they now 
flinch, they are, in effect, telling future bidders that, if they 
“overpay”, they will not have to worry. That has two draw- 
backs. First, it teaches companies that it pays to lobby, and en- 


sures that they divert resources from running their business 
well into the unproductive but lucrative business of badger- 
ing politicians. Second, it creates an incentive to overbid in fu- 
ture. If the telecoms companies really overbid this time, it is 
all the more important not to change the rules ex post. 

The real cause of the companies’ troubles is that the mar- 
ket has changed. They did their sums before they made their 
bids. They knew the risks. Who else knows what the market is 
worth? Hans Snook, former head of Orange, one of the British 
licence-buyers, said only last week: “In a few years, people 
will think that the prices we paid were conservative.” Gov- 
ernments should not second-guess such an authority. 





Mbeki loses the plot 


And South Africa finds it has a paranoid president 


HAT ails Thabo Mbeki? Few would have expected that 

South Africa’s president, who is regarded even by his 
critics as a clever man, would lose the plot, yet even fewer can 
„believe that a genuine plot to overthrow Mr Mbeki, is or was, 
afoot. Last week South Africa’s safety and security minister, 
Steve Tshwete, said the police were investigating a conspiracy 
against the president, and named three well-known politi- 
cians-turned-businessmen of being behind it. Mr Mbeki him- 
self spoke of a conspiracy. But no serious evidence of any- 
thing remotely like a coup has been revealed. Does it all mean 
that Mr Mbeki is going off the rails? 

The suggestion has been made before, when Mr Mbeki— 
who presides over a country with more arps cases than any 
other—was questioning whether Hiv infection caused the dis- 
ease, and was dabbling with other, bizarre theories. But Mr 
Mbeki is not barmy, merely paranoid. That, at least, seems the 
most likely explanation of the conspiracy episode. How com- 
forting that should be to South Africans is another matter. 

It is not altogether surprising that Mr Mbeki should think 
others might want his job. Aloof, slightly introverted and all 
too obviously lacking the magnetism of his predecessor, Nel- 
son Mandela, he is not a hugely popular politician. Moreover, 
he has few successes to trumpet for his two years as presi- 
dent: despite his government’s sound macroeconomic man- 
agement, growth remains slow and jobs elusive. But even if 
this were not so, rivals would still be eyeing his job; ambition, 
after all, is the stuff of politics. Yet no one except Mr Tshwete, 
and presumably his master, despite some backtracking, seems 
to believe that any of the three named “conspirators”—Cyril 
Ramaphosa, Tokyo Sexwale and Mathews Phosa—has really 
been involved in the kind of conspiracy that should properly 
be investigated by the police. None other than Mr Mandela 
has come to their defence. The “plot” seems to be a farce. 


The mirthless consequences 


It is a damaging one for Mr Mbeki, for three reasons. First, it 
draws attention to the divisions within the ruling African Na- 
tional Congress (Anc). These are inevitable, because in South 
Africa it is within the anc that the usual activities of an op- 
position are played out: the anc is likely to remain in power 
for as far ahead as anyone can see, and therefore provides the 
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only plausible way to high office. Moreover, as a movement, 
not a party, it has no ideological glue; all that holds its parts 
together is a history of shared opposition to apartheid and 
the realisation that if it does not disintegrate it can hang on to 
power for years, even decades. Within the anc’s ranks, there- 
fore, left-wingers and trade unionists constantly rub up 
against thorough-going capitalists. Even more abrasive per- 
haps are the relations between those who spent most of their 
lives outside South Africa during the long years of apartheid, 
who include Mr Mbeki and most of those around him, and 
those who remained at home, either in prison or leading 
strikes and other protests. Mr Ramaphosa was one such. 

Second, the incident draws attention to Mr Mbeki’s own 
shortcomings—and just as he seemed to be putting some da- 
maging mistakes behind him. Last year he earned much criti- 
cism for his cranky attitude to Arps, his reluctance to criticise 
the violent despotism of Robert Mugabe in Zimbabwe and 
his racially divisive speeches at home. Recently, however, he 
has held his peace about arps—though it remains unclear 
whether he will allow the treatment of arps patients now 
that his government has won from foreign pharmaceutical 
companies the right to cheaper versions of their drugs; he has 
openly criticised Mr Mugabe's thuggish “war veterans” in 
Zimbabwe; and last week—post-“plot”—he celebrated South 
Africa’s Freedom Day with a speech that was a model of ra- 
cial conciliation. All this suggests a welcome sensitivity to crit- 
icism. But the “plot” has brought back the doubts. 

With them, inevitably, come doubts about political stabil- 
ity. This worry, the third unwelcome consequence of the epi- 
sode, is misplaced: a coup or other violent sorts of opposition 
look highly unlikely. But South Africa needs more than stabil- 
ity. It needs the promise of prosperity and harmony, both to 
ensure that its most educated citizens stay at home and to 
lure investment from abroad. South Africa’s very proximity to 
Zimbabwe and Zambia, where events go from bad to worse 
(Zambia's president wants to defy the constitution by seeking 
a third term, see page 42), make it all the more important that 
the conduct of affairs should go smoothly in what is still, de- 
spite everything, an African success story. Having a paranoid 
president does not help. 
= 
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George Bush's revolution 


This week, the president outlined his new strategy for America’s defences. The 
world may have trouble getting used,to it 


ACK in the “Ban the Bomb” 1960s, when 
the United States and the Soviet Union 
were churning out ever more missiles and 
warheads, people assumed that by the turn 
of the century there might be 20 countries, or 
more, in possession of nuclear weapons. It 
`: did not happen. A series of hard-won arms- 
control and non-proliferation agreements 
held the line at five, including Britain, France 
`- and China. (Israel, coyly, still refuses to con- 
firm or deny that it has nuclear capability.) In 
1998 India blasted through the line, followed 
swiftly by Pakistan. Even then, post-cold- 
war thinking still held that nuclear weapons, 
though destined for a long half-life, were los- 
ing their political potency. Some day, they 
might even be negotiated into oblivion. 
Now radicals are in full voice again: but 
this time from America’s right, not the dis- 
arming left. Deep cuts in nuclear arms are 
high on their agenda, but done in ways that 
will make a disarmer’s hair stand on end. 
President George Bush this week repeated 
his vow to take a radical, even revolutionary, 
look at America’s security needs. His strategy 
has two parts: arms cuts, unilateral if neces- 
sary, and missile defences to help fend off 
smaller, less predictable new threats from 
countries such as North Korea, Iran or Iraq. 
Many of America’s allies in Europe, as well as 
more traditional arms-controllers on both 
sides of the Atlantic, fear this policy may 
well provoke a new, and wider, arms race. 
Mr Bush argues that he must deal with a 
different world from the immediate post- 
cold-war one. The picture changed in 1998, 
when North Korea tested a surprisingly so- 
phisticated rocket that galvanised the debate 
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in America about missile defences. At the 
same time, illicitly-acquired weapons tech- 
nologies have been slowly seeping to unsta- 
ble regions such as Asia, the Gulf and the 
Middle East. North Korea, Russia and China 
appear increasingly to be helping Pakistan, 
Iran, Syria, Libya and others to make missiles. 
Once learned, the secret of how to deliver a 
nuclear bomb by fast-flying missile—like the 
secret of how to build a bomb in the first 
place—is not going to be unlearned again. 

Mr Bush's predecessor, Bill Clinton, was 
aware of these threats but deliberately 
dragged his feet, preferring to rely on di- 
plomacy and deterrence. Meanwhile, de- 
tailed arms-control talks with Russia pro- 
ceeded at a snail’s pace. Mr Bush, impatient 
with this, says he will take his own view of 
America’s nuclear requirements. He will 
make unilateral cuts in weaponry where it is 
safe to do so, and will take some remaining 
weapons off high alert. 

Noone doubts that traditional arms con- 
trol has stalled: there has been no new arms- 
cutting treaty between America and Russia 
since the 1993 Start-2 agreement, which has 
yet to be implemented. Both countries have 
far more long-range nuclear weapons than 
they need. But with Russia signalling a readi- 
ness for deep cuts too, is this the moment to 
scrap the whole process? 

Along with proposing these cuts, Mr 
Bush is an enthusiastic explorer of missile 
defences. This alarms those who have long 
regarded the 1972 Anti-Ballistic Missile(aBm) 
treaty with Russia as the cornerstone of stra- 
tegic stability. Since the asm treaty bans na- 
tional missile defences, it seems clear that, if 


‘at least the Clinton administration still 





Mr Bush gets his way, the treaty’s days are. 
numbered. 

Mr Bush denies any intention of spark 
ing another arms race with Russia, China or 
anybody else. He has described his policy as 
“a search for security, not a search for advan: 
tage”. Yet his rejection of classic arms control ` 
and set-piece treaties, of the sort laboured 
over by diplomats for the past 30 years, un-» 
nerves Europeans in particular. They worry -. 
that it will lead all too easily to suspicions © 
and rivalries among the big powers, and 
heightened danger for the world at large. 

What is more, treaties already signed 
now seem in danger of unravelling. In 1999, 
when the Senate refused to ratify the Com- 
prehensive Test-Ban Treaty, arms-controllers 
consoled themselves with the thought that 








































strongly supported it. Mr Bush, however, 
says he does not, although his aides insist he 
hasno plans to resume nuclear testing. There 
is now no prospect that America willlean on 
others to sign the treaty—it will not even 
press India, which may soon be tempted to” 
test again. Yet a test ban was part of the deal 
in 1995 that won the indefinite extension of- 
the Nuclear Non-Proliferation Treaty (wet); 
which commits most of the world’s govern- 
ments to forswear nuclear weapons. So there 
is growing concern that the ner itself could < 
be put at risk. 


From offence to defence 
To many, it seems that America is now seek~ 
ing its own security at the expense of others. 
Mr Bush’s officials deny it. They say that clas- 
sic arms control, founded on the assumption 
that the greatest threat to strategic stability 
was the prospect of a nuclear war between: 
America and the Soviet Union, has simply 
outlived its usefulness. “Russia is not quite 
France, but neither is it an adversary,” says 
one. Instead, say Mr Bush’s men, new think- 
ing is required to take account of new 
threats, including terrorism, and of the new 
means available todeal with them. 

Such ideas have penetrated further in 
America than in Europe, although the Euro- 
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peans have started to listen to America. A re- 
cent report by the Commission on National 
Security, a bipartisan group set up by Con- 
gress, concluded that “a direct attack against 
American citizens on American soil is likely 
over the next quarter-century.” Similarly, 
Donald Rumsfeld, America’s secretary of de- 
` fence,argued recently that, although the Un- 
ited States was safer from the threat of mas- 
sive nuclear war than at any time since the 
dawn of the nuclear age, “we are more vul- 
nerable now tothe suitcase bomb, the cyber- 
terrorist, the raw and random violence of an 
outlaw regime or a rogue nation armed with 
< muclear missiles and weapons of mass de- 
struction.” Missile defences, Mr. Bush’s offi- 
cials admit, cannot cope with all these po- 
“tential threats, But if traditional arms- 
control and anti-proliferation efforts have 
_. broken down, such defences may be an ef- 
fective part of the response. 

Some missile-defence boosters outside 
the administration, egged on by the military- 
industrial complex, go much further, argu- 
¿cing that the whole strategic landscape is 
shifting. The old, deliberately scary, notion 
that nuclear war was best prevented by mu- 
~ tual vulnerability to nuclear attack—known 
in the jargon as mutual assured destruction, 
or MAD—is on its way out. The primacy of of- 
~ fence, they argue, should now give way tothe 
primacy of defence. 

Insiders admit that this is going too far. It 
would be folly for any country to rely solely 
on anti-missile defences for protection. 
Technology, after all, seldom works flaw- 
lessly. Besides, as Mr Rumsfeld and other se- 
nior Bush officials acknowledge, there are 
many other threats to security, of which bal- 
listic missiles, though potent, are only one. 
Defences against them are part of an insur- 
ance policy, not a first resort. 

That said, defences seem bound to play a 
bigger role in the future than they have in the 
: past. They may be regional—helping, say, to 
defend forces deployed to some trouble spot 
in Asia, or to protect the Middle East against 
missile attack—or they may be more exten- 
sive, shielding America’s cities and, Mr Bush 
insists, those of its allies too. But, as in any 
revolution, there are huge uncertainties. 

The first is the most basic: can missile de- 

fences be made to work? Several tests of the 
land-based interceptors proposed by Mr 
Clinton proved embarrassing failures. 
America has also been prevented from de- 
veloping other systems by the requirements 
of the asm treaty. There is a lot of work still to 
do. Second, what sort of defences will Mr 
Bush pursue—land-based, sea-based, air- 
based, space-based, or some combination of 
all these? Certainly, attempting to place 
weapons, as opposed to sensors, in space 
would make it virtually impossible to trade 
limits on defensive weapons for limits on of- 
fensive ones among the bigger powers, since 
the opportunities for suddenly overturning 
agreed limits‘on space-based systems would 
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bealmost as limitless as s lf. 

Lastly, can any future defences be made 
to fit some continuing arms-control and 
anti-proliferation framework? Or ‘will they 
simply lead to a new race in the weapons— 
whether nuclear, chemical, or tipped with 
viruses—they are meant to defend against? 


The shape of shields tocome 


Mr Bush’s aides are well aware that these de- 
fences arestill in their infancy, and that none 
of the necessary technologies has yet been 
shown to work. Thus when he sketches out 
his plans in more detail, before he meets his 
European counterparts in Nato and the 
European Union in June, Mr Bush will be 
picking out the kinds of defences he intends 
to pursue, not what he knows for certain he 
can deploy. Even a two-term President Bush 
may well have left office. before central ele- 
ments of the defences now on the drawing 
board can be fielded with any confidence. 
But although the finished architecture 


9 


dub 


has yet to come, Mr Bush is likely to propose 
more robust defences than Mr Clinton’s 
clutch of ground-based interceptors, radars 
and sensors. Senior officials use the terms 
“limited” and “light”, both of which, if true, 
will reassure America’s still-nervous allies 
and may help to placate the Russians and (at 
a bigger stretch) the Chinese. But the 
planned. defences are also likely to be lay- 
ered to counter missiles at different stages in 
their flight-paths, and to include both a 
“small” land-based: component. and sea- 
based defences that can deal with some mis- 
sile threats closer to their source. And al- 
though space-based lasers are still many 
years away, the intermittent research of the 
past two decades seems likely to continue. 
What is more, even if Mr Bush stays true 








to his word—trying to block the stilldimited 





threat from roguish regimes, rather than the 
strategic deterrent forces of either Russia or 
China—the agm treaty, at least in its present 
form, is for the scrap-heap. Its current provi- 
sions, though they allow some strategic de- 
fences anid exempt more limited regional 
ones, strictly curb national missile defences 
based on land. They also rule out sea-, air- 
and space-based ones, and would prevent 
the sharing of technology with allies. These 
may all be part of Mr Bush’s plans. 

To some people, such as Senator Jesse 
Helms, the treaty has long been void and : 
should be junked. The Soviet Union, after all, 
no longer exists. Senior administration folk 
take a slightly more diplomatic view: it 
seems absurd, they say, to keepsucha treaty, 
signed to codify the principle of mutual as- 
sured destruction with an implacable ideo- 
logical enemy, as the “defining principle” of 
relations with a very different Russia. And 
they argue that the aso treaty did not bring 
the deep cutsin offensive weapons that were 
promised. It seems folly to cling to a treaty 
that, in the words of one official, “is stopping 
us having a good relationship with Russia”. 

American officials dislike being asked if 
they plan to “violate” or “tear up” the treaty. 
They point out that it has provisions both for 
revision (it has been revised several times al- 
ready) and, if necessary, for abrogation. 
Those in Mr Bush’s team who worry about 
the diplomatic repercussions in Europe and 
beyond—and it has to be said that some 
worry more than others—would clearly 
prefer to replace the treaty with a new set of 
understandings with Russia. Might Russia 
agree to that? 

A lot depends on how Mr Bush handles 
things. An early, seemingly gratuitous ab- 
rogation of the treaty as a point of principle, 
as some Republicans have suggested, would 
provoke sharp retaliation. A period of genu- 
ine consultation, like the one America has 
started with its European allies, could capi- 
talise on Russia’s interest in working jointly 
on some technologies. Russia has now con- 
ceded that there is a missile threat to be 
countered. Its own proposed solution—mo- 
bile anti-missile units offering very limited 
protection to bits of Europe and none to the 
United States—is considered a non-starter 
even in Europe, not just in the White House. 
But Russia has opened the bidding, and the 
effort has been noted. 


Theend of Start 

Will Mr Bush’s arms-cutting plans help or 
hinder a missile-defence deal with Russia? 
Russia’s Duma has long said it will pull out of 
all Start agreements on strategic nuclear re- 
ductions. if America abandons the asm 
treaty. But Russian officials have hinted in 
the past ata possible price for reaching anew 
set of “understandings”: America’s agree- 
ment that they can keep some multi-war- 
head missiles of the sort that were supposed 
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to be scrapped under Start-2. At this point, 
more traditional arms-controllers tear their 
hair; such missiles are too potent, ideally 
suited for a surprise strike, and thus destabi- 
lising to the overall strategic balance, But Mr 
Bush’s officials are not ruling out such a deal. 

In part, this is because Start-2 looks dead 
anyway. That agreement, as well as scrap- 
ping multi-warhead missiles, would have 
cut both sides’ arsenals to around 3,000-3,500 
apiece, down from 6,500 under Start-1. But 
Mr Bush prefers to make unilateral cuts. 
Since this is so, the Start-3 talks look doomed 
too. These would have cut deployed war- 
heads to around 2,500 on each side and, for 
the first time, destroyed excess warheads as 
well as their launchers. 

So does the Bush revolution mark the 
end of arms control? Not at all, say adminis- 
tration officials. They insist that their review 
of nuclear-weapons strategy, like that of 
missile defences, will be “fundamental”, not 
the “cold-war lite” of the Clinton years. Mr 
Clinton’s approach left much of America’s 
targeting strategy intact, and thus encour- 
aged military chiefs to resist deep weapons 
cuts. Some Bush people talk speculatively of 
heading well below Start-3 levels, even with 
China’s still expanding, if smaller, arsenal to 
contend with. 

The Start process itself, however, has a 
dim future. Almost the only thing Mr Bush’s 
officials feel could usefully be salvaged from 
it are Start-1’s provisions for verification and 
openness. These could be used to monitor 
missile-defence-friendly limits on Russia’s 
multi-warhead missiles, and—assuming 
Russia does not abandon this treaty too in a 
fit of pique at whatever America decides to 
do with the asm treaty—to keep track of 
what Mr Bush’s officials hope could yet be 
“reciprocal unilateral cuts” by both America 
and Russia. The two sides could then codify 
what they had achieved. And if Russia re- 
fuses to go along with that? “So be it,” comes 
the nonchalant reply. 

It is possible that two such radical no- 
tions—limited missile defences and swifter, 
but unilateral, arms cuts—can be made to 
mesh in ways that avoid a big row with Rus- 
sia. It is harder to assess their effect on nu- 
clear proliferation, the problem that first 
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sparked the determination to rethink Amer- 
ica’s strategic defences. 

Although both Russia and China have 
recently signalled a readiness to talk to 
America about missile defences, both say 
they remain deeply hostile to them. Earlier 
this year, Russia’s then defence minister, 
Marshal Igor Sergeyev, accused America of a 
“desire to achieve strategic domination of 
the world”. China recently accused America 
of “unilateral nuclear expansion”. Unlike 
Russia, China is just as opposed to less pow- 
erful regional missile defences, since it fears 
these could be used some day to protect Tai- 
wan against its own missile force. If either 
Russia or China were to react to Mr Bush’s 
plans by deploying lots more nuclear weap- 
ons in an attempt to overwhelm his de- 
fences, others such as India, no doubt fol- 
lowed by Pakistan, might follow suit. 


Anew arms race? 

Similarly, even a “limited” anti-missile 
shield that relied on space-based sensors 
could provoke the speedier development of 
anti-satellite weapons and thus an arms race 
in space. Shortly before he became Mr Bush's 
defence secretary, Mr Rumsfeld chaired a 
commission that concluded that space war- 
fare was virtually inevitable. To “negate the 
hostile use of space” against it, the commis- 
sion said, America would need to be able to 
project power “in, from and through 
space”—a challenge neither Russia nor 
Chinais likely to ignore. 

Back on earth, arms cuts announced by 
one side can add to uncertainty if there is no 
means to check that what is promised is 
done. America is still trying to work out what 
Russia did with the tactical nuclear weapons 
it said it was withdrawing in the early 1990s. 
Verification has value for others too. The 
Start agreements helped China know what 
the bigger powers were up to. Germany and 
Japan, who have renounced nuclear weap- 
ons and are dependent on America’s nuclear 
protection, could be confident that a balance 
would hold. By contrast, Mr Bush’s rejection 
of the test-ban treaty makes it harder to 
know whois up to nogood. 

Mr Bush’s stratagems for stemming the 
proliferation of nuclear, chemical and bio- 
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logical weapons and the missiles that carry 
them are less developed than his plans for 
anti-missile defences and for arms cuts. That 
leads some to worry that he has given up the 
cause. His aides deny this, claiming their ap- 
proach to proliferation will be more “fo- 
cused” and effective. Signals so far are mixed. 

America is leading the drive to try to 
change the sanctions imposed on Iraq, tight- 
ening those on military imports and on the 
revenue from secret oil sales that Saddam 
Hussein can use to buy equipment and ex- 
pertise for his illicit weapons programmes. 
Similarly, although Mr Bush will probably 
continue to explore a potential deal with 
North Korea to end that country’s produc- 
tion and export of longish-range missiles, he 
is likely to insist on tougher checks that any 
deal is holding. And he is expected to press 
Russia and China to curb the flow of missile 
and other technologies to Iran, Pakistan and 
other countries. 

But the new “focus” can blur. An exam- 
ple was Mr Bush’s early effort, in pursuit of 
his promised large tax cut, to chop some of 
the Co-operative Threat Reduction pro- 
grammes that attempt tostem any leakage of 
materials and expertise from  Russia’s 
sprawling nuclear complex. It was Congress 
that insisted that the money for the pro- 
grammes should not be cut. Meanwhile, In- 
dian officials are confident that Mr Bush will 
lift the few sanctions that remain in the wake 
of their 1998 nuclear tests. Were America to 
go a step further, offering India help to make 
its weapons safer, it would probably break 
its own NPT promises. 

Such selective application of the rules— 
indulging friendly India while checking 
North Korea or Iran—would offend those 
who believe that the only way to ensure re- 
spect for the net, and for other international 
weapons-limitation agreements, is to draw 
firm lines against proliferation. Here, too, Mr 
Bush has some hard selling to do. The arms- 
control revolution he proposes—missile de- 
fences, unilateral arms cuts, selective anti- 
proliferation policies—is already causing 
plenty of consternation in its broad outlines. 
But America’s friends, as well as its enemies, 
also know that the devil will lie in the details. 














Missile defence 


President George Bush an- 
nounced plans for an ambi- 
tious anti-missile system to 
protect the United States and 
its allies from missile attack. 
He also promised cuts in 
America’s nuclear arsenal. 


The Pentagon suspended all 
military ties with China, and 
then, hours later, revoked the 
decision, claiming a misunder- 
standing. Ties will be reviewed 
on a case-by-case basis. 


Congress provisionally agreed 
on a $1.35 trillion tax cut 
spread over 11 years. The deal 
came after Mr Bush agreed to 
compromise on his plan to cut 
taxes by $1.6 trillion over ten 





Louis Freeh, the director of the 
FBI, who frequently clashed 
with the Clinton administra- 
tion, resigned, despite being 
asked by Mr Bush to stay on 
until his ten-year term ends in 
2003. 


Mr Bush set up a 16-member 
commission to look at Social 
Security reform. Democrats 
moaned that it was stacked 
with people keen to privatise 
the pensions system. 


Vice-President Dick Cheney 
rejected a request from Pope 
John Paul 1 for clemency for 
Timothy McVeigh, who is 
due to be executed on May 
16th for the Oklahoma City 
bombing. 


Domingo Cavallo, Argen- 
tina’s economy minister, tried 
to banish fears of a debt de- 
fault. He announced tax in- 
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creases and spending cuts 
aimed at meeting a target for 
the fiscal deficit approved by 
the mr. The Fund applauded, 
and said it would speed up 
aid, if needed. 


Mexico’s Zapatist movement 
said it would continue its re- 
bellion, after Congress had ap- 
proved a watered-down ver- 
sion of a law to promote 
Indian rights. The government 
urged the Zapatists to talk, but 
itself criticised the weakening 
of the law. 


The European Union offered 
aid to Colombia, to support 
peace talks with guerrillas and 
to provide alternatives to 
drugs. Together with other do- 
nors, it promised €330m 
($294m). 


In Ecuador, opponents of a 
vaT increase demanded by the 
IMF failed to muster enough 
votes in Congress to cancel it. 


Berber anger 


More than 60 people died in 
riots in Kabylia, Algeria's Ber- 
ber heartland. The riots were 
triggered by the killing of a 
teenager in custody, but re- 
flected the anger of young Al- 
gerians at the lack of jobs and 
houses. President Abdelaziz 
Bouteflika promised an in- 
quiry, but one Berber-based 
party resigned from the gov- 
ernment and the other called 


for peaceful protest. 


Shimon Peres, Israel’s foreign 
minister, went to Cairo and 
Washington, pc, to discuss an 
Egyptian-Jordanian plan for 
an Israeli-Palestinian 
truce. But the violence contin- 
ued. Eight Palestinians and 
one Israeli were killed. Israeli 
tanks destroyed buildings in a 
Gaza refugee camp. Ariel 
Sharon warned of tough new 
measures if the Palestinians 
continued their mortar fire. 


Zambia’s ruling Movement 
for Multiparty Democracy 
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voted to change the constitu- 
tion to allow President Freder- 
ick Chiluba to run for a third 
term in office. In defiance of a 
court order, the party also 
voted to expel Vice-President 
Christon Tembo and eight 
ministers who opposed the 
change. 


In Zimbabwe, President 
Robert Mugabe’s “war veter- 
ans” switched their attention 
from white-owned farms to 
private businesses, occupying 
premises of companies and 
demanding compensation for 
workers that had been laid off 
during the past three years of 
recession. In a pastoral letter, 
the country’s Roman Catholic 
bishops sharply rebuked the 
government for the political 
violence. 


The International Rescue 
Committee, an American aid 
agency, estimated that 2.5m 
people had died from malaria, 
diarrhoea and violence in 
Congo since the start of the 
war in August 1998. Angered 
by a United Nations report ac- 
cusing both Uganda and 
Rwanda of widespread looting 
of Congo's minerals, President 
Yoweri Museveni said he 
would pull out of the Lusaka 
peace process. 


Asian troubles 





A “state of rebellion” was de- 
clared by the Philippine 
government after thousands of 
supporters of ex-President Jo- 
seph Estrada demonstrated 
against his arrest on corrup- 
tion charges. In violent clashes 
in Manila, three protesters and 
a policeman died. 
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After a second vote of censure 
in parliament, Abdurrahman 
Wahid, the winner 18 months 
ago of Indonesia’s first con- 
tested presidential election, 
seemed close to impeachment. 


A delegation from the £u had 
talks with the North Korean 
leader, Kim Jong Il, in Pyong- 
yang, designed to ease ten- 
sions in the Korean peninsula. 
America has suspended talks 
with North Korea started by 
the Clinton administration. 


Anwar Ibrahim, Malaysia’s 
former deputy prime minister, 
sentenced to 15 years in jail for 
corruption and other crimes, 
was refused permission to tra- 
vel to Germany for an opera- 
tion on his spine. 


A plan for Europe 


A document written under the 
aegis of Gerhard Schroder, 
Germany’s Social Demo- 
cratic chancellor, proposed a 
more federal system for run- 
ning the European Union. The 
European Commission and 
the European Parliament 
would both be strengthened, 
while the Council of Ministers, 
where representatives of EU 
governments currently take 
most big decisions, would be- 
come an upper chamber of 
the European Parliament. 





Ethnic-Albanian guerrillas 
killed eight members of Mac- 
edonia’s security forces in the 
most violent incident since 
unrest started in that country 
two months ago. 


Many Orthodox priests prot- 
ested against a day-long visit 

to Greece by Pope John Paul | 
t. He was set to make the trip 
on May 4th. 
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America grows 














America’s GDP grew at an 
annual rate of 2% in the first 
quarter, twice as fast as ex- 
pected. But growth for the 12 
months to the end of March 
slowed to 2.7%, the lowest 
year-on-year growth since the 
first quarter of 1996. 


Car sales in the United States 
fell by n% in April, compared 
with a year earlier, as the 
economic slowdown trumped 
the willingness of manufactur- 
ers to maintain sales by dis- 
counting prices. 


Ecuador dropped its opposi- 
tion to the agreement reached 
between America and the 
European Commission to end 
their long-running banana 
dispute. The commission 
agreed to grant substantial 
preferences to imports of Ec- 
uador’s bananas during the 
EU’s transition to a quota-free 
market. 


Three cases began at the Euro- 
pean Court of Justice concern- 
ing the use of “golden shares” 
by eu member governments 
to veto cross-border take- 
overs of formerly state- 
owned firms. 


Germany's government is re- 
portedly ready to back out of 
| talks on a European take- 
over directive that has been 
12 years in the making. The 

| Germans fear that making it 
harder for managers to create 
“poison pills”, a device that is 
meant to deter hostile bidders 
by reducing the value of a 
company after an offer, would 





| 
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make it too easy for foreigners 
to acquire German companies. 


Hanging up 


British Telecom chipped 
away at its £30 billion ($43 bil- 
lion) debt mountain by agree- 
ing to sell its 20% stake in Ja- 
pan Telecom and its 20% 
holding of J-Phone, a mobile 
subsidiary, to Vodafone for 
¥652 billion ($5.3. billion). Vo- 
dafone acquired a further 10% 
from arar for $1.35 billion, in- 
creasing its holdings in Japan 
Telecom to 45% and in j-Phone 
to 46%. Vodafone’s largesse ex- 
tended to helping sr get out 
of Spain as well as Japan; it 
bought Br’s 17.8% stake in Air- 
tel for £11 billion. 


Vodafone raised £3.5 billion 
($5.1 billion) in a quick-fire 
share placement to help fi- 
nance its clutch of recent ac- 
quisitions. The markets are 
now braced for an even bigger 
rights issue by British Tele- 
com. 





eM. 








yricial Datastream 
EM.TV, a struggling German 
media group, announced 
losses for last year of DM2.8 
billion ($1.6 billion), far higher 
than had been expected. To 
shore up its ailing finances, 
the company plans to sell the 
Jim Henson Company, creator 
of the Muppets, and, as part 
of an earlier rescue package, 
will transfer 20% of its 37.5% 
stake in Formula One motor 
racing to Kirch, another Ger- 
man media group. EM.TV in- 
terpreted losing these sources 
of revenue—for which it had 
greatly overpaid—as “a clear 
signal for a new beginning”. 
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Disharmony 





Objections by European regu- 
lators brought discord to a 
proposed merger between 
EMI, a British music group, 
and BMG, owned by Ger- 
many’s Bertelsmann. Emi had 
attempted to team up with 
AOL Time Warner’s Warner 
Music last year, but the same 
concerns, about an industry 
dominated by four big players 
rather than five, persuaded 
the competition watchdogs to 
block that deal. 


AOL Time Warner began 
talks with NTL, Britain’s big- 
gest cable operator, about a 
possible broadband distribu- 
tion deal in Europe. aoL Time 


| Warner lacks a European dis- 


tribution network but has con- 
tent aplenty with which to en- 
tice NTL, which has 8.5m 
European subscribers. 


General Electric’s planned 
$40 billion takeover of 
Honeywell was cleared by 
American antitrust authorities. 
But the deal is still being scru- 
tinised by the European Com- 
mission. 


Reuters, a business-informa- 
tion group, bid £190m ($272m) 
for part of Bridge Information 
Systems, enhancing Reuters’ 
own transaction services and 
trading technologies. Bridge, 
which is in Chapter u bank- 
ruptcy, accepted the offer, 
subject to confirmation by the 
bankruptcy courts. 


Microsoft admitted that its 
new xP operating software, a 
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marriage of its home and busi- 
ness Windows operating sys- 
tem, would be delayed. A 
June launch date is now out 
of the question; August or 
even next year has been sug- 
gested as more likely. 


The eponymous founders of 
Lernout & Hauspie, a Bel- 
gian speech-recognition soft- 
ware company, together with 
a former vice-chairman of the 
firm, were arrested and 
charged with false accounting 
and manipulating the com- 
pany’s share price. Once called 
Belgium’s “Microsoft”, LaH 
said that it would try to sell 
assets to pay off its prodigious 
debts, though the company 
could go bankrupt first. 


Going, going, gone? 


America’s Justice Department 
said that it would indict a for- 
mer head of Christie’s, Sir 
Anthony Tennant, and the for- 
mer head of Sotheby’s, Al- 
fred Taubman, for an “inter- 
national conspiracy” lasting 
six years to fix commission 
rates. The world’s two leading 
auction houses have already 
agreed to pay out some $512m 
in compensation to clients in 


| connection with a civil suit al- 


leging price-fixing. 


Nomura, a Japanese invest- 
ment bank, offered Compass 
Group, a catering company, 
£1.85 billion ($2.65 billion) for 
its international hotel chain, 
Le Méridien. The bid ex- 
ceeded a previous offer from 
Marriott, an American hotel 
chain, but. still falls short of 
the $2 billion-plus that Com- 
pass had hoped to raise. 


Dow Chemical said that it 
would shed around 4,500 em- 
ployees to help cut costs by 
more than $1 billion, as it 


completes a takeover of Union 


Carbide, a former rival, in a 
bad period for the chemicals 
industry. Union Carbide’s for- 
mer staff are likely to bear the 
brunt of the cuts. 
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More mayhem in Manila 


This week’s events cast a shadow over democracy in the Philippines 


EBELLION, riot or attempted coup? 

Whatever it was that happened in Ma- 
nila this week was almost certainly con- 
nected to the congressional election due on 
May 14th. 

Mostof the politicians who egged on the 
demonstrators—and who are accused of in- 
stigating an assault on the presidential pal- 
ace—were supporters of Joseph Estrada, the 
president ousted in January. They sought to 
capitalise on Mr Estrada’s arrest last week, 
and boost their flagging support before the 
election. And Gloria Macapagal Arroyo, who 
took over from Mr Estrada, is now accused 
of playing politics herself. On May st, after 
thousands of security forces had repelled an 
attack on the palace, she invoked special 
powers, and ordered the arrest of several op- 
position senators without warrant. 

When the demonstrations began last 
week, Mrs Arroyo's initial responses were 
liberal enough. For five days after Mr Es- 
trada’s arrest on April 25th, she allowed his 
supporters to hold large protests in central 
Manila. The arrest itself had been carried out 
by the book, and was based on volumes of 
evidence from the former president's im- 
peachment trial. But however much he may 
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have stolen from the poor, as well as the rich, 
many of them still view Mr Estrada as their 
champion against the prosperous families 
who dominate the country. To his suppor- 
ters, Mrs Arroyo, the well-educated daughter 
of a former president, is just another scion of 
thatelite. 

Although some of the protesters seemed 
genuinely angry, others had clearly been 
paid. Much of their supposedly spontane- 
ous indignation came across as carefully or- 
chestrated. And long before things turned 
ugly, most observers reckoned they knew 
who was leading the band. 

Yet Mrs Arroyo continued to let them 
demonstrate, insisting that free assemblies 
were fine so long as they did not become 
violent or attempt to unseat the government. 
To be safe, she had Mr Estrada transferred to 
a hospital, and then to a barracks. But she re- 
sisted calls by some of her own supporters to 
evict the mobs from the monument that had 
been the focal point of the rallies that top- 
pled Ferdinand Marcos in 1986 and Mr Es- 
trada earlier this year. One anti-Estrada pun- 
dit had accused the crowds of “desecrating 
the shrine” todemocracy, since their “people 
power 111” campaign lacked the purity of the 


previous two popular explosions. Mrs Ar- 
royo did not buy it. 

When a mob of 20,000 eventually 
headed for the Malacanang presidential pal- 
ace, a couple of hours after midnight on May 
ist, it took them several hours tooverrun four 
checkpoints. They were armed with clubs, 
knives, stones and other weapons picked up 
along the way. It took riot squads six hours to 
disperse the attackers, apparently because 
most of the troops exercised restraint: they 
relied largely on tear-gas, water cannon, 
shields and clubs, and shots fired in the air. 
Some, however, were filmed clubbing the 
protesters. Many of those wounded had 
been shotin the legs, suggesting that some of 
the troops had aimed low. At least four peo- 
ple—one policeman and three civilians— 
were killed, and more than 100 were injured. 

Mrs Arroyo reacted to the assault by de- 
claring a “state of rebellion”, in Manila and 
the surrounding area. For this, unlike the 
much more draconian declaration of martial 
law, she had no need to seek congressional 
approval. Citing her new authority, though 
lawyers are challenging the legality of it, Mrs 
Arroyo promptly ordered the arrest of 11 op- 
position politicians without warrants. The 
decision seemed hasty—and all the more so 
when she appeared on television looking 
haggard and exhausted. 

The opponents Mrs Arroyo has picked 
on will not have much sympathy among 
Manila’s middle classes. They include sev- 
eral of the senators who had helped to balk 
the impeachment of Mr Estrada before he 
was thrown out. The first to be arrested, Juan 
Ponce Enrile, is a serial offender, having been 
arrested for trying to overthrow Corazon 
Aquino’s government in the late 1980s. An- 
other, Gregorio Honasan, also led a failed 
coup attempt against Mrs Aquino. 

Nevertheless, their arrests were hardly 
necessary to restore calm to Manila. Edgardo 
Angara, an opposition senator who is not 
among the accused, declared that Mrs Ar- 
royo’s decision had “everything to do with 
party, rather than the merits”. Her actions 
look even more troubling in light of two re- 
cent tendencies. One is the diminutive presi- 
dent’s readiness to use tough language—her 
favourite new word is “crush”—which she 
employs at times almost to dare opponents 
to defy her. The other, closely related, is her 
frequent reference to the “united armed 
forces” that stand behind her. 

United the troops may be, but when put 
to the test Mrs Arroyo works harder to ap- 
pear strong than to appear fair. That may 
prove a sure recipe for a divided nation, 
whatever happens on May 14th. 
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ASIA 
Indonesia 


Strike two 
against Wahid 


JAKARTA 


ARLIAMENT notched up another strike 

in its impeachment efforts this week. On 
April 30th, its members voted decisively to 
send a second censure letter to Indonesia's 
president, Abdurrahman Wahid, accusing 
him, rather vaguely, of breaking state guide- 
lines and the constitution. They must now 
wait until the end of May before they can try 
for strike three, at a special session of the as- 
sembly that elected him, which combines 
the 500-member parliament with 200 other, 
mostly regional, representatives. During that 
special session, which is being pencilled in 
for late July or early August, Mr Wahid’s op- 
ponents plan to end his presidency three 
years early. 

Though the censure motion was techni- 
cally a warning—it raised concerns that Mr 
Wahid is meant to attend to within a 
month—most members of parliament in- 
tend to ditch him no matter how he re- 
sponds. As their effort gathers speed, they 
are wasting less time on the specific charges 
that led to the first censure: that he was in- 








volved in two financial scandals. Whether 
Mr Wahid is guilty or not—a parliamentary 
committee found only circumstantial evi- 
dence against him—those charges were al- 
ways a pretext for ousting him on broader 
grounds. So, unlike the first censure motion, 
the second does not invite the courts or new 
investigators to get involved. The impeach- 
ment drive is an openly political affair con- 
ducted by a political body. 





UTOCRATS love big protests—if they 
happen in other countries. When 
such demonstrations turn violent, Asia’s 
repressive regimes exploit them at home. 
Since 1998, for example, Malaysia’s pro- 
government media have gleefully broad- 
cast images of violent rallies in nearby In- 
donesia. By showing such riots, govern- 
ments hope to erase the distinction 
between criticism and mayhem, and dis- 
courage both. 

Malaysia's government does not take 
any kind of disobedience lightly. It grants 
few licences for free as- 
semblies. When illegal 
ones are planned, police 
detain opposition leaders, 
choke off roads and turn 
cars away from rallying 
points. Peaceful protests, 
especially those support- 
ing the jailed, former dep- 
uty prime minister, Anwar 
Ibrahim, are sometimes 
broken up with tear-gas 
and water cannon. 

Last month, not long 
before a large demonstra- 
tion marking the anniver- 

sary of Mr Anwar’s sen- 





Rabble rousing in Asia 





Jeyaretnam defiant 


tencing, Malaysian police rounded up 
anti-government activists, mostly from 
the opposition Justice Party. The police 
say that the activists were planning terro- 
rism, complete with bombs. They did not 
need any evidence of this. Malaysia’s In- 
ternal Security Act lets the police detain 
people for long periods without trial. 

By these standards, even neighbour- 
ing Singapore is making progress. On April 
28th, around 2,000 people showed up for 
an anti-government rally, the first of its 
kind since independence. The star of the 
show was Joshua Jeyaret- 
nam, an opposition mp (a 
rare breed in Singapore). 
Mr Jeyaretnam will lose 
his seat unless he pays 
hefty debts incurred after 
losing defamation suits. 
Unlike Mr Jeyaretnam, 
many dissidents in Singa- 
pore are afraid to say or 
write anything critical 
about government offi- 
cials. The opening last year 
of a “Speakers’ Corner” 
has not changed this. But 
last week’s rally may be a 
sign of changes to come. 








And Mr Wahid is politically feeble. His 
small National Awakening Party controls 
only 10% of parliament, and all the big parties 
are against him. The most powerful politi- 
cians resent being cut out of his government, 
which at first contained ministers from all 
the big factions. The backbenchers, mean- 
while, are out to assert parliament’s author- 
ity, after 32 years of autocracy under the for- 
mer president, Suharto. 

Moreover, although parliament must 
share the blame for Indonesia’s problems, 
Mr Wahid’s failures during his 18 months in 
office have undermined his authority to 
fight back. As one opposition politician puts 
it, “If he could fix his way of governing, if he 
could mend the economy, if he could stabil- 
ise the nation, if he could save the currency, 
what’s wrong then with maintaining Gus 
Dur?” Gus Dur is Mr Wahid’s nickname. 

Crucially, the Indonesian Democratic 
Party of Megawati Sukarnoputri—Mr Wa- 
hid’s vice-president and constitutional suc- 
cessor—continues to echo these sentiments. 
Before the censure vote, the party stressed 
that the financial scandal was only part of 
the problem. Its real gripe is that Mr Wahid 
has not changed his “attitude, behaviour, 
policies and actions” during the three 
months since the first vote. If Mr Wahid does 
not find a convincing way to give the party 
power, its members will simply take it. 

Mr Wahid has put little effort into bring- 
ing about the necessary compromise. The 
only concession he made this week was to 
ensure that a large rally by his supporters re- 
mained peaceful. That represented at least 
temporary progress: he had recently winked 
at his supporters while they destroyed op- 
position offices, and has hinted that they 
would do worse if parliament unseated him. 
But in a televised address on May 2nd, Mr 
Wahid said little about parliament’s censure 
vote two days earlier. And his efforts behind 
the scenes have been just as cursory. 

== —__s 
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Japan 


Substance or just style? 


TOKYO 


Junichiro Koizumi arouses great expectations. Expect great disappointments 


OLITICS is in crisis. The people despair. A 

dashing reformer appears. The people re- 
joice. The reformer fails. The people despair. 
Never mind the surge of hope that has lifted 
Junichiro Koizumi, Japan’s new prime min- 
ister, into power. Tokyo’s hard-bitten politi- 
cal hacks think they have seen it all before. 

In 1993, a maverick politician, Morihiro 
Hosokawa, took power with promises of re- 
form. By the following April, this bold new 
leader had resigned. Mr Koizumi has Mr Ho- 
sokawa’s looks, charisma and heterodox ap- 
peal, though the match is not perfect: not 
even Mr Hosokawa was as popular. 

Accounting for Mr Koizumi’s instant 
and overwhelming popularity is by no 
means easy. He comes from the same party, 
the discredited Liberal Democrats (LDP), as 
his ridiculed predecessor, Yoshiro Mori. Mr 
Koizumi and Mr Mori even come from the 
same wing of the Lpr, the Mori faction, 
which has a distinctly conservative colour. 

Mr Koizumi has already taken a new 
broom to some corners of Mr Mori’s cabinet 
(see table). But some of Mr Mori’s old dino- 
saurs have won themselves another term in 
office. The two men even share many poli- 
cies: Mr Koizumi’s first job will be to push 
through an economic bundle that Mr Mori 
drew up in April. There is one big difference, 
though. In its final months, Mr Mori’s cabi- 
net had an approval rating in single figures. 
Amazingly, Mr Koizumi’s tops 80%. 

Part of Mr Koizumi’s appeal is his flair for 
theatre. He looks good. He sounds good. He 


plays the press skilfully. Where Mr Koizumi 
has made cabinet changes, he has brought in 
slick performers, like himself: Makiko Ta- 
naka as foreign minister, for instance, and 
Heizo Takenaka, a bouncy academic, as eco- 
nomics minister. Mr Mori was a backroom 
co-ordinator. In the glare of the television 
cameras, he seemed old-fashioned and oaf- 
ish. Mr Koizumi is a thoroughly modern 
politician, with an ear for the right sound- 
bite. There may be fierce resistance to his 
plan to “change Japan”, he says, “but I must 
grit my teeth and face it.” 

Unfortunately, counter the cynics, these 
soundbites are creating unrealistic expecta- 
tions of change. As Mr Koizumi runs into op- 
position to his reform plans—from his own 
party, his coalition partners, bureaucrats 
and businessmen—his ratings will falter and 
he will fail, just as Mr Hosokawa did. Yasuo 
Fukuda, the government's top spokesman, 
seems as uncomfortable with Mr Koizumi’s 
soaring popularity as he was with the cabi- 
net’s dismal ratings when he served under 
Mr Mori. Thank you for the vote of confi- 
dence, Mr Fukuda told reporters this week. 
The new government would certainly do its 
best not to let the people down. 

In the newspapers and on the talk 
shows, meanwhile, the Koizumi revolution 
marches on. He plans to clean up the banks, 
voters are told, and restore competitiveness 
toonce world-beating industries. He will sort 
out the government's debt problem and bal- 
ance the budget. He will overhaul the bu- 
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reaucracy, change education and reform the 
legal system. He will even rewrite the con- 
stitution. There will be nothing sacred in his 
zealous pursuit of structural reform. 

Mr Koizumiclearly over-reaches himself 
a bit. But those who patiently wait for him to 
honour his extravagant promises may be 
missing the point about what has really 
changed in Japan. It is not just the tpp’s old- 
fashioned policies that turn off the voters, 
but its stubbornly old-fashioned way of con- 
ducting politics. Its policy presentation is ex- 
ecrable. Its leaders are old and unattractive 
and they mumble their lines, even when 
they read their speeches. Regardless of the 
substance, on which the jury is still out, Mr 
Koizumi represents a new style of politics in 
Japan. His rise to power is a sign that Tokyo's 
spin-free political world has at last woken 
up to the role that the media play in politics 
everywhere else. 
PENE a E mes j 


Sri Lanka 


Tiger teeth 


66 AN ATTACKING force always sustains 
more casualties,” said a Sri Lankan 
army commander, seeking to dismiss the 
army’s large losses in an attack on Tamil Ti- 
ger rebels. The army said 157 of its soldiers 
and 190 rebels had been killed. The Tigers 
said it had killed 300 soldiers for the loss of 48 
of its own fighters. Whatever the true figure, 
it was a ferocious battle. Worse, the army ap- 
peared to have gained nothing from it. 

It had apparently aimed to capture the 
town of Pallai as a prelude to retaking the 
more important Elephant Pass, a causeway 
linking the Jaffna peninsula to the southern 
mainland. Last year the army lost control of 
the pass in its worst defeat in the 18-year civil 
war. Without this land route, the govern- 
ment can supply its troops in the Tamil- 
dominated peninsula only by sea or by air. 
An offensive, named Rod of Fire, started on 
April 25th immediately after the Tigers had 
ended a unilateral truce. The Tigers put up 
strong resistance, forcing the troops, drawn 
mainly from the majority Sinhalese popula- 
tion, to retreat to their original positions in 
Nagar Kovil, Eluthumadduval and the Kilaly 
lagoon. On April 28th, it was all over and 
both sides were disposing of their dead. 

The debacle has panicked the govern- 
ment. The stalling of a major offensive led by 
the cream of its recently modernised armed 
forces has exposed the precariousness of its 
grip on the peninsula, which was wrested 
from the Tigers only in 1996. The govern- 
ment’s earlier claim that the Tigers had 
called their ceasefire out of military weak- 
ness is looking increasingly hollow. 

This could explain the hasty arrival in 
Colombo this week of Erik Solheim, a Nor- 
wegian envoy trying to bring an end to the 
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war, which has claimed an estimated 64,000 
lives. The government no doubt fears an at- 
tempt by the Tigers to retake Jaffna city, once 
their stronghold. Mr Solheim is one of the 
rare outsiders the Tigers seem to trust. The 
government may be hoping that he can per- 
suade the rebels to desist from attacking the 
city. However, even Mr Solheim may be un- 
able to soothe the Tigers in their present 
fighting mood. They are anyway annoyed 
with western countries for ignoring their 
pleas to press Sri Lanka to match their cease- 
fire. Instead, the Tigers fume, the United 
States lectured them on the futility of their 
cause, while the British government made 
them close their office in London. 

If the Sri Lankan government wants the 
Tigers to discuss peace, it may have to agree 
to their pre-talks demands, including the lift- 
ing of economic restrictions on Tiger-con- 
trolled areas, and a ceasefire. The alternative 
could be the loss of Jaffna, strengthening the 
tigers’ case for self-determination leading to 
a separate Tamil state. 

a 





India 


Stalin’s sickles 


DELHI 


HE well-being of 202m people may be at 

stake, but it is hard not to dwell on the 
theatrical side of next week’s elections in five 
states. In two, West Bengal and Kerala, the 
governments are led by avowed hammer- 
and-sickle Communist parties; in another, 
Tamil Nadu, a fellow named Stalin (not, in 
fact, a Communist) has a central role. 

The main challengers in the two biggest 
states are women of notoriety. In Tamil 
Nadu, ex-film star, ex-chief minister and 
convict, Jayaram Jayalalitha, may well un- 
seat the government led by Stalin’s father, 
even though she has been banned from 
standing because of her corruption convic- 
tion. Meanwhile in West Bengal, the temper- 
amental Mamata Banerjee, who may have 
great flair for politics but showed none for 
administration during a spell as railway 
minister in Delhi, has a good chance to end 
24 years of Communist rule. Most observers, 
however, think she will just miss. 

By rights Bengalis should have become 
tired of a quarter-century of Communist 
rule. But the Communists have a strong rural 
organisation and a new chief minister, who 
is relatively young by the standards of his oc- 
togenarian predecessor. Miss Banerjee, who 
is impregnable in Calcutta but less so else- 
wherein thestate, has failed to unite the anti- 
Communist parties. 

The main interest in May 10th’s elections 
lies in the clues they will offer to, and the im- 
pact they will have on, the opinions of In- 
dian voters about the two main parties, the 
Bharatiya Janata Party (sje), which rules at 
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Europe discovers North Korea 


SEOUL 


N ANOTHER contact with the real 

world, North Korea’s leader, Kim Jong Il, 
received a delegation from the European 
Union on May 2nd. It got the sort of old- 
fashioned welcome to the capital, Pyong- 
yang, that other communist states always 
used to put on. Hundreds of women 
dressed in national costume and waving 
pink plastic flowers chanted the words 
“Sincere Welcome”. Goose-stepping sol- 
diers reminded the delegation thateven in 
poor North Korea the army is well looked 
after. Then the Europeans were wined 
and dined. Mr Kim pleased his visitors 
with a pledge to maintain his moratorium 
on missile-testing until 2003. 

The delegation was led by Goran Pers- 
son, the prime minister of Sweden, which 
holds the presidency of the eu. North Ko- 
rea may have a soft spot for Sweden, 
which was one of the few countries to 
keep up diplomatic ties during the cold 
war. Probably a bit of extra warmth was 
needed for this visit. The backslapping 
that took place last year, with visits by 
South Korea’s president and America’s 
then secretary of state, now seems rather 
distant. Since George Bush took over from 
Bill Clinton, things have cooled between 
North Korea and the United States. 

The State Department says that North 





the head of an unwieldy coalition, and the 
opposition Congress party. 

The stakes are higher for Congress than 
for the ruling Bp, according to E. Sridharan of 
the University of Pennsylvania Institute for 
Advanced Study of India in Delhi. Congress 
has a good chance to take power in two 
states, Kerala (where the Communists are in 
power, but vulnerable) and Assam, where 
the incumbent government is trying to save 
its skin by linking up with the Hindu- 
nationalist syr, to the alarm of the state’s 
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Korea sponsors international terrorism, 
and Mr Bush’s enthusiasm for an anti- 
missile shield is ostensibly directed at 
North Korea’s missile production. Even 
more to the point, Mr Bush says he wants 
tosee North Korea reciprocate in response 
to concessions made by others, not just 
promise later changes. And the iciness has 
spread. The North ended talks with the 
South after the South’s president visited 
Washington in March. 

South Korea, though, seems deter- 
mined to keep up its “sunshine” di- 
plomacy with the North. It plans to ship to 
its impoverished neighbour 200,000 
tonnes of fertiliser this spring, and more 
economic aid may be in store if Kim Jong Il 
makes his promised visit to the South this 
year. But Mr Kim will have to bring a 
present, which South Korean officials 
hope will be some tangible ways to reduce 
tensions on the peninsula. A military hot- 
lineand an exchange of military officers to 
observe how each command works 
would be a start. 

With a presidential election in the 
South less than two years away, the 
North's leader has little time to waste. The 
next southern leader may be less generous 
with the sunshine. That perhaps was the 
message Mr Persson took to Pyongyang. 





many Muslims. 

Success in either state or both would pro- 
vide a much needed buffing for its tarnished 
credentials as the leading opposition party at 
the centre. The Byp’s highest hope, by con- 
trast, is its proposed alliance in Assam with 
the Asom Gana Parishad. It has nowhere to 
go but down. 

The elections are not directly a referen- 
dum on the performance of the yr. Only in 
Tamil Nadu is the ruling party a member of 
the national alliance. And there, despite her 
legal handicap, the opposition leader Miss 
Jayalalitha has two near-constants of Indian 
politics in her favour, disenchantment with 
the state government and pre-poll alliances. 
Such friendships are fleeting: on a whim a 
party leader can shift the votes of a caste 
grouping from onealliance to another. In this 
election Miss Jayalalitha’s lot is expected to 
benefit from the votes of Vanniyars, a poor 
caste prominent in northern Tamil Nadu 
whose leader deserted the national alliance 
shortly before the election. 

But if the pyr is not directly in the firing- 
line this time, its moment is soon to come. Its 
big test will be when its government in Uttar 
Pradesh, the biggest state in India, faces the 
voters. That is likely early next year. 
Le j 
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Coming to a neighbourhood 
near yOu 


NEW YORK 


A small hitch with America’s policy of imprisoning more people than any 
other country on the planet: most have to be released at some point 


OSE VASQUEZ has a scar on his right 

cheek and a conviction for accidental 

manslaughter. Arrested at the age of 16, he 
was convicted as an adult and locked up for 
seven years in an upstate New York prison. 
He should have been released earlier, but the 
prison authorities dished out “disciplinary 
sanctions” for a series of fights. At first that 
meant solitary confinement; then, for sev- 
eral months, being locked in his cell for 23 
hours a day. The parole board twice put off 
his release. Now Mr Vasquez is 25 years old, 
has been free for two years, but must do at 
least two more years of parole. Still, he counts 
himself “pretty fortunate”. 

He was lucky because prison, eventu- 
ally, turned his life around. “Prison made me 
realise I made a mistake, it really moulded 
me.” Inside, he passed a high-school exam, 
then a college degree. In solitary confine- 
ment he read “poetry, novels, spy stories, a 
lot of stuff, some Freud,” and started to write. 
After a couple of years of casual jobs, he now 
works at the Osborne Association, a New 
York group that helps ex-inmates to find jobs 
and homes. Last year it placed 1,162 ex-pris- 
oners with local employers—not bad, con- 
sidering that its average client is 33 years old, 
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has only a sixth-grade education and has 
done four years behind bars. 

Few are as lucky as Mr Vasquez. Each 
year, hundreds of thousands of people leave 
America’s prisons, but only a few thousand 
get help from groups such as Osborne. Most 
are ill-prepared for life outside, educated in 
little else but how to commit crimes more ef- 
ficiently. Outside his job, Mr Vasquez unsur- 
prisingly avoids cellmates who might lead 
him into “shady ways”. 

States seem to put far more effort into 
locking up people than trying to reform 
them. In New York, Governor George Pataki 
has madea point of cutting prisoners’ educa- 
tion and other services. Today, Mr Vasquez 
would be unable to “mould himself” with a 
college degree in prison. And, although 
vastly more criminals are jailed for drug of- 
fences than in the past, many states have cut 
efforts to rehabilitate inmates. The number 
of inmates in drug programmes dropped 
from 201,000 in 1993 to 99,000 in 1998. 

As the economy turns down, jobs will be 
harder to get; and there is an ever-rising 
number of ex-prisoners chasing them. Anes- 
timated 614,000 people will leave prison this 
year, says the Bureau of Justice, compared 


with 423,800 in 1990 and 156,400 in 1980. In 
all, there are now nearly 4.5m people on pro- 
bation (served instead of detention) or on 
parole (served after detention). 

This army of ex-cons is the final, perhaps 
unforeseen, stage of the country’s love affair 
with mandatory sentencing. Ever since the 
mid-1980s, politicians have won votes by 
promising to get tough with criminals. The 
most prominent effect has been in the law 
courts: limiting the discretion of judges to 
make the punishment fit the crime, and im- 
posing harsh minimum terms. Between 1986 
and 1997, average prison sentences (in fed- 
eral prisons) increased from 39 months to 54 
months. 

California’s “three strikes” rule, which 
enforced a prison sentence for anybody 
caught committing a third felony (no matter 
how small), drove more into prison. Punish- 
ments for drug offences have been particu- 
larly severe. Drug-dealers can expect five- 
year or ten-year terms if caught. And the de- 
finition of drug-dealing is a harsh one, 
sweeping in spouses of dealers, whose crime 
may be simply failing to shop their hus- 
bands. Drug convictions are the reason for 
the massive growth in prison numbers. 

Once behind bars, inmates find it 
increasingly difficult to get out early. Parole 
boards are stricter than ever, quickly return- 
ing criminals to complete their sentences if, 
for example, they are found to be taking 
drugs. And, since prisoners are less likely 
than before to get time off for good behav- 
iour, they have less incentive to behave well. 

The result: America’s prison population 
has boomed, to roughly 2m. One person in 
142 is behind bars, up from one in 218 a de- 
cade ago. America not only has more people 
in prison than anywhere else, but a higher 
incarceration rate (it recently passed Russia). 
It now spends $40 billion a year, roughly 
$20,000 per prisoner, on keeping offenders 
behind bars. 

What is the effect of having so many 
people passing through the prison system? 
Some argue that prison has helped to reduce 
the country’s crime rate, which has been 
dropping steadily for a decade, by as much 
as 8% a year. James Wilson, a criminologist at 
the University of California in Los Angeles, 
points out that the median number of of- 
fences committed each year by those going 
to jug is now 12. 

Others, such as Alfred Blumstein, a pro- 
fessor at Carnegie Mellon, say that locking 
people up only partly explains the drop in 
crime. The rest is accounted for by changing 
economic fortunes, by shifting demography 
(when there are fewer young people, there is 
less crime), and by new fashions in drug 


27 


UNITED STATES 


abuse (crack cocaine is out of vogue, so the 
violence associated with its sale has de- 
clined). 

Either way, with more people leaving 
prison, there are more ex-convicts in society. 
Just as enthusiasts for tough sentences once 
sought to tie the prison population to lower 
crime rates, now opponents argue that it is 
spells in prison that are helping to increase 
criminal behaviour. Recidivism rates have 
not changed for decades, but there are far 
more ex-convicts: roughly two-thirds of the 
ex-cons are likely to be rearrested within 
three years, and 40% will probably go back 
behind bars. 

This debate will rumble on—not least 
because it is impossible to prove the deter- 
rent effect of tougher sentences. But two 
things are happening. First, the crime rate 
has begun to edge up again in some places. In 


all, crime dropped by only 0.3% last year, 
much less than in recent years. In bigger cit- 
ies, such as New York and Los Angeles, viol- 
ent crimes such as murder (which tend to 
lead the way for other crime trends) are be- 
ginning to rise again. Some of that may be ex- 
plained by a demographic bulge in young 
people, but it could also be explained by the 
large number of ex-cons in society. 

Second, in a delayed reaction to the gen- 
erally lower crime rates of the past decade, 
the prison population is beginning to peak. 
Having risen on average by 5.6% for the past 
decade, last year it grew by only 2.3%, the 
lowest annual increase since 1971. In several 
states, including New York and Massachu- 
setts, the number of people coming out of 
prison already exceeds the number going in. 

How this will affect public opinion re- 
mains to be seen. For most of the past de- 





|A tax cut beckons 


WASHINGTON, DC 


ALF a loaf is better than no loaf at 

all—particularly when the half is 
more like four-fifths and the loaf in ques- 
tion is worth $16 trillion. On May 1st, Re- 
publican and Democratic leaders ham- 
mered out a compromise over the budget 
that clears the way for a $1.35 trillion tax 
cutover the next 11 years. The agreement is 
still non-binding: Congress gets down to 
the nitty-gritty in the summer. But it gives 
thestrongestindication yet of the shape of 
the final budget. 

George Bush had to compromise over 
both the size and the timing of the tax cut. 
Lobbying senators for his original package 
of $1.6 trillion over ten years until the last 
moment, he encountered stiff resistance 
from a centrist block of 14 Democrats and 
two Republicans. He accepted a Demo- 
crat-inspired stimulus package of $100 bil- 
lion in immediate tax refunds and rebates 
to help pep up the economy. (The presi- 
dent's plan called for a gradual introduc- 
tion of tax cuts over five years.) And he 
will almost certainly have to compromise 
a bit over expenditure, with spending in- 
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Two track mind 





creases likely to exceed Mr Bush’s 4% tar- 
get by a point or two. 

But this represents a significant vic- 
tory for the president. A $1.35 trillion tax 
cut would be the biggest in two decades, 
more than double the $500 billion chop 
proposed by Al Gore. It would probably 
also contain several right-wing shibbo- 
leths, such as a doubling of the child tax 
credit, relief from the marriage penalty 
and repeal of the estate tax. 

The odds are much more heavily 
stacked against tax-cutting today than 
they were two decades ago. Ronald Rea- 
gan rode into office on the back of a huge 
tax revolt having won the presidency 
overwhelmingly. Mr Bush embraced tax 
cuts for internal party reasons—the hard 
right never forgave his father for breaking 
his “no new taxes” pledge—and struggles 
with the fact that most voters, when asked 
what they want todo with the surplus, say 
they do not want taxes to be cut. 

Two Bush qualities have been to the 
fore. The first is his shameless opportun- 
ism. He has seized on every stray bit of 
economic news, from wor- 
ries about giant budget sur- 
pluses to fears of imminent 
recession, as evidence that 
America needs a tax cut. He 
risked talking down the 
economy for the sake of his 
number-one priority. The 
second quality is his relent- 
less focus on a small num- 
ber of big issues. For a lazy 
frat boy who had every- 
thing handed to him on a 
plate, Mr Bush has decent 
powers of self-discipline. 
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cade, Americans have believed (wrongly) 
that the crime rate has been rising. They have 
generally supported building more prisons, 
partly because this brings jobs, but also be- 
cause of their punitive effect. The reintro- 
duction of chain-gangs, or dressing inmates 
in pink uniforms and giving them mind- 
numbing work, are all popular. 

Ina new book on prisons, “Going up the 
River: Travels in a Prison Nation” (Random 
House), Joseph Hallinan cites surveys show- 
ing that, 30 years ago, most Americans saw 
the purpose of prison as rehabilitation. Now 
they say it is punishment. Among the fruits 
of that policy are the bulging penitentiaries 
across the country—and the flood of ex-cons 
now hitting the streets. 

m 





Public transport 


Bus tussle 


LAS VEGAS 


pes two big diesel engines, up on 
blocks for a service, the depot manager 
nods approvingly. “Good warhorses”, he 
calls them. At Atc/Vancom’s depot on the 
northern side of Las Vegas, reliability is es- 
teemed. This private bus firm, which has op- 
erated Citizens Area Transit in Las Vegas 
since 1993, has cut costs, increased the num- 
ber of passengers on the city’s buses three- 
fold, and added new routes beyond theStrip. 
Drivers even carry their own tool kits for do- 
ing repairs on the road. 

Cities expect such flexibility and effi- 
ciency when they turn the operation of pub- 
lic transport over to private firms. These 
benefits can come, however, at the expense 
of drivers and other workers, who find their 
wages cut to save money. A recent book* by 
Jonathan Richmond, a transport expert, ar- 
gues that politicians too often see only one 
side of the equation. 

Las Vegas had an unusually peaceful 
transition to a single private transport firm, 
since itnever had a public system. In Denver, 


* “The Private Provision of Public Transport”. A. Alfred 
Taubman Centre for State & Local Government, Harvard 
University, 2001. 
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One day their bus will come 


by contrast, the experience was rough. In 
1988 a Republican state senator set out to cut 
40% of the operating costs of regional trans- 
port with a bill to privatise the entire system. 
State Democrats, prompted by unions fear- 
ful for their members’ wages, leapt to oppose 
the bill. The outcome was privatisation of an 
arbitrary 20% of the system, increased a few 
years later to 35%. 

Drivers’ wages in Denver have fallen so 


steeply, as a result of firms competing for 
bids, that the bus firms now find it hard toat- 
tract and retain good workers. arc, which is 
alsoacontractor in Denver, has an employee 
turnover there of 170% a year. One firm won 
acontract with a notoriously low bid, only to 
leave a few months after starting operations 
because it could not find enough reliable 
drivers at the wages it was offering. 

In Los Angeles, state Democrats have 
helped preserve the bloated public Metro- 
politan Transportation Authority (MTA) 
from privatisation. One large chunk of the 
region’s transport was carved off from the 
MTA with the creation in 1989 of the Foothill 
Transit zone, covering much of the eastern 
part of the city. Again, local conservative 
politicians pushed it through. The result has 
been better service but, again, lower wages 
and higher turnover among drivers. 

The unions have now worked on politi- 
cians to resist any more inroads into the 
mrta’s territory. Democratic legislators in Sac- 
ramento, the state capital, drafted a bill in 
1999 that blocked the expansion of Foothill 
and the planned creation of a new zone in 
theSan Fernando Valley, which covers much 
of northern Los Angeles. Gray Davis, the 
governor of California, vetoed the bill. But 
last year Mra workers wenton strike, and the 
unions assured the governor that the strike 
would end once the bill passed; so Mr Davis 
signed a new version in September. 

Just west of the mta’s territory, in Santa 
Monica, another public-transport authority 
offers an example of good service without 
the enmity of unions. It runs buses at roughly 
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the same hourly cost as in the private Foot- 
hill zone, but gives its drivers comparable 
pay and benefits to those in the Mra. Santa 
Monica, suggests Mr Richmond, shows that 
smaller operations are the model. 

Defenders of the mra reply that Santa 
Monica, a middle-class beach town, offers 
less of a challenge than central Los Angeles. 
But splitting the monolithic ma into a series 
of smaller operating divisions with autono- 
mous management would allow more inno- 
vation. One hopeful sign for Los Angeles is 
that John Catoe, the director of transport ser- 
vices in Santa Monica, is a strong contender 
to become the next head of the mra when 
the job comes up later this year. The decision 
will be in the hands of the new mayor of Los 
Angeles, who is to be elected on June 5th. 
Both candidates are Democrats; but, if they 
can swerve from their party lineon thest 
subject of buses, their constituents may 8) 
thank them for it. “a 





Civic trophies 
In memoriam 


BALTIMORE AND ST LOUIS í 


T THE end of last month, psiNet, a once 
promising Internet hosting company, 
was tossed off the Nasdaq market. Bank- 
ruptcy looms. Ignominy should follow. In- 
stead, the company will retain its visibility 
through what is becoming the ubiquitous 
symbol of dashed corporate promise: a 





At last, justice in Alabama 


BIRMINGHAM 


OR the past 38 years, Chris and Maxine 
McNair have lived with a void. Their 
daughter Denise was one of four little girls 
killed in the bombing, in 1963, of the Six- 
teenth Street Baptist Church in Birming- 
ham, Alabama. It was 14 years before Rob- 
ert “Dynamite Bob” Chambliss, a member 
of the Ku Klux Klan, was convicted 
for murder in the case; it has taken 
24 more for a second Klansman to 
be found guilty. On May ıst, a jury of 
eight whites and four blacks con- 
victed Thomas Blanton of the 
bombing on four counts of first-de- 
gree murder. Justice can move very 
slowly in the South. 
When the crime occurred, the 
FBI found no pieces of the bomb. 
Witnesses who could have shed 
light on the case died long before 
this trial began. Closed mouths did 
the rest. In the end, Mr Blanton in- 
criminated himself in secret tapes 


On one tape, he said: “They ain’t going to 
catch me when I bomb my next church.” 
Mr Blanton continually denied any 
connection to the bombings. He also de- 
nied that he was part of a hard-core group 
of Klansmen. That is not surprising: Klans- 
men take oaths of secrecy never to divulge 





made by the rst in the mid-1960s. Thomas Blanton, 38 years late 
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the group’s activities, its covert signs or the 
names of other members. The tapes, said 
his lawyers, proved only that he was a bad 
man, not a killer. They plan to appeal 
against his life sentence. 

Tuesday’s judgment has been called a 
victory both for civil rights in the South 
and for a new group of energetic prosecu- 
tors who want to re-examine unsolved 
crimes from the years of the civil-rights 
struggle. Even the Birmingham case 
could have another chapter. An al- 
leged accomplice, Bobby Frank | 
Cherry, now 71, was supposed to 
stand trial as a co-defendant with 
Mr Blanton. Prosecutors postponed 
his case because of ill-health, but he 
could stand trial if he recovers. 

As more of these cases appear in 
southern courts, the South likes to 
think of itself as proudly facing the 
bad ghosts of its past with new- 
found vigour. Other parts of Amer- 
ica, and the world, may well be 
more struck by the extraordinary 
length of time it has taken to bring a 
race-murderer to book. 
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name draped across a big sports stadium. 

Sports stadiums—the cathedrals of 
many cities—were once named after either 
the town where they were built (Cleveland 
Stadium), the family that built them (Ebbets 
Field in Brooklyn), the team that played in- 
side (Yankee Stadium), or fallen war heroes 
(Soldier Field in Chicago). Nowadays, the ca- 
thedrals have become corporate billboards; 
and the performance of the sponsors indi- 
cates that the gods of sport are angry. 

The deal that changed things was argu- 
ably between Schaefer Brewing and the New 
England Patriots in 1971. Schaefer’s payment, 
a whopping $2m at the time, helped to build 
the football team’s new stadium. Schaefer 
Field delivered a certain amount of publicity. 
But it did not do the trick (possibly because 
exposure without context is often worth- 
less), and the brewer has since disappeared. 

In 1999, psiNet pledged $106m for a 20- 
year contract to blazon its name on the Balti- 
more Ravens’ new stadium. The team duly 
won the Superbowl, but psiNet is fighting for 
its life. Last year, troubled Trans World Air- 
lines (rwa) met the same fate. It paid $36.7m 
in 1995 for the naming rights of the Trans 
World Dome. The stadium’s tenant, the St 
Louis Rams, won the Superbowl, and Twa 
went into bankruptcy. 

A coincidence, no doubt. But, a few 
blocks away from the dome, the local hockey 
team plays in a stadium that received $72m 
to carry the name of another technology 
company, named Savvis, whose largest 
shareholder, Bridge Information Systems, is 
now bankrupt. In Miami, the Dolphins frolic 
in the Pro Player Stadium, named after an 
underwear manufacturer whose elastic has 
snapped. In Sacramento, the professional 
basketball team plays in the Arco Arena, 
named after acompany that no longer exists. 
Conseco, a troubled insurance business, 
Bank One, which is in the midst of an exten- 
sive restructuring, and Oldsmobile, which 
will soon cease to be a car marque, all have 
their names on stadiums. 

Technology firms are especially vulner- 
able. mci, 3Com, Ericsson and Qualcomm 
have all bought naming rights, only to see 
their shares tank afterwards. Soon the New 
England Patriots will move intoa reconstruc- 
tion of Schaefer Field, sponsored by cma, 
another Internet firm, whose stock price has 
gone offside. Even so, CMGI will pay almost 
$8m a year for the next ten years. 

So why risk angering the gods of sport? 
Often, sponsorships come with extras: for 
instance, the kind of well-situated tickets 
that cannot be purchased at the box office. 
For managers of bust companies, the idea of 
finally having enough time to watch a game 
under the old logo may be a form of solace. 
There is also the promotional value—as will 
surely be explained by the next manager 
who takes over the naming rights when the 
current terrific deals expire. 

— M 
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The Colombian diaspora 
Miami nice 


HE day after Fernando Botero, Colom- 

bia’s most famous artist, donated his art 
collection to his native country, his son Juan 
Carlos, a political journalist, felt he had to go 
abroad. A newspaper put the value of the el- 
der Mr Botero’s gift at $200m. That made his 
son, Juan Carlos, an obvious target for kid- 
nappers. The younger Mr Botero tried to take 
precautions, varying his schedule and driv- 
ing a bullet-proof car. But in the end he had 
to leave. 

He headed for Miami—where he has 
found he is not alone. Tens of thousands of 
middle- and upper-class professionals and 
entrepreneurs have fled there. Around 1.5m 
Colombians have been displaced from their 
homes by violence in the past five years; last 
year, kidnappers took a record 3,707 people 
hostage. “Colombians love their country,” 
says Bruce Bagley, of the University of Mi- 
ami. “But you can’t live like that.” 

The Colombian government estimates 
that some 800,000 people have left the coun- 
try in the past four years. Last year, around 
366,000 applied for non-immigrant United 
States visas, more than double the number 
who applied in 1997. Around 250,000 trav- 
elled to the United States on tourist visas 
(three quarters of them to Miami). 

Although most Colombians seek other 
means of staying in the United States—such 
as student visas, or temporary work permits, 
Colombians are now second to Chinese in 
applying for political asylum. In the fiscal 
year ending on September 3ist, they made 
2,747 applications for political asylum (com- 
pared with 427 in the previous year); and 
there were 1,447 cases in the first quarter of 
the current fiscal year. Two-thirds of these 
cases are being approved. 





Miserable about leaving Bogota 


Spanish-speaking Miami—closer to Bo- 
gota than it is to Denver or Los Angeles—is 
the logical destination for these profes- 
sionals. Colombian newspapers and maga- 
zines are full of advertisements for Miami 
properties. Greater Miami is now home to 
around 130,000 Colombians (around a third 
of the total in America). They are the second- 
largest immigrant group in Miami after Cu- 
bans. Colombian radio stations in Miami are 
overtaking Cuban ones as leaders in the 
Spanish-language market. 

Miami is also getting lots of Venezuelans, 
many of them professionals driven out by 
President Hugo Chavez’s erratic economic 
policies. Venezuela’s cpp fell by 7% in 1999, 
and billions of dollars of capital have fled the 
country in the past 18 months. In Key Bis- 
cayne, a wealthy island just off downtown 
Miami, Venezuelans are the main buyers in 
the beachfront Ocean Club condominium, 
where the average price of an apartment is 
$ım; they have also helped drive up house 
prices by 25% in the past year. Argentines, 
fleeing their country’s economic gloom, are 
supposed to be the next arrivals. 

The new Latin American arrivals range 
from a doctor who makes a living delivering 
pizzas, and a construction engineer who 
used to build roads and bridges for sr, a Brit- 
ish oil group, until guerrillas kidnapped him 
for three months, to the working-class Co- 
lombians who pack the Apostolic Mission of 
Christ, which offers cut-price legal services 
to new immigrants. Until recession drove 
away his customers, Sergio Bueno was an up- 
and-coming bank manager in Bogota han- 
dling small-business accounts. Now he runs 
a valet-parking operation. In his spare time, 
he isa day trader on the Internet. 

Miami has become the capital of the In- 
ternet and telecoms business aimed at Latin 
America. This is partly because it is a good 
base for any sort of pan-American business. 
But it is also partly a function of the number 
of young well-educated Latin Americans 
flocking to south Florida. 

The United States occa- 
sionally tries to deter this 
embarrassment of riches. It 
recently announced that 
anyone who had paid a va- 
cuna (protection money to 
gunmen) would be ineligi- 
ble for political asylum on 
the basis that he or she had 
helped a terrorist organisa- 
tion. This curious interpre- 
tation is being contested by 
some Colombian-Ameri- 
can groups. However, for 
most Colombians in south- 
ern Florida, the merest 
mention of vacuna is an- 
other reminder of why they 
wanted to leave their coun- 
try in the first place. 
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The Kerrey affair 


66 TIS well that war isso terrible, else we should grow too fond of 

it?” The words of Robert E. Lee stand as the best comment not 
only on Bob Kerrey, the former presidential candidate accused of 
having committed a war crime 30 years ago, but of a more recent 
policy: that of handing over suspected war criminals to tribunals. 
As America anguishes over the revelations, the idea of drawing a 


' solid line between what is permissible and unacceptable in war 


looks ever harder to do. Meanwhile, Lee’s words also contain a 
warning: that dreadful as one bloody night in Vietnam now ap- 
pears, it at least forces combatants and the public to confront the 
moral horrors of war in ways that may become impossible with 
the warfare of long-distance aerial bombardment. 

The basic facts of the Kerrey af- 
fair are shocking enough to divide 
America, even without the pres- 
ence of a man who has been seen 
as a war hero. On the night of Feb- 
ruary 25th 1969, Mr Kerrey led a 
team of navy sEALs to Thanh 
Phong, a village on the Mekong 
delta, where they believed Viet- 
cong guerrillas were meeting. At a 
hut on the outskirts, they found 
five people and executed them to 
prevent them jeopardising the 
mission. Mr Kerrey claims the vic- 
tims were men. Gerhard Klann, the 
most experienced member of the 
team, says the five were three chil- 
dren and their grandparents—and 
that Mr Kerrey knelt on the grand- 
father while Mr Klann sliced his 
head almost clean off. 

The team then began moving 
towards the village. At this point, 
according to Mr Kerrey and five 
other members of the team, they were fired upon. They retaliated 
from 100 yards with heavy weaponry (a report filed afterwards 
Says 1,200 rounds were expended). But when the team came to the 
huts, they found that all the victims—14 or 15 people—were 
women and children. None was armed. 

The killings are not disputed. But Mr Klann says they hap- 
pened differently. Mr Kerrey’s team, he says, searched the huts, 
gathered the villagers together, and executed them. Mr Klann 
claims the seats fired at close range for 30 seconds, waited, then 
fired again to silence the wounded and the babies. The navy report 
simply lists 21 Vietcong killed in action. 

Given our current state of knowledge, it is not possible to know 
which story is true. The case against Mr Kerrey is stronger than his 
supporters have allowed. The bodies were found in a heap, which 
is consistent with Mr Klann’s accusations. Two Vietnamese who 
say they were eye-witnesses have corroborated his claims. 

Still, enough doubt remains for Mr Kerrey to get the benefit at 
the moment. The only unquestioned bit of evidence comes froma 
villager who filed a complaint about the killings the next day. His 
version chimes better with Mr Kerrey’s than with Mr Klann’s. A 
navy report says two Chinese carbines were found the next day in 
the area, giving weight to Mr Kerrey’s story. Above all, part of Mr 
Klann’s account cries out for explanation. He claims the women 
and children were killed to prevent them disclosing the team’s 
presence to nearby Vietcong. But the seats fired a deafening bar- 
rage, including armour-piercing rockets and grenades, that would 








have certainly alerted anybody in the area to their presence. 

It is tempting to end the discussion there. One day, more facts 
may make it possible to decide which account is true. But at any 
event, the two versions must remain separate. Either a war crime 
was committed or it wasn’t. ; 

Yet the dreadful truth of the incidentis that the closer you look, 
the more the bright line between war crime and tragic mistake be- 
gins to darken. Say that Mr Kerrey is right. On his own account, hée - 
ordered his team to fire in pitch darkness into a village which, he 
might reasonably be expected to know, was full of women and | 
children. The deaths were not so much a mistaken by-product of 
self-defence as an inevitable part of it. It is hard to see how this dif- 
fers from the reckless endanger- 
ment of civilian life seen in, say, the 
Russian bombardment of Grozny. 

What if Mr Klann’s account is 
true? The deliberate slaughter of ci- 
vilians would, by the rules of war, 
be a crime. And so, arguably, was 
the firebombing of Tokyo or the 
destruction of Hiroshima or Dres- 
den—which all involved targeting 
many more civilians and, in Tokyo, 
no discernible military targets. In- 
deed, the man who organised that.. 
operation, Curtis LeMay, said that, 
had America lost the war, he 
would have been executed as a. 
war criminal. '; 

In those cases, the allied gov=: 
ernments justified their actions by 
saying that they defended soldiers’ 
lives by shortening the war. But Mr 
Kerrey could invoke that defence 
too (though he doesn’t). In. Viet- 
nam, women and children killed 
American soldiers and helped Vietcong troops stage ambushes. It 
is unclear whether even the events described by Mr Klann would 
have been against the rules of engagement at the time. The local 
(South) Vietnamese official, with the backing of the American mil- 
itary, had labelled Thanh Phong a “free-fire zone”, which meant, 
in the words of the official log kept by the American military ad- 
viser, that if any villager did not back the government of South 
Vietnam, “we will consider you to be Vietcong. You are the enemy. 
You will die.” It would seem that the rules of engagement them- 
selves allowed, even mandated, war crimes. 

Tosay the line is blurred between crimes and the ordinary ter- 
tibleness of war is not toexcuse the former. But the idea that wecan 
draw a bright line between them is central to western attempts to 
define and arrest war criminals in Kosovo and elsewhere. The Ker- 
rey case shows how hard that effort is. 

It also shows how much war has changed. Vietnam produced 
a generation of American leaders who were forced to confront the 
moral horrors of war. Men like Mr Kerrey and John McCain may 
be the last politicians whose views about war are informed by ex- 
perience on the ground. America is now fighting wars from 30,000 
feet, where moral choices are no longer confronted face to face. No 
American lost his life in Kosovo, but thousands of Serbs and Koso- 
vars perished in collateral damage. Such deaths do not involve the 
agony that Mr Kerrey and Mr Klann have confronted. Long-dis- 
tance bombing is reversing Lee’s dictum. It would be ill if war were 
to be sanitised. We might then grow too fond of it. 
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Cavallo struggles to get a grip 
on Argentina’s economy 


BUENOS AIRES 


After a mauling in the financial markets, Argentina’s economy minister has 
taken refuge in a dose of fiscal orthodoxy and the backing of the IMF 


N MARCH, when Domingo Cavallo took 

over for a second stint as Argentina’s econ- 
omy minister, he promised a fresh approach. 
In place of the austerity meted out by his 
predecessors, he would use some unortho- 
dox measures to coax growth from a mori- 
bund economy, stretching the limits of the 
country’s rigid currency-board scheme, 
which pegs the peso at par to the dollar and 
requires the money supply to be backed by 
hard currency. The result: a panic attack in 
the financial markets last week that has had 
Mr Cavallo scurrying to don the clothes of 
orthodoxy once again. 

First, Mr Cavallo announced tax rises 
and spending cuts aimed at plugging a fiscal 
deficit that had already overshot the targets 
negotiated with the imr in December. Then, 
on April 29th, the mr announced its backing 
for his actions, and said that, if necessary, it 
would “rephase” (translation: speed up) the 
disbursement of its aid to Argentina. 

Now Argentine officials are talking to in- 
vestment banks about a bond “swap” (trans- 
lation: debt restructuring) of up to $20 billion. 
The aim is to ease the burden of debt falling 
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due in the next few years, and thus dissipate 
fears of a default, which last week briefly 
propelled the risk premium on the country’s 
bonds to levels surpassed only by those of 
Ecuador and Nigeria. 

Will it all work? For the next few months, 
Mr Cavallo faces a difficult balancing act, in 
which he must maintain financial stability 
and political support, while he works for a 
return to growth after a recession that has 
now lasted almost three years. Ever ebul- 
lient, Mr Cavallo claimed this week that, by 
the end of this year, the economy will be 
growing at an annual rate of 5%. “We have 
completely resolved financing for this year,” 
he added. The government is to return to the 
local money markets, after having been 
forced by soaring interest rates to cancel an 
auction of treasury bills last week. 

But if investors are to be reassured, Mr 
Cavallo’s first priority must be to meet the 
target of $6.5 billion—or 2.2% of Gop—for this 
year’s fiscal deficit. Already, in the first three 
months of this year, the deficit outstripped 
its $2.1 billion target by $1 billion. Tax reve- 
nues slumped again in April. 


One of Mr Cavallo’s first measures was 
to introduce a tax on financial transactions. 
Now he has increased that (from 0.25% to 
0.4%), and removed almost all exemptions 
from the country’s sales tax—prompting 
howls from cable-television operators and 
newspaper owners who, rather improbably, 
have claimed that the levying of sales tax on 
their industries was an attack on freedom of 
speech. Between them, these measures 
should raise some $3 billion. Mr Cavallo also 
announced public-spending cuts of around 
$900m, at least half to come from the reorga- 
nisation of welfare spending. 


The rot from the past 


Although Mr Cavallo is not the sort to admit 
it, this is an about-face. During his first 
month in office, he boosted his popularity 
by playing to the public, spurning investors’ 
demands for details of his economic plans. 
After a morale-boosting start, Mr Cavallo 
then confused markets with an ill-timed 
proposal to amend the currency board so 
that the peso might in future be pegged half 
to the dollar and half to the euro. 

But fiscal austerity will not in itself pro- 
duce growth: three previous austerity pack- 
ages during the 17 troubled months of Presi- 
dent Fernando de la Rua’s government only 
prolonged the recession, driving down tax 
revenues and thus broadening the deficit. So 
Mr Cavallo is trying to combine fiscal ortho- 
doxy with looser monetary policy and a 
bundle of investment incentives. 

This is controversial. Mr Cavallo’s mone- 
tary plan was opposed by Pedro Pou, the 
head of the supposedly independent central 
bank, who was obliged to resign last week 
over a gathering money-laundering scandal. 
Mr Cavallo wants to increase liquidity by, for 
example, allowing Argentina's banks to use 
government bonds as part of their compul- 
sory reserves. Mr Pou argued that this would 
weaken the financial system. But others dis- 
agree. If put into practice carefully, a looser 
monetary policy could help to support 
lower interest rates and growth, argues Vlad- 
imir Werning of J.P. Morgan Chase, an Amer- 
ican bank. 

One of Mr Cavallo’s first measures was 
to abolish tariffs on imported capital goods 
and raise them on consumer goods. Among 
his latest measures is a halving of the sales 
tax on capital goods. He is also working on 
cutting other taxes for labour-intensive 
industries, such as textiles and shoes. 

Whether that will speed growth is not 
clear, but it has given Mr Cavallo political 
support denied to his predecessors. Despite 
the market turmoil, he is relatively popular. 
At least before the latest tax increases, one 
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poll found Mr Cavallo to be Argentina’s 
most popular politician, even though only 
45% approved of him. “Cavallo, unlike other 
politicians, grows in stature in office,” says 
Artemio Lopez, a political analyst. 

But there are political clouds. A judge has 
cited Carlos Menem, Argentina’s president 
from 1989 to 1999, for questioning over a 
scandal involving the illegal export of arms 
to Croatia and Ecuador. Other skeletons 
from the Menem years are coming back to 
life: the United States has turned over to Ar- 
gentine congressional investigators docu- 
ments which may reveal new details of 
money-laundering and corruption. The Pe- 
ronist opposition, which has a majority in 
the Senate, is rallying round Mr Menem. But 
its threat to sabotage the government's econ- 
omic programme may be an empty one. 
Nowadays, the most powerful Peronists are 
provincial governors, not Mr Menem; they 
would benefit from the economy’s revival. 

The bad news for President de la Rua is 
that “not a drop” of Mr Cavallo’s popularity 
falls on the government, since the minister is 
“seen as a prosthesis”, according to Mr Lo- 
pez. With consumers still depressed, Mr dela 
Rua’s Alliance is set for a drubbing in the con- 
gressional election due in October, and 
could break up as a result. The good news is 
that if Mr Cavallo, and confidence in Argen- 
tina’s debt and currency, can survive till 
then, all may outlast the Alliance. But, for Ar- 
gentina, October seems a long way off. 

a 





Chile 


A dimming star 


SANTIAGO 


HE public finances and inflation are well 

under control, the current-account defi- 
cit is less than 2% of Gpr and, after a sharp re- 
cession in 1999, the economy is growing 
steadily again. Across the Andes, in Argen- 
tina, all of this would amount to nirvana. Yet 
many Chileans, especially those in business, 
have in recent months become deeply pessi- 
mistic about their country and its economic 
prospects. Why? 

One reason is that, though exports are 
growing again, the domestic economy is re- 
covering more slowly. Investment, which 
plunged by 17% in 1999, was up by only 4% 
last year—albeit by 12% in the last quarter of 
the year, compared with the same period in 
1999. Unemployment remains high at 8.8%, 
and will rise again during the coming (south- 
ern-hemisphere) winter. Another reason is 
the outside world: there are worries, not just 
about Argentina, but that slower world 
growth could cut the price of copper, still 
Chile’s largest export. 

Long Latin America’s best-performing 
market economy, Chile had grown used to 
high growth, which averaged 7.6% a year in 
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Another exciting day at the Santiago stock exchange 


the ten years to 1998 (see chart); anything less 
is now seen by Chileans as a disappoint- 
ment. To add to the malaise, both govern- 
ment and business have their own pro- 
blems—and are not getting on together. 

President Ricardo Lagos, a moderate soc- 
ialist who took office in March 2000, has a 
majority in both houses of Congress, though 
of only one seat in the Senate. But economic 
bills that should have been approved 
months ago are still bogged down. That has 
created uncertainty. The delayed laws in- 
clude changes in labour legislation and a bill 
to reduce tax evasion. Businessmen oppose 
both measures, though they would doubt- 
less adapt to them once they were in force. 
Ironically, another pending law would re- 
duce bureaucratic delays on new invest- 
ment projects by automatically granting per- 
mits if a government office failed to give an 
answer within a stipulated period. 

The delays are mainly the result of divi- 
sions in Mr Lagos’s centre-left coalition, the 
Concertacion, which has governed since 
1990. These have been exacerbated by a 
municipal election last October and the pro- 
mise of a congressional one in December. 

The Concertacion’s splits are sending a 
muddled message to business. For example, 
the government’senergy office has been rais- 
ing regulated electricity prices, to stimulate 
new investment and avoid a potential 
power shortage next year. But a group of 
Concertacion congressmen are complaining 
that the office is in the pocket of the priva- 
tised electricity industry. Similarly, a recent 
decision to offer management contracts for 
two state water companies, rather than sell- 
ing them, was seen by the private sector as a 
victory for government supporters who are 
critical of earlier privatisations. 

“The government blames us for not in- 
vesting and for high unemployment, but we 
react to the signals we receive,” complains 
Ricardo Ariztia, who heads the main private- 
business lobby. Chilean businessmen, most 
of whom are right-wing, are indeed ultra- 
sensitive to such signals, or to anything that 


smacks of what they see as the danger of a 
“socialist government”. They do not distrust 
Mr Lagos or his economic team, but they are 
predisposed to interpret policy changes as a 
sign of encroaching influence from the Con- 
certacion’s left wing, which, they complain, 
has never accepted the free-market policies 
introduced by General Augusto Pinochet's 
1973-90 dictatorship. 

The lack of business confidence also has 
other causes. Under General Pinochet, Chil- 
ean businessmen acquired inefficient state 
firms cheaply on the eve of a sustained econ- 
omic boom, and then expanded rapidly 
both at home and elsewhere in South Amer- 
ica. Now they face much tougher compe- 
tition—and a lower return on capital. Foreign 
firms, especially from Spain, have taken over 
many Chilean companies, breaking up the 
country’s tightly-knit business community 
in which everyone knew everyone else. 

The government, as much as business, is 
dissatisfied with the prospect of a growth 
rate of 4-5%. Even with tighter controls on tax 
evasion, this would not produce the revenue 
needed to finance its planned social pro- 
grammes. Improvements in education are 
especially urgent if Chile is to develop more 
high-value industries. 

Officials are coming to recognise that 
they need to do more to attract capital. The 












Sputtering back to life 
Chile’s GDP, % change on year earlier 
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Lagos government has dismantled controls 
on foreign capital flows, which in more afflu- 
ent days were seen as a defence against 
“speculators”. It also plans legislation to en- 
courage private saving and shareholding. 
How long the government takes to win 
approval for this will be one pointer to the 
Chilean economy's future prospects. An- 
other would be any sign of business and gov- 
ernment starting to work together to im- 
prove the country’s education system. 
B 





Dog day 


OTTAWA 


AST year, conservatives in Canada 
thought they had come up with a win- 
ning plan to oust the Liberal government of 
Jean Chrétien. In an effort to unite the di- 
vided right, the Reform Party, strong in the 
western provinces, joined forces with sec- 
tions of the Progressive Conservative Party in 
a new Canadian Alliance. They chose as 
their leader Stockwell Day, a fresh-faced and 
seemingly bright Albertan. But little has gone 
right for the Alliance—or for Mr Day. 
The problems began at the Alliance’s 


birth, when Joe Clark, the Conservative 
leader, refused to join. The second setback 
came when Mr Chrétien called a snap elec- 
tion in November, which he won with an in- 
creased majority. Since then, Mr Clark, who 
was once briefly prime minister, has shone 
in parliamentary skirmishing with Mr Chré- 
tien over a shady golf-course deal, while Mr 
Day has stumbled as leader of the opposi- 
tion. Discontent came to a head last month 
when his chief of staff and four members of 
his shadow cabinet resigned from their 
posts, Even Ralph Klein, Alberta’s premier 
and Mr Day’s former boss, has said that time 
isrunning out for the leader.On May 2nd, Mr 
Day presented his mrs with a draft strategy, 
drawn up by outside consultants, which 
seemed to contain the revolt—or at least to 
buy himself some more time. 

Mr Day can claim that in the election he 
did well to add 700,000 votes and six more 
seats—making 66 in total—to Reform’s haul 
in the 1997 election. His critics counter that he 
fumbled the campaign. He failed to work 
with the Conservative machine in Ontario, 
where he won only two of 103 seats, and he 
flip-flopped on big issues, Since then, he has 
attracted ridicule for landing Alberta’s tax- 
payers with legal costs of C$700,000 
($460,000) for a libel case when he was a 
minister there. More trouble followed over 
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whether he had agreed to hire an American 
detective to spy on the Liberals. His critics 
within the Alliance claim that he makes er- 
ratic decisions, and without consultation. 

Support for the Alliance has crumbled to 
13%, down from 25% on election day, and be- 
hind Mr Clark’s Conservatives (15%), accord- 
ing toa recent opinion poll. More pointedly, 
the poll showed that Mr Clark was twice as 
popular as Mr Day in Alberta. 

But the Alliance lacks an obvious re- 
placement for Mr Day. Preston Manning, 
who led Reform, might welcome a recall, but 
in public says he plans to leave politics later 
this year. Mr Clark is too much of a centrist 
“Red Tory” to appeal to the social conserva- 
tives of the Alliance. Mike Harris is an obvi- 
ous choice after six successful years as On- 
tario’s premier. But he seems to enjoy his 
present job, not least since power in Canada 
is increasingly moving to provincial level. 

Another problem is that the Alliance’s 
mes cannot by themselves remove their 
leader, since he was directly elected by party 
members. A vote on his leadership is not due 
until a party convention in 2002—unless Mr 
Day resigns. That looks unlikely. Last week, 
he commended Queen Elizabeth for saying 
that at 75 she had no plans for retirement, 
adding that, at 50, neither did he. 











Back to square one 


MEXICO CITY 


Has for peace in Mexico's south- 
eastern state of Chiapas have receded 
once again. After much wrangling, Con- 
gress approved constitutional changes last 
weekend that grant special rights to Mex- 
ico’s 60-odd Indian peoples. This reform, 
submitted by President Vicente Fox, was 
one of the conditions set by the Zapatist re- 
bels in Chiapas for peace talks. But in ap- 
proving it, Congress watered it down. The 
Zapatists’ leader, the self-styled Subco- 
mandante Marcos, quickly retorted that all 
talks were off. 

Was this justified? The original bill 
would, in theory, have given Indian com- 
munities limited autonomy, self-govern- 
ment and control over the lands they live 
on. Those who altered it were conserva- 
tives, in both Mr Fox’s National Action 
Party (PAN) and the formerly-ruling Institu- 
tional Revolutionary Party (pri). They 
claimed that the bill would damage the un- 
ity of the country. More privately, they 
feared it would hurt the interests of local 
bosses and landholders, particularly in 
Mexico’s southern states, where land dis- 
putes are common. 

The law, as passed, substitutes Indian 
communities’ right to the “collective use 
and enjoyment” of their land—which 








in Chiapas 


could have threatened landowners—with 
a vague “preferential use”. It also denies to 
Indian communities the status of legal en- 
tities, such as a town council enjoys. Most 
of the other changes, though, merely in- 
volved reiterating that state and federal 
laws took precedence over any local “au- 
tonomy” or special provisions—as the con- 
stitution says anyway. 

Whichever text had passed, it would 
make no immediate difference to the Indi- 
ans’ lives. Many Indian communities al- 
ready enjoy much more autonomy than 
any law would permit, simply because lo- 
cal authorities prefer not to meddle with 
them. The real test of the government's atti- 
tude will be in the secondary laws it passes, 
how it enforces them, and in practical 
schemes for education, job-creation, cor- 
ruption-fighting and social services. 

The immediate question, though, is 
how to end the smouldering conflict in 
Chiapas. It will not now be by meeting the 
Zapatists’ demands. Together, the pri and 
the ran control nine-tenths of Congress. 
Moreover, that body is now in recess until 
September. It will have more urgent busi- 
ness when it reopens, such as a long- 
awaited fiscal reform. 

That leaves the Zapatists, and their In- 
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The clash of laws 


dian supporters, with a dilemma— 
whether to go along with a weakened re- 
form, or keep fighting for a better one. It is 
hard to see how the rebellion can go on. Mr 
Fox campaigned for the bill, ordered police 
protection for a two-week Zapatist peace 
cavalcade to Mexico city, and jovially 
brushed off the rebel leader’s persistent 
barbs. Now he is publicly lamenting the 
crippling of the bill and promising to do all 
he can to make up for it. The sympathy the 
Zapatists’ cause won at home and abroad 
helped to end the pri’s 71-year rule in last 
year’s elections. They will find it harder to 
dent Mr Fox’s carefully cultivated image as 
a peace-monger. 
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But does the pope come as 
healer or neo-crusader? 


DAMASCUS 


Pope John Paul’s visits to Syria and Greece are stirring controversy 


N A desert crag of Syria’s Qallamoun 
mountains, a troubled goat-milking Je- 
suit, Paulo the Monk, struggles to reconcile 
the revelations of Christianity and Islam. At 
the nearby sixth-century convent of Said- 
naya, Sister Christina lists the latest patients 
she has healed with her Virgin Mary olive oil: 
a lame Ismaili, a wounded Muslim soldier, 
even a tired Jewish tourist. Imams recite say- 
ings of the Prophet Muhammad, enjoining 
men of different religions to pray in each 
other’s houses of worship. But this Sunday 
will be the first time a Roman Catholic pon- 
tiff will have entered the doors of a mosque. 
Does Pope John Paul's visit to Damas- 
cus’s Umayyad mosque bestow papal recog- 
nition that the mosque, and hence Islam, is 
holy? The Vatican says that the pope visits 
only sacred places. But it is ambivalent on 
whether the mosque is sacred because it is 
Muslim, or because it was once a Byzantine 
cathedral, houses the head of St John the 
Baptist and is still venerated by Christians. 
Only last week the Catholic church sus- 
pended a Jesuit who had suggested that Je- 
sus might not be the sole path to salvation. 
That has not gone down well with the 
pope’s hosts. If he is coming to recognise Is- 


lam as a revealed religion, as Islam does 
Christianity, then salamu aleikum (wel- 
come). But there is fear that he could be tak- 
ing the road to Damascus less on a mission of 
harmony than of hegemony: to uphold 
Christ’s superior claim. Demands for clari- 
fication have been met with silence, and 
Muslim doubts are fast turning to suspicion. 

Such doubts have already forced the 92- 
year-old grand mufti, who has devoted his 
long life to inter-religious dialogue, to cancel 
a prayer session he had hoped to hold with 
the pope in the mosque. The pope, fumed 
Syria’s Friday preachers, was a “neo-cru- 
sader”, wielding calls for dialogue where his 
predecessors had wielded the sword. It did 
not help that the Vatican had already sig- 
nalled that the pontiff had no intention of 
apologising to Muslims directly for the cru- 
sades. Muslims should first, said some bish- 
ops, say sorry for the prophet’s earlier inva- 
sion of the Byzantine Levant. 

Sensitivity about the Christian West's 
medieval military adventures in the holy 
land will also be running high in Greece, 
where the pope is due to pay a controversial 
visit before Syria. Whatever their differences, 
Muslims and Orthodox Christians are at one 


in shuddering at the memory of the crusad- 
ers, whose capture of Constantinople in 1204 
is seen as a black day in Greek history. 

In Syria, many non-Catholic Christians 
also feel uneasy about the papal visit. The 
Roman Catholic church is a relative new- 
comer to the Middle East. The crusades aside, 
it entered in 1724 by backing one rival patri- 
arch against another. French colonialists lent 
their support, closing Orthodox schools and 
opening Catholic ones. Though Syrian Cath- 
olics keep eastern traditions (their priests can 
even marry), they reap the rewards of 
Rome's richer endowments. 

The Greek Orthodox church remains 
Syria’s largest Christian community, but the 
Catholics are fast stealing souls and holy 
places. Above the convent of Saidnaya, once 
the second pilgrimage site in Christendom, 
the Catholics have opened a towering, and 
overshadowing, monastery.To Muslims and 
eastern Christians alike, papal policy feels 
like territorial and spiritual expansion. The 
pope’s visit to the Orthodox patriarch of An- 
tioch, Ignatius Hazim, could be as fraught as 
his entrance to the Umayyad mosque. 

All this worried mumbling is unsettling 
for Syria’s leaders. They had looked to the pa- 
pal pilgrimage to promote the country as the 
showpiece of interfaith coexistence in the 
Muslim world. Syrian Christians, who make 
up perhaps 10% of the country’s 17m people, 
hold Easter drum parades in central Damas- 
cus, and carry giant edifices of the crucified 
Christ through the streets. Muslims go to 
churches on feast-days (often to drink the lo- 
cal arak), and Christians join in the annual 
festivities for the prophet’s birthday. 

As encouragement, the late Hafez Assad 
went to both church and mosque. His sect, 
the Alawites, is the product of interweaving 
religions, celebrating the eucharist by drink- 
ing the body and blood not of Jesus, but of 
Ali, Muhammad's son-in-law. Syria is short 
on human rights, but its minorities have reli- 
gious rights in abundance. Now the fear is 
that differences over the pope’s arrival could 
awaken sectarian tensions. Assad extermi- 
nated the Muslim Brotherhood in the mas- 
sacre at Hama in 1982. But today, in mosques 
safe from informers, preachers from Syria’s 
majority Sunni sect denounce the Alawite 
regime that lords it over the eastern Mediter- 
ranean coast after 1,400 years of Sunni rule. 

President Bashar Assad has done much 
to appease Sunni resentment, including 
marrying a Sunni. He appointed a Sunni 
preacher to perform his father’s funeral rites, 
and chose a Sunni mosque for his first public 
outing. Many Alawite women now wear 
headscarves, the standard Sunni garb, and 
Sunni intellectuals muse hopefully at the 
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gradual dissolving of Alawite tradition into 
the Sunni mainstream. 

But the changes are cosmetic: the upper 
echelons of the president’s power base re- 
main firmly Alawite, and Sunnis still feel 
slighted. While the president waits for the 
pope to bless him as the protector of Chris- 
tians, Sunnis preach of the dangers of allow- 
ing religious minorities unbridled power. 

Can John Paul help to ease the sectarian 
tensions? The pope has devoted an impres- 
sive amount of his declining energy to im- 
proving relations with other Christians and 
other monotheistic religions. But his latest 
journey to the East may show up the limits of 
that effort. No state visit or set-piece cere- 
mony can change the fact that the Christian 
view of Christ as God Incarnate is as alien to 
Muslim sensibility as it is fundamental to 
Christianity; nor will the pope’s olive 
branches to the Eastern Orthodox bridge the 
twochurches’ profound differences. 

But on an everyday level, whether on the 
streets of Damascus or on the few Greek is- 
lands where Orthodox and Roman Catho- 
lics coexist, people can rub along pretty well 
and find merit in each other's piety. High reli- 
gious politics does not always help. 
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Israel 


Artful dodgers 


JERUSALEM 


UTSIDERS, in Europe and the Arab 

world, have been making it plain to Shi- 
mon Peres, Israel's foreign minister, that, un- 
less he can point to some achievement, he 
risks being written off as Ariel Sharon’s apol- 
ogist or fig-leaf. Three months after the two 
septuagenarians came together in govern- 
ment, Israel's “Mr Peace” is being called on to 
bring Israel’s hardline prime minister back to 
the negotiating table, and so save the region 
from plunging further into turmoil because 
of the unrelenting violence between Pal- 
estinians and Israelis. This week alone, eight 





Is Peres (left) just a gleam in Sharon’s eye? 
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Palestinians, including two small children, 
are dead. So is one Israeli. And Israeli tanks 
have again driven into Palestinian-con- 
trolled areas of Gaza. 

Although Mr Peres has all along insisted 
that he would in no way describe himself as 
serving Mr Sharon’s interests, he was, ac- 
cording to veteran Peres-watchers, becom- 
ing edgy about the relationship. Then, two 
weeks ago, Mr Sharon stumbled. Under 
American pressure, he backtracked hastily 
from a bungled military incursion into a 
wedge of Palestinian-controlled Gaza—and 
Mr Peres seized his chance to launch a dip- 
lomatic gambit, counteracting a trend that 
seemed to be setting Israel on the path to un- 
restrained military escalation. 

An Egyptian-Jordanian initiative about 
how to end the fighting, which had been 
scornfully dismissed as a hostile Palestinian 
ploy, was suddenly revived. Mr Peres went 
off to Cairo and Amman to talk about the 
plan, and this week is in Washington to dis- 
cuss it with the Americans. 

Hopes that anything will come out of 
these talks should not be exaggerated. The 
prime minister has carefully delineated just 
how far Mr Peres can go in accepting the ini- 
tiative, or seeking amendments to it. A stop 
to the shooting, and the length of a trial per- 
iod before some sort of negotiations restart, 
can be discussed. But there is to be no accep- 
tance, of the plan’s call for a Jewish settle- 
ments freeze, and no talk about creating a de- 
finitive framework for new peace ideas. 

Even so, by getting Mr Sharon to rescind 
his absolute No to the plan, Mr Peres feels he 
has answered the fig-leaf charge. Moreover, 
few Israelis imagine that he has not, in fact, 
talked to his Arab interlocutors about how 
they envisage pushing forward on peace 
once a truce has been achieved. 

Mr Peres’s own description of how he 
manoeuvred another prime minister, the 
late Yitzhak Rabin, to stay sweet on peace- 
making is now very apt, says an Israeli col- 
umnist, Nahum Barnea. In order to create the 
right climate for decisions on an impending 
agreement, Mr Peres’s secret formula was to 
create deliberate confusion. It 
invariably worked: with each 
side unclear on the precise is- 
sue, or where they all stood, Mr 
Peres and his negotiators would 
intervene with a pre-planned 
“salvage formula”, 

Confusion-making may 
work less well with Mr Sharon. 
In Washington, Mr Peres has 
been taking the line that Yasser 
Arafat should not be held to- 
tally accountable for all acts of 
Palestinian violence. He was 
immediately contradicted by 
an unequivocal statement, is- 
sued from Mr Sharon’s office, 
which declared that all violent 
actions by the Palestinians were 


“the result of a strategic decision by Arafat”. 
The two veteran artful dodgers of Israeli 
politics are all too well aware they do not 
have the same strategic objective. But their 
tactics seem to suit each other for now. Mr 
Sharon is, in effect, saying, “Do what you 
need to keep the world off my back, and to 
stop Israel sliding into pariah status.” Mr 
Peres, for his part, is playing ball in the hope 
that by keeping things moving he can even- 
tually shift Mr Sharon. The foreign minister is 
said to believe that all that separates the Is- 
raelis and Palestinians from agreement on a 
truce is the wisdom of a good contract law- 
yer. If he does manage to find a way to end 
the fighting, Mr Sharon would probably 
have noalternative but to go along with it. 
See à a 





Palestinians 
Spring-cleaning 
Arafat's way 


ABU DHABI 


NE of the intifada’s minor themes has 

been a persistent call that the Palestin- 
ian Authority should clean upits act. Disgust 
at corruption has become public. And, in its 
own way, the authority is responding. 

For example, nobody has been arrested 
for the murder in January of Hisham Mikki, 
the allegedly corrupt head of the Palestine 
Broadcasting Corporation, and though the 
dead man was declared a “martyr”, his as- 
sets have been frozen. Then, last month, Ja- 
weed al-Ghussein, a former head of the Pal- 
estine National Fund, was arrested in his 
home in Abu Dhabi and whisked away by 
private plane, first to Egypt and then to Gaza, 
where he is detained facing trial for allegedly 
failing to return no less than $6.5m of Pal- 
estinian public money. 

But Mr al-Ghussein’s story has several, 
possibly personal, dimensions. Aged 70, and 
now a prominent businessman in the Un- 
ited Arab Emirates, he was once a close 
friend of Yasser Arafat's. The tale of the miss- 
ing money is convoluted, and Mr al-Ghus- 
sein’s family hold to a version that shows 
him honourable. Be that as it may, the scan- 
dal was exhaustively investigated by the UAE 
courts over two years, at the end of which he 
was cleared on appeal by the Supreme 
Court. The Palestinians say he was “extra- 
dited” by the uae to Gaza. But he had lived 
in Abu Dhabi for 35 years, had a Jordanian 
passport, and his removal took place in ap- 
parent contravention of international law. 

If the Palestinians start investigating the 
theft of public money, everyone should be 
relieved. But the pursuit of financial scandal 
could begin considerably closer to home— 
and be conducted in a much more orderly 
way than snatch and murder. 
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Algeria 


The Berbers rise 


OME are already describing the week- 

long riots in Algeria’s Berber-speaking re- 
gion as an intifada. More than 60 people in 
Kabylia are dead. They were not, however, 
killed by an occupying army, but by their 
own country’s armed forces, instructed to 
quell a huge eruption of anger. 

The riots were set off by the death of a 
young Berber taken in for questioning by the 
gendarmerie, the force responsible for order 
in the countryside. In a belated explanation, 
the authorities said that his death had been 
an accident, and the guilty gendarme would 
be punished. But this failed to still the prot- 
ests that swept through the five provinces of 
the Kabyle heartland in north-east Algeria. 

The streets of the two regional capitals, 
Tizi Ouzou and Bejaia, turned into battle 
zones as young men clashed with the riot po- 
lice. In towns and villages throughout the re- 
gion, protesters attacked and destroyed gov- 
ernment buildings and tried to overrun 
police stations. They were, and are, demand- 
ing the withdrawal of the gendarmerie from 
the region. But they have also been makingit 
clear that they have had enough of what 
they call hogra, their neglect by their rulers. 
This is a frustration that affects most young 
Algerians. They want employment, housing 
and a future. 

Algeria’s civil war, which broke out after 
the army cancelled an election in 1992 to pre- 
vent an Islamist party from winning it, 
brought new pressures and new insecurity. 
But Kabylia had been chafing at the author- 
ity of the central government ever since the 
early years of Algeria’s independence in the 
1960S. It is the country’s most politicised re- 
gion, always pressing to have the Berber lan- 
guage and culture recognised: some 20% of 
Algerians are Berber-speakers. 

One of the two Berber-based political 
parties announced that it was pulling out of 
the government in protest; the other called 
for a peaceful anti-regime demonstration in 
Algiers. Yet both parties have come to be 
viewed as ineffective, and their local offices 
were attacked by the rioters. “There is no one 
with the necessary credibility to talk to the 
young rebels,” said Abdessalam Ali Rachedi, 
an opposition mp. “The divorce between the 
regime and society is total.” 

A week after the start of the riots, in a bid 
to restore that lost credibility, President 
Abdelaziz Bouteflika promised an honest in- 
quiry into the violence. He said he under- 
stood the demonstrators’ suffering, and their 
despair. He claimed that (unnamed) forces 
both inside Algeria and abroad had been 
“fanning hatred, and sowing subversion and 
division” and suggested that the issue of the 
Berber language might be dealt with in an 
amendment to the constitution. 
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Fleeing despair and the gendarmerie 


But Algerians remain sceptical of Mr 
Bouteflika’s ability to change things. He is 
locked in an unending power struggle with 
the all-powerful generals to whom he owes 
his position. They picked him as president 
because they hoped that this would make 


Congo 





the regime, which faces much criticism 
abroad for its human-rights record, look a bit 
better. Mr Bouteflika has sought, not very ef- 
fectively, to assert his own authority at the 
generals’ expense. It may not be a combina- 
tion capable of putting Algeria right. 


Kabila, a victor in peace 


The son, more statesmanlike than his father, has been helped by a UN report 


E war staggered to a stalemate in 1999 
but Joseph Kabila, who became Congo's 
president after his father was assassinated 
last January, seems to be winning the peace. 
Whereas Laurent Kabila was put in power 
only to use it for himself, his son Joseph has 
been more flexible, thus winning the author- 
ity and status his father lacked. 

Two years ago the Congolese govern- 
ment had its back to the wall. Rebels, backed 
by Rwandan and Ugandan troops, were 
poised to attack areas of economic impor- 
tance; its own Angolan and Zimbabwean al- 
lies were pressing for a settlement. A reluc- 
tant Kabila was made to 
sign a ceasefire agreement 
in Lusaka, Zambia’s capital, 
with the governments 
fighting in his country. 

The Lusaka accord was 
designed to re-establish the 
unity of Congo's vast and 
largely ungoverned land. It 
called for the withdrawal of 
all the intervening armies, 
the deployment of United 
Nations troops and a con- 
ference of Congolese par- 
ties, armed and unarmed. 
Such was Kabila’s weak- 
ness that he had to accept 
wording that treated all for- 
eign armies without dis- 
tinction, even though he 
had “invited” some, 
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A smoother son 


whereas others had “invaded”. He also 
agreed to take part in a “national dialogue” 
on an equal basis with the three rebel move- 
ments and other Congolese political leaders. 

Seeing that the Lusaka agreement would 
spell his political oblivion, Kabila blocked it 
at every turn. His son has been cleverer and 
more statesmanlike. He has allowed the uN 
to deploy its monitors and their guards, and 
has won western friends by agreeing to 
economic reform and the appointment of a 
cleaner-looking government. Meanwhile, 
the Ugandans and Rwandans have been los- 
ing friends. They have fought each other, 
they control unpopular re- 
bel movements—and they 
have been looting eastern 
Congo of its minerals and 
other natural resources. 

A UN committee set up 
last year to investigate this 
looting has denounced 
both Uganda and Rwanda 
for the illegal exploitation 
of Congo's resources. Its re- 
port, released in mid-April, 
is extraordinarily detailed, 
naming Major-General Sa- 
lim Saleh, the brother of 
Uganda’s president, Yoweri 
Museveni, among the se- 
nior Ugandan and Rwan- 
dan commanders whom it 
accuses of stealing dia- 
monds, gold, coltan (a min- 
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eral), timber and ivory. It calls for sanctions 
against both countries. Although the report 
also mentions exploitation by Zimbabwe 
and Angola, it gives few details. Indeed, it 
treats such goings-on as legitimate because 
the deals are said to have been made by 
agreement with the Congolese government. 
Both Uganda and Rwanda have attacked 
the report as malicious, shoddy and unfair. 
Some see it as a French plot—indeed, the 
French who felt that Africa’s largest franco- 
phone country was stolen by anglophones 
when Laurent Kabila, then backed by 
Rwanda and Uganda, took over in 1997, are 
said to be delighted by recent events. 
President Museveni, deeply angered by 
the uN’s suggestion that Uganda’s main rea- 
son for being in Congo was for looting rather 
. than for security, has said he will withdraw 
from the Lusaka peace process. He will also 
hasten the promised withdrawal of troops. 
Ugandan officials say the president is serious 
about the troops; senior military men say the 
decision has already been made and a full 
pull-out will take place in mid-May. Mr Mu- 

-seveni’s threat to withdraw from the Lusaka 
process, however, could be brinkmanship: 
he may be hoping that the uN will plead 
with him to stay involved. 

The report has damaged the rebels’ cause 
by its acceptance of Mr Kabila’s regime as 
Congo’s legitimate government. The pres- 
ence of Angolan, Zimbabwean and Namib- 
ian troops is seen as legitimate, since they 
were requested to intervene by the govern- 
ment. By the same argument, the presence of 
Ugandan and Rwandan troops is presented 

“as illegal aggression. Significantly, Britain 
<. and America have done little to protect their 
<- friends, Uganda and Rwanda. 

There are fears that Mr Kabila will ex- 
ploit this new legitimacy by diverting the 
forthcoming “national dialogue” into little 
more than a talking-shop. He clearly has no 
intention of being just another participant, 
as the Lusaka agreement prescribes, and will 
~, expect to be recognised as head of state. 
- However much this infuriates Congo’s other 
politicians, the unarmed ones are powerless 
and the rebels will be weakened if their for- 
eign backers now withdraw. 
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i Zambia 
Third-term men 


LUSAKA 


IX cabinet ministers were beaten up for 

defying Zambia’s president, Frederick 
Chiluba. One suffered a broken arm. An- 
other said she was threatened with rape. The 
police told the rebellious vice-president, 
Christon Tembo, that they could not protect 
him if he attended his own party’s confer- 
ence. Zambian politics is starting to sound a 
little, well, Zimbabwean. 
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Happy hookahs 


p THE cafés of Cairo these days, there is 
| £ much head-wagging about the perils of 
globalisation. Puffing on their hookahs, 
patrons mutter about the unstoppable in- 
vasion of American fast food and trash 
television. Few realise that the hookah it- 
selfis stealthily kippering the globe. 

They should ask Murad Askar. Two 
years ago he lugged his suitcase full of 
waterpipes from Egypt to California, 
thinking his fellow college students might 
like to try a water-cooled smoke. “They 
went nuts,” he says simply. Mr Askar’s 
company, Hookah Brothers, is now shift- 
ing 4,000-5,000 units a month to clients in 
47 American states. Aside from the stan- 
dard smoking gear—hollow glass bases, 
stainless-steel “hearts”, hoses and clay 
pipes—the company sells over a tonne of 
sticky hookah tobacco a month, in 20 fla- 
vours ranging from strawberry to mango. 
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Ithas recently branched into franchis- 
ing. “We've got 50 full-service accounts so 
far,” says Mr Askar. “We set up a whole 
hookah system, including equipment, 
staff training and management advice.” 
Smokers in Cairo, who pay about 25 cents: -| 
for a charcoal-lit bowl of tobacco, may 
marvel to know that one high-class joint 
in Boston charges $20 for the same treat. 

An Egyptian wholesaler reckons his 
country is exporting some 200,000 of the 
gadgets a year, a four-fold increase in the 
decade since the only export market was 
among fellow-Arabsin the region. He now 
has customers as far afield as Korea and 
South Africa. Even at home the fashion 
has taken off. Not so long ago, waterpipes 
were the preserve of idle working-class 
men. Now Cairo’s top hotels bubble to the 
sound of percolating smoke. And nobody 
blinks at the sight of a veiled lady getting a 
soothing public nicotine fix. 

Cairo’s hookah aficionados admit 
that the instrument was invented in Otto- 
man Turkey, but claim it was perfected in 
Egypt. But Egyptian ingenuity is now be- 
ing challenged. American taste runs to 
multiple hoses for communal smoking of 
a single pipe, and safer, screw-on metal 
caps to cover the live coals. Mr Askar now 
imports parts from Mexico and China. 
Jordan produces the best smoking char- 
coal. Top-notch tobacco comes from Bah- 
rain, and from a firm in Saudi Arabia that 
is experimenting with what may be the hit 
new flavour: Coca-Cola. 








MrChiluba seems to have learned a trick 
or two from his neighbour, Robert Mugabe. 
Like the Zimbabwean despot, he is keen to 
stay in power indefinitely. Mr Mugabe sti- 
fled calls for his resignation at a party confer- 
ence in December by packing the hall with 
aggressive flunkies, and barring suspected 
dissidents from voting. Mr Chiluba did 
much the same at a conference of his party, 
the Movement for Multiparty Democracy 
(mmp), on April 28th and 29th. ey 

Atissue was whether Mr Chilubashould 
run for an unconstitutional third term. Since 
the mmp was founded to oppose the idea of 
presidents-for-life, this required changing 
the party constitution. Mr Chiluba managed 
to swing the vote his way by various means. 
Suspected opponents found it hard to get on 
to the list of delegates for the conference. 
They also found it hard to get into the hall, 
because thugs clobbered them while the po- 
lice watched apathetically. inside the hall, 
heavies chanted “third term, third term”. No 
speaker dared dissent. 

All this makes many Zambians nervous. 


Local history gives them cause. Since inde- 
pendence, seven out of eight neighbouring 
countries have at some stage endured presi- 
dents with a distaste for term limits. During 
Zambia’s.own experience of one-party rule, 
the economy was paralysed by controls. 
When Mr Chiluba was first elected in 1991, he 
promised democracy and prosperity. Ten 
years on, Zambians are even poorer, al- 
though the privatisation of the country’s 
copper industry last year may improve mat- 
ters. And Mr Chiluba’s commitment to de- 
mocracy is now in doubt. 

Tostay in power beyond October, when 
his term ends, he must change the national 
constitution, too. This needs a two-thirds 
majority in parliament and roughly 80 of the 
158 ps have said they will oppose it. But the 
opponents include about 60 mmp members, 
who could be expelled from the party, and 
so from parliament. On May 1st the rebels 
won a court ruling preventing the president 
from expelling them. Ignoring this, the mmD 
then expelled Mr Tembo and some 2oothers. 
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A Eurovision song contest 


BRUSSELS 


Germany’s chancellor, Gerhard Schréder, has proposed far-reaching plans 
for further European integration. The Union’s other big countries are doubtful 


To first entry came from Germany’s for- 
eign minister, Joschka Fischer. Almost 
exactly a year ago, he kicked off the Euro- 
vision contest with a catchy little number 
entitled “From Confederacy to Federation; 
thoughts on the finality of European integra- 
tion”. Ever since, a succession of European 
leaders has trudged to the microphone, with 
rival visions of the European Union’s future. 
Jacques Chirac, the president of France, ap- 
peared live at the German parliament and 
sang the praises of the nation-state. Tony 
Blair, Britain’s prime minister, went to War- 
saw to release a single entitled “A super- 
power, not a super-state”. Minor artists like 
Guy Verhofstadt, the prime minister of Bel- 
gium, and Toomas Ilves, Estonia’s foreign 
minister, have sung a more federalist tune. 
But the latest release has come from none 
other than Gerhard Schröder, Germany's 
chancellor: An abbreviated bootleg copy of 
his ruling Social Democratic Party’s song for 
Europe appeared on April 30th in Der Spie- 
gel, a German magazine, prompting the 
party to put out the whole score. 

The Schréder-spp version of the Union’s 
future has a familiar Germanic lilt to it. Like 


WEE RVR TOVRET OR AS EPES IEY 


Mr Fischer a year ago, Mr Schroder lays a 
strong emphasis on transforming the Eu 
from a collaborative club of nation-states 
into something much more like a federation, 
along the lines of the Federal Republic of 
Germany or the United States. 

Such a vision inevitably sets alarm bells 
ringing in London and Paris. But any attempt 
to make sense of the debate on the future of 
the European Union has to distinguish be- 
tween two crucial, if related, questions. The 
first is how to divide power among the va- 
rious institutions of the eu, known collec- 
tively as “Brussels”. The second is how much 
power Brussels should have relative to the 
countries that make up the £u. 

Much of what Mr Schröder had to say 
concerns the first question. In essence, he 
wants to strengthen the two institutions said 
to represent pan-European interests: the 
European Parliament and the European 
Commission, a policymaking bureaucracy. 
And he wants radically to weaken the Coun- 
cil of Ministers, the institution that repre- 
sents the ev’s individual countries. Under 
the Schröder plan the council, which brings 
together ministers from governments who 





then legislate together for the Union, would > 
be turned into a second chamber of the ~~ 
European Parliament, on the lines of the 
German Bundesrat or the American Senate. 
Meanwhile, the commission’s claims to be 
democratic would be boosted by ensuring 
that its president was elected by the Euro- 
pean Parliament. 

Allin all, these changes would probably 
make it much easier for “Brussels” to gets its 
way in any tussles with the nation-states. At 


present much European legislation can still. 


be blocked by vetoes exercised by govern- 
ments through their representatives in the 
Council of Ministers. Although Mr 
Schréder’s plan lacks detail, the thrust of it 
suggests that it would become much harder 
for individual countries to block eu deci- 
sions, if the council became just a second 
chamber of Europe’s parliament. 

That would make the division of powers 
between the nation-states and the gu still 
more crucial. Germany’s Social Democrats 
are not proposing a one-way flow of power 
to Brussels. Indeed, they want to repatriate 
certain powers to national capitals, notably: 
over agricultural policy and regional aid. In 
other areas, however, Brussels would be- 
come stronger. Mr Schréder and his col- 
leagues also want the £u to have a greater say 
over immigration, policing, social policy and 
taxation (see Charlemagne, page 48). 

The German plan at first drew cross- 
party assent at home: Germany is easily the 
single biggest contributor to the Eu’s bud- 
get—of which 80% is spent on agriculture. 
and regional policy. Repatriating those poli- 
cies would mean that Germany paid much 
less towards the eu. The plan would also 
strengthen Germany's institutional weight —— 
relative to other countries’. But even so the. 
opposition Christian Democrats’ leader, An- 
gela Merkel, later said it would give too much 
power to Brussels. ; 

France has fought tooth-and-nail to en- 
sure that, even though Germany has the big-. 
gest population of any £u country, it has no 
more votes in the Council of Ministers than. 
the other big ones—ttaly, Britain and, of 


course, France. In the European Parliament, - 


however, the weight of German population 
is acknowledged with a greater number of - 
parliamentary seats, though small countries 
are still over-represented. So strengthening. 
the parliament relative to the council boosts 

German influence. og 

These implications will not be missed in 
London and Paris. Both the French and the 


British are likely to resist the downgradingof 


the Council of Ministers. France’s minister 
for Europe, Pierre Moscovici, was quick to 
rubbish the plan. France will not like the 
budgetary implications, especially concern- 
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T do Germans mean by a “more 
federal” European Union? In cen- 
tralised countries like France and Britain, 
the words suggest a super-state grabbing 
ever more power from its constituent parts. 
In Germany, with its 16 semi-autonomous 
Lander (states), just the opposite: less cen- 
tralism, not more. Indeed, many of the 
Lander are already worried by what 
Edmund Stoiber, the premier of Bavaria, 
calls “creeping centralisation by Brussels”. 
Most of the Lander, though they have 
existed in their present form only since the 
second world war, go much farther back. 
In the Middle Ages, today’s Germany was 
made up of scores of kingdoms, principal- 
ities, cities and states. At the time of unifica- 
tion in 1871, there were still some 25 more- 
or-less self-governing entities, each with its 
own legal and political systems. 
Today, each Land has its own 
constitution, government and leg- 
islature, and wide powers, granted 
originally under West Germany’s 
Basic Law of 1949, for all matters 
other than those specifically as- 
signed to the federal government: 
the local judiciary, police, educa- 
tion, agriculture, tax collection, 
culture, the electoral system and 
regional development. Each Land 
chooses its own school system 
and sets its own Abitur, the 
school-leaving examination and 
key to university entry. Each even 
selects its own public holidays. 
| Varying in size from the city- 





Why Germans are federalists 


state of Bremen, with 670,000 people, to 
North Rhine-Westphalia, whose popula- 
tion of 18m would make it the fifth-biggest 
country in the gu, the Lander are repre- 
sented at national level by the Bundesrat, 
the second chamber of parliament. Mem- 
bers are appointed by the Land govern- 
ments from within their own ranks. 
Though big states have more seats than 
small ones, the allocation favours the tid- 
dlers; Bremen, for example, gets three to 
North Rhine-Westphalia’s six. Chancellor 
Gerhard Schröder wants a similar second 
chamber at the ev, to represent the govern- 
ments of its members. 

Through the Bundesrat, the Lander can 
review, amend or even block any federal 
legislation that is deemed to affect their in- 
terests, particularly on tax. Though they 





Stoiber’s brew, as Bavarian as it’s German 


have hardly any tax-raising powers, they | 
are entitled to around half of all value- 
added tax, income and corporate taxes col- 
lected within their territory, subject to a 
revenue-sharing system under which 
DMi6 billion ($7 billion) was transferred 
last year from the five richest Lander to the 
11 poorer ones. Put together, their budgets 
added up tonearly DMsoobillion, about as 
much as the federal budget. 

The federal government has overall au- 
thority over taxation, foreign policy and 
defence, currency and civil and criminal 
law. It also has power over all matters 
deemed in need of uniform rules across 
the country. But the Land premiers and 
ministers meet regularly to co-ordinate 
their affairs; federal officials may attend 
their gatherings, but have no vote. 

Any Land can make its own agree- 
ments with foreign countries, subject to the 
federal government’s consent. Each can 
negotiate with the European Commission 
on matters directly touching its in- 
terests, such as the row about sub- 
sidies to Land banks, which the 
commission wants tocurb. 

All Land governments are 
fiercely jealous of their powers. In 
the approach to last December’s 
EU summit in Nice, Mr Stoiber 
threatened to block in the Bundes- 
rat whatever treaty emerged un- 
less Mr Schröder won a promise 
from his European partners that 
yet another treaty would lay 
down clear limits to the Union’s 
powers. He did, and Mr Stoiber 
has withdrawn his threat. Plainly 
the Land premiers are holding the 
federal chancellor to his word. 








ing the Eu’s common farm policy, which fa- 
vours it; and Britain will resist stronger EU 
powers to set tax and social policy. 

That said, there are other aspects of the 
document that may win plaudits in London 
and Paris. The French are keen on bigger 
powers for the Eu over tax regimes. They 
have also come out in favour of an indirect 
election of the commission’s president. And 
Britain's Mr Blair favours the idea of a clearer 
division of powers between Brussels and na- 
tional capitals. He too has proposed a second 
chamber for the European Parliament, in his 
version one with members drawn directly 
from national legislatures. 

The Italians, usually keen ona federation 
for Europe, will like the German plan, 
though that might change if Italy's coming 
election leads to a government that includes 
the Northern League, which is less friendly to 
Eu integration. The Spanish will be much 
more wary, since they have wona very sweet 
deal in the Council of Ministers, getting 27 
votes to Germany’s 29, with only half the 
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population; they fear anything that threat- 
ens their grasp on Eu regional aid. 

The attitude of the Eu’s smaller countries 
is harder to gauge. The Nordics tend to look 
askance at anything federal. Austria has al- 
ready expressed misgivings. The Benelux 
countries, on the contrary, will welcome a 
plan to bolster European institutions. 

The rush to release new entries for a 
Eurovision contest may seem premature. 
After all, Europe’s next treaty to cater for all 
such questions is not due to be signed until 
2004. But the agenda for the negotiations will 
be set a lot sooner. The Eu’s leaders are due to 
make a declaration on Europe’s constitu- 
tional future at a summit in the Belgian town 
of Laeken in December. Unlike the real Euro- 
vision song contest, no one entry will be de- 
clared the winner. The real question is 
whether all the different songs can be 
blended into a single harmony; or whether 
discussions at Laeken and after will turn into 
a discordant cacophony of clashing voices. 

m = 





Sweden 


In and out 


STOCKHOLM 


HEN Flurim Krasnici, a Bosnian asy- 
lum-seeker, received a summons from 
Sweden’s state migration board to discuss a 
putative job offer, he could scarcely wait to 
turn up. He had recently been told that he 
and his young family were not entitled to 
stay in Sweden. Now his luck had turned. It 
had not: when Mr Krasnici arrived for the 
meeting in February he was greeted not by 
immigration officials but by police. 
He was arrested, taken away and put on 
a flight to Bosnia’s capital, Sarajevo. On ar- 
rival he was dispatched to Kosovo, which re- 
fused him entry and sent him on to Macedo- 
nia. His worried wife, still in Sweden with 
their twosons, has not heard from him since. 
The sort of entrapment tactics used 
against Mr Krasnici have apparently been 
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employed several times since by migration- 
board officials and police. On April 27th, the 
victim was a 28-year-old man from Kosovo 
who had been in hiding after having his asy- 
lum request rejected. 

The incidents have provoked uproar in a 
country that, until recently at least, was re- 
garded as operating one of the world’s most 
liberal asylum regimes. Opposition politi- 
cians, church leaders and non-govern- 
mental organisations have demanded an ur- 
gent inquiry into procedures at the 
migration board. The use of subterfuge is not 
only reprehensible, they say, but liable to de- 
stroy any confidence in officialdom that asy- 
lum-seekers may have, pushing more to join 
the 2,000-odd already reckoned to be hiding. 

Lena Hall Eriksson, head of the migra- 
tion board, admits the revelations are “un- 
fortunate”. But she insists that the board is 
obliged to assist the police in their job of de- 
porting asylum-seekers denied residence, 
though the extent of that assistance is a “grey 


Italy 


area” and is now being reviewed. 

Immigrant and refugee groups suggest 
the affair illustrates a hardening of asylum 
policy since Sweden joined the European 
Union in 1995, even though accepted asylum 
claims actually rose in the first four years of 
Eu membership, chiefly because of an influx 
of refugees from ex-Yugoslavia. 

Seen over a longer period, however, Swe- 
den’s readiness to let people in has indeed 
lessened. Its generous laws resulted in about 
80% of claimants being allowed to stay dur- 
ing the 1970s and 1980s. From 1990 that figure 
dropped to 40%, after the stricter asylum cri- 
teria that apply today were adopted. 

The tougher rules have not deterred new 
applicants: asylum claims rose by 45% last 
year to 16,000. Swedish officials say that or- 
ganised asylum traffic and human smug- 
gling by racketeers has bumped up the fig- 
ures—which does not make any easier the 
work of the individuals and groups that 
stand up for refugees and their rights. 
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But what about their policies? 


FLORENCE 


Amid the furore over allegations against the leader of the right, Silvio 
Berlusconi, policy differences between the main groups risk being 
forgotten—perhaps because they are for the most part fairly small 


PICTURE is worth a thousand words, 

they say, which may be one reason why 
Italy’s right-wing coalition, known as the 
House of Freedoms, is banking on a 128-page 
photograph album featuring its leader, Silvio 
Berlusconi, the country’s richest man, who 
has promised every Italian household a 
copy before the general election on May 13th. 





Rutelli says he’s got the answers 


The coalition of the ruling left, the Olive Tree, 
takes another tack. Its manifesto, about as 
long as Mr Berlusconi's picture book, has just 
one small photograph of its leader, 
Francesco Rutelli, a former mayor of Rome, 
whosays he believes in the power of words. 

Indeed, it is the style of the two cam- 
paigns that has been most strikingly at odds. 
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Mr Berlusconi seeks a personal vote of confi- 
dence from the voters. The left has been 
more restrained in parading its standard- 
bearer: it accuses Mr Berlusconi’s own Forza 
Italia party of building a cult of personality 
round its leader. 

In fact, both the main coalitions’ pro- 
grammes are quite alike, especially on eco- 
nomics. Both promise to lighten the weight 
of government. The left, which has cut quite 
a bit of the red tape that Italians complain 
about so vociferously, says it will halve the 
number of ministries from 24 to 12. The right 
promises to cut in half the number of people 
in parliament. Across the spectrum, all poli- 
ticians say they will replace a jungle of legis- 
lation with a simpler body of laws. Mr Rutelli 
says thatat least 12,000 of them should be ab- 
rogated; Mr Berlusconi insists that his gov- 
ernment would match such moves. 

Both agree that Italy’s constitution 
needs reforming, though attempts to do so in 
the outgoing parliament were dished by Mr 
Berlusconi. He argues that Italy’ head of 
state should be directly elected. 

Both coalitions promise, as virtually all 
parties always do, to attend to the woes of It- 
aly’s Mezzogiorno, the south, where a fifth 
of the workforce (twice the national average) 
have nojobs. Mr Berlusconi hails his plan for 
the south as the key to Italy’s development as 
a whole. He wants to offer incentives to help 
farming and tourism there; business will get 
tax breaks for investing; quantities of cash 
will help the sagging infrastructure. 

Mr Rutelli stresses his determination to 
clean up local government in the south. But 
he too says his government would invest 
heavily in the south’s infrastructure. Both co- 
alitions say they will ensure that a bridge will 
be built between Sicily and the mainland—a 
project that has been in the air for decades. 

Even the two groups’ promises on tax 
are fairly similar. Both say they will cut it. Mr 
Berlusconi says he will bring corporate tax 
and the top level of income tax down to 33%, 
albeit gradually. He has promised to abolish 
taxes on gifts and inheritance, and will ex- 
empt reinvested profits. He also promises 
families with annual incomes of less than 
22m lire (about $10,000) that they will pay no 
tax at all. Mr Rutelli puts the threshold for 
paying tax a bit lower, at 20m lire. He too 
promises lower business taxes. 

In any event, whichever coalition forms 
agovernment will have its hands tied by the 
European Union's stability pact that limits, 
among other things, the size of the public 
deficit. Mr Berlusconi's plans sound more ex- 
travagant than Mr Rutelli’s, though Forza Ita- 
lia’s would-be treasury minister, Giulio Tre- 
monti, has sought to reassure businessmen 
thatelection hyperbole will give way tomore 
sober action once his team is in office. 

The left, however, boasts that its three 
prime ministers since 1996 all managed, as 
few of their predecessors have, to squeeze 
the deficit and improve budgetary disci- 
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pline—with the trium- 
phant result that Italy 
joined the euro-zone at the 






Still quite a gap 
Voting intentions, % ——— 52 


not raised it with zeal. 
On foreign policy, the 
tone of the two coalitions’ 












outset. Mr Rutelli also 


promises to speed up lib- Right 








views is certainly different, 
the content less so. Mr Ru- 





eralisation and to sell off 
what is left of the state’s 


telli’s manifesto is more ea- 
gerly internationalist; it 





holdings. The right prom- 
ises the same. 


sounds warmer towards in- 
ternational bodies such as 
the uN, the oecp and even 





Reform of pensions, 
though hugely necessary, is 
definitely not an election- 
winner. Earlier this year, Mr 
Berlusconi promised that 
pension rights would not be touched. The 
second of the three main parties in his co- 
alition, the post-fascist National Alliance, is 
notably reluctant to offend its many public- 
sector supporters. The left sounds readier to 
tackle the pensions issue, but has certainly 





NATO. The right generally 
echoes the lefts enthusi- 
asm to integrate Italy more 
tightly within the £u, but 
sounds more nationalist. The left makes 
much of Mr Berlusconi's judicial problems, 
portraying him as unable to walk tall abroad. 

The clearest difference between the two 
coalitions may be in social attitudes. The Ol- 
ive Tree is liberal, secular and tinged with the 


lefts historic animosity to the Vatican’s 
influence on politics. It opposes the right’s 
plan for school vouchers that would enable 
more children to attend church-run schools. 
The left favours genetic research on em- 
bryos; the right says it would make it harder 
for women to have abortions. 

Perhaps the most emotional issue divid- 
ing left and rightis that of illegal immigra- 
tion. Both sides are against it. But the right 
sounds much fiercer towards the illegals, tag- 
ging them with crime and demanding 
harsher measures against them and more 
peremptory expulsion. Mr Berlusconi’s co- 
alition ally Umberto Bossi, of the once-sepa- 
ratist Northern League, sounds particularly 
harsh towards immigrants in general. If the 
right does win, as the opinion polls still sug- 
gest it will, this issue might be the clincher. 








UR editorial and investigative articles 
published last week, which suggested 
that Silvio Berlusconi's legal problems and 
business background made him unfit to 
run his country, set off a huge furore across 
Italy. Indeed, they provided the main point 
of public debate during the past week and 
prompted a string of articles in publica- 
tions elsewhere in Europe. France’s leading 
(and left-leaning) daily, Le Monde, piled in 
behind The Economist. So did El Mundo, a 
right-wing Spanish newspaper that casti- 
gated Mr Berlusconi for the way he has 
been handling the finances of a television 
company he part-owns in Spain. 
Media outlets friendly to Mr Berlus- 
coni, most patently those he or his family 


denounced our findings as “pure garbage”, 
though he had declined to answer more 
than 50 questions we had sent him before 
publication. His Fininvest holding com- 
pany said it would sue for defamation. 

Many articles in this camp denounced 
The Economist as part of a “communist 
plot” to do him down. A leading adviser to 
Gianfranco Fini, the post-fascist leader 
whose party is allied to Mr Berlusconi's, 
said The Economist spoke for “Trotskyite 
minorities”. Many of Mr Berlusconi’s sup- 
porters accused Tana de Zulueta, who used 
to be our Rome correspondent until she 
stood (successfully) as a centre-left 
Olive Tree candidate for the Senate in 1996, 
of instigating the supposed plot. In fact, she 
has had nothing to do with any articles 
published by us since then. 

The leading daily owned by Mr Berlus- 


abuse on us. On April 30th, it claimed, erro- 
neously, that the Pearson Group, which 
owns a slice of El Mundo and the whole of 





owns, were outraged. The magnate himself 


coni, il Giornale, has heaped a diet of 


Unfit to write about Italy? 


the Financial Times (of London), which in 
turn owns half of The Economist, is bent 
on buying Mediaset, the company embrac- 
ing Mr Berlusconi’s television empire. 

Noless predictably, the left-wing press, 
notably La Repubblica, a Rome daily 
which backs the ruling centre-left coalition 
and is owned partly by one of Mr Berlus- 
coni’s bitterest business and political rivals, 
Carlo De Benedetti, was full of praise. It 
gave The Economist's articles front-page 
billing on April 27th and packed some 
seven further pages with excerpts and re- 
lated articles. 

More revealing, however, was the more 
awkward and equivocal reaction of news- 
papers closer to the centre, reflecting the re- 
luctance of many commentators and inter- 
est groups to incur Mr Berlusconi’s wrath, 
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LA BOMBETTA 


CORRIERE DELLA SERA 





A bowler-hatted bomber, that’s 
Berlusconi’s view of The Economist 


in the expectation that he will win. A daily 
close to the Vatican, Avvenire, was studi- 
ously neutral. Italy’s leading business daily, 
Il Sole 24 Ore, which is owned by Confin- 
dustria, the businessmen’s association, 
was strikingly reticent in its coverage of the 
row. La Stampa, a Turin-based daily 
owned by the Fiat group (itself controlled 
by the Agnelli family, which usually gets 
along with whoever runs Italy), com- 
mented cautiously and variously. 

Corriere della Sera, which is perhaps 
closest among big Italian publications to 
being independent, evinced a mixed but 
on the whole warily supportive reaction. 
One front-page editorial said Mr Berlus- 
coni should answer the questions raised. 
But another of its leading commentators 
accused The Economist of betraying “eth- 
nic prejudice” against Italy. Another said 
that we had underestimated Italy’s need 
for a break with the parties of the past— 
and how the relative novelty of Mr Berlus- 
coni appealed to Italians. The Corriere’s 
oldest and perhaps most admired com- 
mentator, Indro Montanelli, 92, praised 
us—notin his column, but on television. 

The most notable feature was how seri- 
ously Italians take the foreign press—yet 
how ready many of them are to see a “hid- 
den hand” guiding some plot behind 
whatever newspapers publish. That, sadly, 
is because their own press is viewed by 
most Italians as almost entirely parti pris, 
Mr Berlusconi's legal tribulations being as- 
sessed almost entirely along ideological 
rather than factual lines; and because per- 
sonal patronage and intrigue among inter- 
est groups, rather than policies, are what 
drives much of Italian politics. 

“Yes, in Italy we've got problems—it’s 
odd that we get to find out about them 
from The Economist,” says Giuliano 
Amato, the outgoing prime minister, his 
tongue only half in cheek. 
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Ukraine 


Hopes depart, worries return 


KIEV 


The departure of the most reform-minded government in Ukraine’s history is 
bad enough. The manner of its going is even worse. And the prospects for 


anything better are dire 


jj Sse: government of Uk- 
raine’s prime minister, 
Viktor Yushchenko, which 
managed not quite 16 
months before it was voted 
out of office last week, had 
reawakened hopes that Uk- 
raine was ending a decade 
of misrule. The economy 
grew; the government paid 
its debts at home and 
abroad. There was at least 
the semblance of reform of 
the energy market, under a 
deputy prime minister, Yu- 
lia Timoshenko, who until 
recently had herself been a 
fuel tycoon. Mr Yushchenko was by far the 
most popular politician in the country, his 
style of government far more open and 
democratic than his predecessors’. 

Its successes counted for little among the 
people who matter, though. There were con- 
stant attacks from President Leonid Kuchma 
and his pals. These stemmed partly from 
jealousy, partly from annoyance that the 
government was upsetting lucrative busi- 
ness arrangements. Mr Yushchenko de- 
fended himself ably against some charges, 
such as ethnic slurs against his American- 
born wife, but much less well against others, 
chiefly that the central bank, when he ran it, 
had misled the imr about Ukraine’s reserves. 

Other criticism mars his more recent re- 
cord too. He himself was notoriously disor- 
ganised and unpunctual. His cabinet was in- 
cessantly tied up in crisis management, 
rarely was it able to plan far ahead. A banker 
with a marked dislike of party politics, Mr 
Yushchenko was surprisingly good at getting 
along with ordinary Ukrainians; less good at 
talking to small businessmen; and very bad 
at sweet-talking the tycoons’ clans repre- 
sented in parliament. 

His biggest political mistake was in 
March, when he signed a strongly worded 
joint letter with Mr Kuchma describing op- 
position protesters, most of them his natural 
allies, as “fascist hooligans”. That, he be- 
lieved, was the price he had to pay to stay in 
office and safeguard the country’s economic 
recovery. But a month later, Mr Kuchma 
gave him only the limpest support as his 
government, and Ukraine’s chance of re- 
form and stability, went down in flames. 

The dwindling band of Ukraine’s opti- 
mists still rest their hopes chiefly on Mr 
Yushchenko’s beefy shoulders. If he com- 





Yushchenko’s out 


mits himself firmly to the 
opposition cause, he could 
help create a formidable 
challenge to the powers- 
that-be, starting with a ref- 
erendum demanding Mr 
Kuchma’s resignation. The 
rich, wily Mrs Timoshenko 
backs her former boss 
strongly for the presidency, 
for which an election is due 
in 2003. She herself has her 
eye on his old job, assuming 
that she can stay out of the 
jail cell to which Mr Kuch- 
ma’s prosecutors are trying 
to return her. She spent sev- 
eral weeks there earlier this year. 

But the signs are discouraging. The oppo- 
sition is a mixed lot, including thuggish skin- 
heads, old-fashioned nationalists, human- 
rights activists, liberal democrats, socialists 
and Mrs Timoshenko. Though furious at his 
betrayal by Mr Kuchma, Mr Yushchenko, a 
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stolid, careful man, is understandably hesi- 
tant about hitching himself too firmly to a 
wagon drawn by such a varied bunch. In ad- 
dition, the official media are against him. As 
prime minister, he was guaranteed at least 
some air time; in opposition it will be differ- 
ent. Thestate-controlled television, easily the 
most important media outlet in Ukraine,can 
either ignore him—or blacken his name by 
foul means or fair. 

It may not stop there. Ukraine’s recent 
political history is dotted with corpses, in- 
cluding Mr Yushchenko’s much-liked 
predecessor and mentor at the national 
bank, Vadim Hetman, who was assassinated 
after treading on some important toes. Mr 
Yushchenko’s friends fear for his safety. 

With or without him, there is too little ac- 
tive public support to give the opposition 
real clout. The demonstrations of recent 
months have been huge by Ukraine's feeble 
standards. But even a crowd of 20,000 is un- 
likely to make the authorities tremble. Most 
Ukrainians, if they bother about politics at 
all, think that Mr Yushchenko is a good man 
but see nothing they can do to help him. 

The truth is that the tycoons and hard 
men around the president have the guns, the 
money and the muscle they need to keep the 
wealth and power they have collared. And 
Ukrainians who oppose them lack the will- 
power, the guile and the popular backing to 
chase them out. 
=f = = = 








Calculated killing in 


SKOPJE 


T THE end of March, as a burst of fight- 
ing between Macedonian security 
forces and Albanian-nationalist rebels 
was dying down, the country’s leading 
ethnic-Albanian politician, Arben Xhaf- 
eri, made a forecast: shooting would re- 
start in four weeks unless progress were 
made towards righting his community’s 
grievances. He was correct. 

On April 28th, in the bloodiest single 
incident in this conflict, eight Macedo- 
nians—four policemen and as many com- 
mandos—were shot dead near the border 
with Kosovo. On May ist, after four of the 
victims had been buried in their home 
town of Bitola, local Slav Macedonians 
went on the rampage, burning some 40 
shops owned by Albanians. Two days 
later, two more soldiers were killed in a 
northern village. 

The riots marked a troubling deterior- 
ation. Most of the earlier violence bet- 
ween Slavs and Albanians had been on re- 
mote northern hillsides, not in the middle 
of southern towns like Bitola, near Greece. 

The rebels’ onslaught was almost cer- 
tainly a message of sorts to local politi- 
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cians and western policymakers as their 
efforts to fix a new bargain between Mac- 
edonia’s rival communities moved up a 
gear. Macedonia’s President Boris Trajkov- 
ski was about to visit Washington, and 
quiet but intensive mediation by the 
European Union's foreign-policy chief, 
Javier Solana, and the American State De- 
partment was yielding progress. 

If those efforts do succeed, the govern- 
ment of Macedonia could be entrusted to 
a sort of rainbow coalition, including the 
Slav and Albanian parties that are already 
in government and their main rivals. This 
administration would have the moral au- 
thority to change the political system, in 
ways designed to reassure the Albanians, 
and lead the country into elections this 
autumn. Or so the theory goes. 

On the mildest interpretation, the re- 
bels’ latest attacks were a bid by ethnic-Al- 
banian hardliners to boost their side’s po- 
sition in coming negotiations; a darker 
view is that their self-described National 
Liberation Army wants to wreck all pros- 
pects of a settlement that would leave ex- 
tremists isolated and bolster moderates. 
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Frits Bolkestein, an almost sceptical EU commissioner 


[ IT possible to be both a Eurosceptic and a powerful member of 
the European Commission? if anyone can put that question to 
the test, it will probably be Frits Bolkestein, the Dutchman en- 
trusted with the job of running the European Union’s policies on 
the internal market and taxation. 

Tobe honest, itis only by the fervently committed standards of 
Brussels that Mr Bolkestein ranks as even a mild Eurosceptic. On 
most aspects of the “European project” heisa firm believer. He has 
no doubts about the wisdom of adopting the euro, the ev’s single 
currency. He is a firm advocate of enlarging the Union to include 
the countries of Central and Eastern Europe. He argues that closer 
European integration has led to stronger economic growth. He has 
pushed for the harmonisation of indirect taxes. And he is a zealous 
enforcer of the rules of Europe’s single market. Indeed, to the na- 
tional governments that he harries into 
obeying European law on the internal 
market, he must come across as the 
very epitome of the bossy Brussels bu- 
reaucrat. On his own estimate, Mr Bol- 
kestein issues no fewer than ten “in- 
fringement proceedings” against 
national governments each week. 

For all that, Mr Bolkestein shows 
an unusual willingness to be rude 
about some of the more ambitious vi- 
sions of Europe currently doing the 
rounds, such as the one outlined this 
week by Germany’s ruling Social Dem- 
ocrats. The commissioner is openly 
critical of the federalist vision. “It 
would be a risky business to work to- 
wards a federal Europe,” he said in a re- 
cent speech, “since there is a good 
chance of failure, and Europe might 
then end up on the road to disintegra- 
tion as a kind of reaction.” 

Failure? Disintegration? These 
words are not meant to cross the lips of 
a “good European”. If you want to get 
easy applause in Brussels, the correct 
attitude to adoptis “full steam ahead to 
European unity, and damn the torpe- 
does”. In the same speech, Mr Bolkes- 
tein was also willing to transgress the 
unwritten rule that you do not make rude-sounding comments 
about eu countries. The most ardent federalists, he remarked 
pointedly, came from countries like Germany, Italy and Belgium 
with a “nation problem”. Told that his views raised eyebrows 
among some of his colleagues, Mr Bolkestein shrugs and says, “It 
happens to be what believe.” 

The commissioner's views on the political future of the Eu 
matter because he is in charge of one of the portfolios that would 
be central to any further integrationist drive—taxation. The Ger- 
man government's new policy paper speaks of the need for “more 
energetic harmonisation of fiscal policy, especially with regard to 
taxes on business”. Both the French and the Italian governments 
have also revived the push for a minimum level of corporate tax- 
ation, arguing that such a change is necessary to prevent EU coun- 
tries undercutting each other. Mr Bolkestein, however, says he is 
not interested. “I don’t want to harmonise corporate or income tax 
rates in any way,” he declares. “The Irish, as far as Pm concerned, 
are safe in their insistence on a 12.5% corporate tax rate.” 





What about the often-heard argument that, without a mini- 
mum corporate tax rate, there will be a “race to the bottom” that 
undermines welfare systems? Again, Mr Bolkestein’s response is 
robust. “There is absolutely no sign of that,” he says, pointing out 
that over the past generation corporate tax receipts in the ru have 
gone up substantially as a proportion of Gpr. Anyway, he argues, 
“our lords and masters [Europe's political leaders] say they want 
taxes to come down.” In Mr Bolkestein’s view the real tax problem 
for the ev is not that corporate tax levels are too low, but that taxes 
on labour are too high. And the answer to that, he says, is not tax 
harmonisation but reform of the welfare state. 

Tax harmonisers, however, have another argument up their 
sleeves. They claim that the advent of a single currency makes the 
creation of an economic government for Europe inevitable. Mr 
Bolkestein disagrees, rejecting the idea 
that the euro will inevitably require 
ever closer co-ordination of fiscal pol- 
icy. “The euro can function well if we 
just stick to the current rules, in par- 
ticular on budget deficits.” 

He argues that the real test for the 
euro will come in about a decade's 
time, when the baby-boom genera- 
tion begins to retire. With huge un- 
funded pension liabilities, European 
governments will struggle to keep 
their budget deficits within the limits 
they agreed to when they joined the 
euro. Once again, however, Mr Bol- 
kestein believes that the solution has 
more to do with welfare reform than 
with tax harmonisation. 

These arguments may sound a bit 
academic. They are, however, deeply 
political. Mr Bolkestein’s position will 
undoubtedly irritate the powerful 
camp in the £u that is calling for more 
tax harmonisation, deeper political 
integration and a more developed 
European “social model”. Refresh- 
ingly, the commissioner appears not 
tocare all that much. 

Indeed, he has a certain taste for 
intellectual controversy. He still re- 
calls with relish the public debates he held with Noam Chomsky, a 
left-wing American academic, when Mr Bolkestein was the Dutch 
defence minister in the late 1980s. And the commissioner says he is 
looking forward to another public debate with Danny Cohn-Ben- 
dit, a member (for the French Greens) of the European Parliament 
who leapt on to the barricades back in 1968. The pair will argue 
about the legacy—an economically and politically damaging one, 
in Mr Bolkestein’s view—of that attempted revolution. 

Mr Bolkestein’s willingness to take unorthodox stands may 
stem from the fact his is an uncommon breed in the Brussels hi- 
erarchy. Unlike most of his colleagues in the commission, who 
come from bureaucratic and political backgrounds, he spent the 
first part of his career working for a multinational company, Shell. 
He went to university in the United States, and worked for long pe- 
riods in Africa. He is no “little European”. And, unusually ina city 
where political discussion is dominated by Christian and Social 
Democrats, Mr Bolkestein is a fully-fledged economic liberal. That 
makes his an interesting voice—if still a rather rare one in Brussels. 
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Plagued by race 





Mr Hague’s attempt to discipline his party has exposed the flaws in his 
leadership at a terrible moment: the eve of a general election 


HEN the leader of a political party 

summons the cameras to the front 
door of his head office in order tojut his chin, 
stamp his foot and declare that he is the fel- 
low in charge, you know that he is in serious 
trouble. So it was this week, when William 
Hague appeared on the doorstep of Conser- 
vative Central Office brandishing the apol- 
ogy he had at last wrung out of John Tow- 
nend. The retiring backbencher was 
apparently “very sorry” that his “offensive” 
and “ill-chosen” words on race and immi- 
gration had given the impression that Con- 
servatives were racist. He promised to shut 
up. But the promise came too late to undo the 
damage to Mr Hague. More than ever, and 
worse on the eve of an election, the Conser- 
vative leader looks like the weak leader of a 
divided party. 

Mr Townend has never been a force in 
Conservative politics. After more than two 
decades as a passed-over backbencher, he 
willnotbe standing in the election Tony Blair 
is expected to announce next week. He is 
only one of several Conservative mes who 
have refused to sign an “election compact”, 
published by the government-financed 
Commission for Racial Equality (cre), in 
which the leaders of the main parties prom- 
ised not to stir up racial hostility in the com- 
ing election. He attracted attention mainly 
because he accompanied his refusal with a 
sequence of increasingly provocative re- 
marks about race. And these caused a storm 
only because Mr Hague consistently fluffed 
his response to them. 


Totally unacceptable 


The sequence began in March, when Mr 
Townend said that Britain’s “homogenous 
Anglo-Saxon culture” had been undermined 
by immigration. In April, a Labour cabinet 
minister hit back. Using Mr Townend’s 
views as a rod to beat the whole Conserva- 
tive Party, Robin Cook, the foreign secretary, 
called talk of a homogenous Anglo-Saxon 
society a “pitiful” misreading of history: the 
British, he said, had never been a race but 
were a “gathering of countless races and 
communities”. Mr Townend, thus goaded, 
accused Mr Cook of insulting his Yorkshire 
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constituents by calling them members of “a 
mongrel race”. From the second generation, 
he said, all immigrants should consider 
themselves natives of Britain “rather than 
looking back to a motherland abroad”. And 
that meant adopting the English language 
and culture. 

At every point in these exchanges, Mr 
Hague has admonished his wayward back- 
bencher. When Mr Townend said that immi- 
grants undermined Britain's homogenous 





culture, Mr Hague called these remarks “to- 
tally unacceptable”. When Mr Townend 
talked of “a mongrel race”, Mr Hague said 
that, on the contrary, multiculturalism was 
one of Britain's strengths. But Mr Hague re~ 
fused to expel him. The man was retiring 


anyway, said Mr Hague, so expelling him < - 
would be just “gesture politics”. To do so, 


added Liam Fox, the Tories’ health spokes- 
man, was to risk turning him intoa “martyr”. 
That, at any rate, was the line at the end 


of last week. By the start of this one, the inter- 


vention of Lord Taylor of Warwick, a black 
Conservative in the House of Lords, had 


forced an abrupt change. In 1992, as plain. A 


John Taylor, Lord Taylor had stood as the 


Tory candidate for Cheltenham, which is. - 


normally a safe Conservative seat when the 


candidate is white. It rejected him. He now. 


declared that even the broad church of the” 


Conservative Party could not contain both © 


Mr Townend and “people like me”. oe 
This strong hint that Lord Taylor might. 


resign from the party--or, worse, defect to a 


Labour-~persuaded Mr Hague to tell Mr: 
Townend that he would be expelled if he re- 
peated his “intemperate” remarks about: 
race. But Lord Taylor was far from impressed. 
Instead, he wrote a withering article for the 
Times in which he called the yellow card Mr 
Hague had shown belatedly to Mr Townend 
the “pathetic” response of a weak leader. Mr: 
Hague should have withdrawn the whip. 


from Mr Townend when his initial attackon 


multiracial Britain was first reported: “Mr 


Hague is desperately trying to bury the race: : 
issue,” he said. “In all probability, the race is- 


sue will end up burying his leadership.” 


Pathetic 


Andso,on April 30th, tothe doorstepofCen-. = 
tral Office, the stamping of Mr Hague’s foot, 


and the strong leader’s insistence that the 
Conservative Party was not racist. To proveit, o 


he had extracted an apology and vow of si- 
lence from Mr Townend. But nor could a- 

strong leader let a Conservative peer “ago- 
nise publicly” about whether he still sup- 


ported the party. For that reason, Lord Taylor ` - 


would be asked tö add his name to an open 
letter from black and brown Conservative 
politicians reaffirming their loyalty. 

Lord Taylor has said that he is satisfied, 
for now. But he might still defect. Some Tones = 
claimed to see the hand of Alastair Campe 
bell, Tony Blair’s official spokesman and un- 
official Machiavelli, in Lord Taylors ma- 
noeuvres. But even if he does stay in the 
party, Lord Taylor has caused Mr Hague last- 
ing damage by branding his leadership on 
the race issue pathetic. 

Has it been? Mr Hague is guilty, ata mini- 
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mum, of crossing his wires. He signed the 
cre’s election compact on race without fore- 
seeing that some mps might refuse to sign it, 
or working out what he would then do. The 
result was a circus. The party leader signs the 
solemn pledge; an obscure backbencher 
wins massive publicity by refusing to sign; 
Michael Portillo, the shadow chancellor, 
says he will not sign because it does not take 
a piece of paper to show that he is no racist; 
Ann Widdecombe, the shadow home secre- 
tary, calls the pledge “silly” but signs any- 
way, so that people cannot call her a racist 
when she continues her crusade against “bo- 
gus” asylum-seekers. 


Too many cracks 

Mr Hague is also guilty of indecision. Having 
crossed his wires, why did he not uncross 
them by taking stronger and earlier action 
against Mr Townend? His own explana- 
tion—a dislike of “gesture politics”—is hard 
to take seriously. Since when did a politician 
shrink from gestures? A likelier reason was 
Mr Hague’s fear that expelling Mr Townend 
would prompt like-minded Conservatives 
to rally at once to the sacked man’s defence, 
and so create a public rift between left and 
right inside the party. 

The trouble is, the cracks are showing 
anyway. The day after Mr Hague wrung the 
apology out of Mr Townend, he had to ex- 
tract a similar one from Laurence Robertson, 
the Conservative mp for Tewkesbury, who 
thought for a moment on television that he 
had found some virtue in Mr Townend’s 
views. The party’s elder statesmen have also 
been aroused, and will prove harder to si- 
lence. From the right, Lord Tebbit, inventor of 
the “cricket test” (all immigrants, he once 
said, should cheer the England team), de- 
clared this week that he knew of no happy 
multicultural society. From the left, Sir Ed- 
ward Heath, a former prime minister, ac- 
cused Mr Hague of moving the party to the 
“extreme right”. He contrasted Mr Hague’s 
vacillation with his own swift eviction of 
Enoch Powell from the shadow cabinet 33 
years ago for the infamous “rivers of blood” 
diatribe against immigration. 

Mr Hague has long denied moving his 
party to the right. Having made many 
speeches in favour of ethnic tolerance, he in- 
sists that his party should be allowed to ar- 
gue against the abuse of the asylum system 
without being accused of racism, just as it 
should be allowed to oppose British mem- 
bership of the euro without being accused of 
seeking to quit the European Union. And so 
it should. But these are difficult messages to 
convey. In both cases they are complicated 
by the Conservatives’ past form and present 
divisions, which Labour and the Liberal 
Democrats are understandably eager to ex- 
ploit. Explaining them to voters will require 
cleverer leadership than Mr Hague has man- 
aged to show these past two dismal weeks. 
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The economy 
Labour's coup 


Four years ago, the Bank of England was set free to control inflation. So far, so 
good but it has not yet been seriously tested 


CSN with the lightning speed 
of a military coup, the first initiative of 
the new Labour government was also its 
most important. The decision to make the 
Bank of England independent, announced 
within days of taking office in May 1997, 
stunned supporters and opponents alike. 
Now, as Labour prepares for election, it 
formsa central part of its economic record. 

Although the reform was unex- 
pected from a party that had na- 
tionalised the Bank in 1946, it 
gave less independence than 
many other central banks en- 
joy. For one thing, the govern- 
ment retained control over the 
goal for inflation, confirmed 
this week by Gordon Brown, the 
chancellor of the exchequer, at 
2.5% a year. By contrast, the European 
Central Bank sets its own inflation objective. 
For another, the chancellor directly appoints 
four members of the Bank’s nine-strong 
Monetary Policy Committee (mpc) which 
sets interest rates. 

Asked about the impact of the French 
revolution, Zhou Enlai, China’s premier un- 
der Mao, said it was too soon to tell. A mere 
four years since Gordon Brown’s reform, the 
same caveat arguably holds true for the deci- 
sion to restore operational independence to 
the 300-year-old Bank. That has not stopped 
people from reaching a favourable interim 
judgment. Sir Alan Budd, a former member 
of the mpc, has called the new framework 
excellent, “possibly the best system in the 
world for setting monetary policy”. Lars 
Svensson, an economist at Stockholm Uni- 
versity, cites the Bank as an example of “best 
international practice”. 

But then it would be difficult to find seri- 
ous fault with the Bank when inflation has 
hovered around or below target over the 
past four years while the economy has con- 
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tinued to grow robustly and unemployment 
has fallen. The black spot has been manufac- 
turing, which has suffered from the strength 
of the pound, although this has largely re- 
flected the general weakness of the euro. 

So how much credit can the Bank claim 
for Britain’s inflation performance? Some— 
but not all. Since June 1997, inflation has av- 
eraged 2.4%. However, in the previous four 
years, the 12-month average was 2.7%. 
Look at the chart and without 
prior knowledge you would be 
hard pressed to infer that the 
Bank started to set interest 
rates independently in June 
1997. Nor should this necessar- 
ily be a surprise. Despite its 
drama, Mr Brown’s decision fol- 
lowed a series of reforms starting 
in late 1992 that had steadily increased 
the effective power of the Bank. 

The real break in Britain’s record on in- 
flation in the 1990s came as it was wrung out 
of the system, initially through targeting the 
exchange rate, while Britain was a member 
of the European exchange-rate mechanism. 
Indeed, the long-term reduction in inflation 
goes back well before then: inflation peaked 
at 27% in August 1975. It is not just in Britain 
that inflation has fallen to the lowest for a 
generation; it declined throughout the de- 
veloped world in the 1990s. “It’s quite clear 
that the new arrangements put a seal on low 
inflation rather than achieving it,” says John 
Flemming, a former chief economic adviser 
to the Bank. 

If claims that the reform of May 1997 has 
transformed the inflation outlook are over- 
stated, so too are charges that an indepen- 
dent Bank has made a hash of monetary pol- 
icy. Critics say that it has persistently 
under-shot inflation, which has now been 
below target for two years. This may be true, 
but the shortfall has been trivial. The chan- 
cellor’s remit to the mec calls for an explana- 
tory letter if inflation rises above 3.5% or falls 
below 1.5%. A decline in inflation, currently 
1.9%, may shortly trigger the Bank’s first let- 
ter. However, this will still be a creditable re- 
cord, given the past volatility of inflation. 

Certainly, the Bank’s record as a newly 
empowered independent central bank com- 
pares favourably with that of the European 
Central Bank, which has demonstrated a no- 
table lack of clarity in presenting its policy. 
By contrast, the Bank is now upheld as a 
model of transparency, a remarkable trans- 
formation for an institution long renowned 
for its culture of secrecy. In 1968, Roy Jenkins, 
then Labour chancellor, confided that “the 


Bank of England is a closed book to us all.” 
This new-found transparency has laid 
bare disagreements between the individual 
members of the mpc, who often split in the 
committee’s votes. This in turn reflects differ- 
ing views about the outlook for inflation, 
which has made the Bank’s inflation forecast 
increasingly difficult to interpret. In its last 
Inflation Report, the mec presented a fore- 
cast whose central projection showed infla- 
tion rising to 2.5% by the start of 2003. How- 
ever, the report also revealed that some 
members thought inflation could be up to 
half a percentage point lower by then. In a 
more challenging economic environment, 
the muddle over the forecast would matter 
more. As Mr Flemming says, “The new sys- 


Countryside 


tem has been working but it has not been 
fully tested.” 

A related concern—since dissenting 
voices have primarily been the external 
members appointed by the chancellor—is 
the structure of the monetary policy com- 
mittee. Despite his praise for the Bank, Mr 
Svensson says there are several problems 
with the committee as it stands. It is “unnec- 
essarily large” and the three-year terms of 
the external members are too short. He is also 
unimpressed by the chancellor's role in ap- 
pointing the outsiders. In a recent review of 
New Zealand’s monetary arrangements, he 
recommended that committee members, 
other than the governor, should be ap- 
pointed by the central bank’s board. The 


After foot and mouth 


Foot-and-mouth disease is on the wane, but not the debate over the future of 


the countryside 


HE government was roundly con- 

demned only six weeks ago for saying 
that the outbreak of foot-and-mouth disease 
(EMD) was “under control”. Now, that claim 
is hardly disputed. At its peak, 30 or 40 new 
cases were being reported daily; now, the 
numbers are down to three or four.On May 
3rd the prime minister declared the crisis 
was at an end. 

Britain’s countryside has not yet re- 
turned to normal. More than 80% of the 
country’s footpaths remain closed. But at 
least farmers are beginning to see the end of 
their nightmare. The cost of the outbreak has 
been high. Last week, the Centre for Econ- 
omic and Business Research estimated that 
the epidemic would cost farmers £3.6 billion 
($5.2 billion). The government estimates that 
tourism is still losing £125m a week, and the 
British Tourist Authority (BTA) says that on 
current trends Britain could lose up to £2.5 
billion over the year in revenue from over- 
seas tourists. The chief executive of the BTA, 
Jeff Hamblin, argues that it may take up to 
three years for the industry to recover and 
for overseas tourists to return in strength. 

So far, nearly 3m animals have been 
slaughtered. The effect of the trauma that 
farmers have been going through is illus- 
trated by a recent survey in Farmer's Weekly. 
Of 100 farmers questioned by the magazine, 
a third planned to restock their farms only 
partially. Moreover, 6% of farmers expect to 
leave the business altogether, three times the 
normal yearly average. 

Even before the outbreak of rmp, the 
countryside was in trouble. Agricultural in- 
comes had declined steeply. Tony Blair's 
determination to press ahead with the ban 
on hunting had inflamed rural opinion. The 
crisis may have squeezed out discussion on 
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all other countryside issues but with its end 
in sight, the nature of the debate may be 
about tochange. 

The daily sight of sheep being slaugh- 
tered and the burning pyres has heightened 
public awareness of countryside issues. Mi- 
chael Winter, professor of the ruraleconomy 
at Cheltenham and Gloucester College, ar- 
gues that the crisis has emphasised the 
“strong links” between agriculture and other 
sectors of the rural economy, such as tou- 
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equivalent body for the Bank would be the 
non-executive members of its “court” of di- 
rectors. 

In his “Wealth of Nations”, Adam Smith 
said that the Bank of England acted “notonly 
as an ordinary bank but as a great engine of 
state”. Lord North, the prime minister who 
lost the American colonies, declared in 1781 
that the Bank “from long habit and the usage 
of many years was a part of the constitu- 
tion”. But for the past half-century, the Bank 
had lost its own empire and lacked a clear 
role. Now it has one. So far, it has performed 
well. But it has not yet faced the storms that 
would test whether it has once again secured 
its place as “a great engine of state” within a 
modern constitution. 
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rism. He believes that it will never again be 
possible to discount the contribution of agri- 
culture, as some had been tempted to do be- 
cause of the falls in farm incomes. 

The main long-term casualty of FMD 
looks like being the much maligned Ministry 
of Agriculture, Fisheries and Food (marr) it- 
self. The ministry has been strongly criticised 
for responding too slowly to the crisis. But 
long before rmp came along, critics such as 
the Countryside Alliance (ca), the main lob- 
bying group on countryside issues, argued 
that MAFF was too narrowly focused on 
helping farmers win subsidies for agriculture 
production to care much about the wider ef- 
fects of that policy on the countryside. This 
week, even Nick Brown, the agriculture min- 
ister,echoed the ca’s call for the creation of a 
new Department of Rural Affairs. 

Some agricultural practices will have to 
change. The use of waste meat in pig swill 
will becompletely banned. And there will be 
great pressure on the government to encour- 
age more abattoirs to open and thus reduce 
the need to transport livestock so many 
miles around the country. Transporting ani- 
mals was an important reason why FMD 
spread so quickly. 

Those who oppose a ban on fox-hunting 
also believe the disease has changed the de- 
bate. The Countryside Alliance claims that, 
for the first time in the three years of its exis- 
tence, membership rose over the winter by 
about 10% as more people have sympathised 
with the plight of those living and workingin 
the country. The latest poll taken for the ca 
shows that now only 37% of respondents 
support a total ban on hunting, accelerating 
a downward trend from 76% in 1997. 

Lady Mallalieu, a Labour peer and chair- 
man of the Leave Country Sports Alone 
campaign, argues that the crisis has proved 
what an invaluable contribution the hunt- 
ing community makes to the countryside as 
a whole. She is probably right in her assess- 
ment that it may be harder for a re-elected 
Labour government to press ahead with its 
plans to abolish fox-hunting. 
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The trouble with Liberals 


OWER corrupts, said Lord Acton, a Liberal peer. But loss of 

power, said somebody else who might as well have been talk- 
ing about a Liberal, tends to corrupt absolutely. This is a motto that 
Charles Kennedy, the leader of the Liberal Democrats, may want 
to bear in mind as the general election approaches. 

Tony Blair is expected to announce next week that the election 
will take place on June 7th. To judge by recent polls, the Conserva- 
tives are cruising to a clobbering. Until recently, they had been 
adding up how many seats William Hague needs to gain in order 
tokeep his jobas their party's leader. But Mr Hague may notgain at 
all. A mort poll for the Sun this week predicts that Labour is on 
course to win 443 seats, puffing up its majority from an already 
bloated 179 mes in the present par- 
liament to 227 in the next. The num- 
ber of Conservative mps will fall 
from 165 to 158, and the number of 
Liberal Democrats from 47 to 30. 

That would be a dismal result 
for both opposition parties. But in 
one respect it would be worse for 
the Liberal Democrats than for the 
Conservatives. Even if the Tories 
ditched their leader, they would not 
lose hope of returning to power one 
day. The Lib Dems would keep their 
leader, but would know in their 
hearts that power was farther be- 
yond their grasp than ever. 

This is not the spiel you hear 
from official Lib Demmery. The offi- 
cial line is that the third party has 
never been nearer to office; that 
only Mr Blair’s timidity, and the in- 
decent size of Labour’s majority, 
stopped the creation of a Lib-Labco- 
alition in 1997; that winning 46 seats 
in that election put more Liberals in 
the Commons than at any time 
since Lloyd George; that last year’s 
by-election capture of Romsey was 
an earnest of victories to come; and 
that, all the while, the Lib Dems 
have been exercising real influence. 
They, sat in on a cabinet committee, shaping Labour's constitu- 
tional reforms. They run plenty of town halls. In the new parlia- 
ments of Scotland and Wales, they rule in coalition with Labour. A 
few more heaves and surely there will come an election when Lib 
Dems hold the balance of power at Westminster and can force the 
Labour Party to scrap the iniquitous non-proportional voting sys- 
tem that has locked them out of power? 

Well, it is possible. But it is growing less likely. In the euphoria 
after Romsey, top Lib Dems speculated that a Tory collapse could 
propel them as high as 100 seats. They now admit in private that 
they will be lucky to keep the seats they have. As Mort's poll indi- 
cates, the Tories could indeed collapse. But, contrary to what some 
guileless Lib Dems imagine, this would not do much good to their 
own party. A cull of Conservatives would push Mr Blair’s majority 
farther into the stratosphere, making it even harder for Mr Ken- 
nedy to clinch a Lib-Lab deal on voting reform than it was for his 
predecessor, Paddy Ashdown, who got on better with Mr Blair. 

If the immediate outlook is gloomy, what of the longer term? It 
is worse. The Lib Dems’ strength in Parliament does not reflect 








their underlying voting strength. The 46 seats they won in 1997 
were indeed a record, and twice the number they won in 1992. But 
even so the party’s share of the vote, at 17.2%, fell for the fourth elec- 
tion in a row; and most polls suggest that it will fall again. In short, 
the closer you look, the farther from office this party appears. 

Which brings back Lord Acton. Loss of power isa terrible thing 
for a political party. But losing hope in the possibility of power is 
worse. The question that has plagued Liberals for more than halfa 
century is how a third party can break open a two-party system. 

In the 1960s, Jo Grimond, leader of what was then simply the 
Liberal Party, thought he had an answer. The plan was simple, 
though he knew it would take time: move to the centre-left and re- 
place Labour as the alternative to 
the Conservatives when class loyal- 
ties began to grow weaker and so- 
cialism lost its allure. Initially, Mr 
Ashdown adopted the same plan. | 
What neither foresaw was the pos- | 
sibility of a Tony Blair: a politician 
who was not a socialist, and who | 
despised class politics, but who 
nonetheless found a way to lead the 
Labour Party without breaking it 
apart. Mr Blair has, in effect, im- 
posedon Labour the Grimond mas- 
ter-plan for the Liberals. 

For obvious reasons of brand 
differentiation, Lib Dem leaders do 
not endorse this version of events. 
Mr Blair is no liberal, splutters Mr 
Kennedy: just look at New Labour’s 
authoritarian record on asylum- 
seekers, jury trials, civil liberty and 
all the rest. But although broadly 
right, Mr Kennedy’s case against Mr 
Blair has two weaknesses. One is 
that Mr Blair is enough of a liberal to 
have grabbed the very role that Gri- 
mond mapped out for his own lot 
as the non-socialist alternative to 
the Conservatives. The other is that 
Mr Kennedy is not much of a liberal 
either. 

The voters may not yet have noticed it—a third party must bė a 
“centre” party, mustn't it?—but the Lib Dems have moved to the | 
left of New Labour. Indeed, John Meadowcroft, a political scientist 
at London University’s Queen Mary and Westfield College, argues | 
ina recent Political Quarterly that they are more recognisably so- 
cial democrat than liberal. They accentuate positive liberty (em- 
powerment) over negative liberty (freedom from coercion). They 
call for higher taxes. Their instinct is for the state, not the prefer- 
ences of consumers, to shape public services. 

None of this is surprising: Mr Kennedy himself joined the Lib 
Dems by way of the Social Democrats, and many Lib Dem coun- 
cillors have spent their political careers opposing the language of 
the market that they heard from the mouth of the hated Margaret 
Thatcher. But if there is a market opportunity in British politics, itis 
the absence of a party that dares to be liberal in both its economics 
and its social policy. This tradition, Mr Meadowcroft argues, is the 
Lib Dems’ to reclaim. It may not win them power, but their present 
strategy shows few signs of doing that either. Besides, it might even 
be worth doing for its own sake. 
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GLOBAL EQUITY MARKETS 
The rise and the fall 


HE first few months of 2001 have been tragic in a 

classical sense: the hubris engendered by the 
long rise in most of the rich world’s equity markets 
has duly been followed by the nemesis of their 
sharp fall. Now the world is gloomily contemplating 
the possibility of the first sustained, globally shared, 
bear market for a quarter of a century. All those who 
have spent the past five years predicting a crash, 
even as the markets attained ever giddier heights— 
including, it should be confessed at once, this news- 
paper—are feeling belatedly vindicated. 

There have been other sharp falls in equity 
prices, and indeed several genuine bear markets, 
within living memory: in the 1970s, for example, or, 
even more painfully, over the past decade in Japan. 
But most of today’s investors have never experi- 
enced them. Some may even have begun to assume 
that, perhaps thanks to the benign influence of 
America’s Federal Reserve, it was normal for share 
prices to keep going up and up. Yet, historically, 
what is truly unprecedented is not the arrival of a 
bear market. It is the extraordinary two decades of 
rising share prices that ran until late last year. 

It is worth putting the figures on record before 
the bears stamp out the memory altogether. At the 
start of 1982 the Dow Jones Industrial Average stood 
at 875; the index for the exuberant and then newish 
Nasdaq stockmarket was 196. Eighteen years later, at 
the start of 2000, after the longest and strongest bull 
market in history, the two indices stood at 11,497 and 
4,069, respectively. That meant they had run up av- 
erage annual real increases over that period of 11.7% 
and 14.6%, respectively. And this included, among 
several other dips, the great crash of October 19th 
1987, when the Dow fell by 23% in a single day. 

Over the past year, the markets have fallen back 
sharply, with the fall picking up speed as company 
profit warnings and worries about a recession have 
spread. Until a recent recovery, the broad sar 500 
index had fallen by well over 20% from its January 
2000 peak (a 20% fall is widely, if unofficially, re- 
garded as defining a bear market). The Dow has 
fallen by less, but it too is well off its peak. As for the 
technology-heavy Nasdaq stockmarket, despite its 
recent climb, it is down some 60% from its peak in 
March 2000. Plenty of blood-curdling figures have 
been hurled around. Some $3 trillion has been 
wiped off the nominal value of America’s stock- 
markets, equivalent to (though not comparable to: 
one is a stock, the other a flow) a third of the coun- 
try’s Gpp. Around the world the paper loss amounts 
to as much as $7 trillion. 

As chart 1 on the next page shows, Europe’s 
stockmarkets have mostly followed a similar path 
to America’s, with a slightly less dramatic rise fol- 
lowed by an equally sharp decline. Europe's smaller 
technology markets have seen an even bigger short- 
term boom and bust than the Nasdaq. Among rich 
countries’ markets, only Japan’s has followed an es- 
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sentially different path, reaching a peak at the end of 
1989 from which it crashed, and has since stagnated 
as worries about the economic outlook have in- 
creased. All in all, it seems safe to conclude that, 
whether or not the bear market persists, the long 
bull market is well and truly over. 


Bulls and bears 

What caused markets to put in such an unprece- 
dentedly strong performance in the first place? 
Many things, not least two broadly successful de- 
cades of macroeconomic performance, with mostly 
low inflation and steady growth (except in Japan). 
Yet equity valuations, as we shall see, are a matter of 
huge controversy, and markets have a pronounced 
tendency to get out of line with economic funda- 
mentals, producing froth or even bubbles. The 
sharpness of the fall into a bear market, at a time 
when the real economy has done little more than 
slow down, suggests that this may have been hap- 
pening in the 1990s. 

It is the now notorious technology, media and 
telecoms (rm), or “new economy”, bubble that was 
largely responsible for the heady rise in the markets, 
and it is its deflation that was responsible for a big 
part of the subsequent fall. If rm stocks are taken 
out of the equation, the rest of the market (some- 
times called the “old economy”) was much less bu- 
oyant in early 2000; until this spring, it seemed to be 
partly recovering, confirming its inverse relation- 
ship with rat (see chart 2, next page). Yet bear mar- 
kets can always be defined away by excluding those 
sectors that have fallen farthest: that does not make 
them any less real. Besides, shares have recently de- 
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clined right across the board. 

Alongside the cyclical market rise, and now fall, 
there has been a structural factor at work in the 
1980s and gos. This factor, which might be called the 
equitisation of world finance, forms the main theme 
of this survey, which will seek to answer one of the 
big questions of the moment: can the new “equity 
culture” around the world survive a bear market? 

Equitisation is only part of a veritable revolution 
in finance that has taken place over the past 20 
years. In most countries, including America, capital 
markets at the start of the 1980s played a much 
smaller role than they do today. Banks, once the 
staid but trusty handmaidens of industry, have 
been subject as never before to competition and to 
an erosion of their traditional functions. New finan- 
cial instruments, from derivatives to high-yield 
(“junk”) bonds, and from swaps to sophisticated 
options, have been invented and popularised. Se- 
curitisation has turned almost any income-produc- 
ing asset into a tradable instrument. And technology 
has changed finance perhaps more than any other 
industry outside computing itself. 


Under the buttonwood tree 


It may seem surprising, against such a background 
of febrile change, that something as old-fashioned 
as equity should have come so strongly to the fore. 
Stock exchanges have, after all, been around for cen- 
turies. The New York Stock Exchange (nyse) dates 
back to 1792, when traders met under a fabled but- 
tonwood tree close to where the Big Board’s floor 
still stands. The London Stock Exchange began trad- 
ing in its present form in 1801. Amsterdam’s bourse is 
older than either. Yet for most of their history, stock 
exchanges traded government bonds far more than 
equities. Until relatively recently interest in shares 
was limited, confined largely to wealthy individuals 
and a few institutions. But over the past two decades 
four related trends have changed that. 

The first is rising issuance of equity on the public 
markets, not least shares in companies that had 
been either state-owned or privately held. Dick 
Grasso, the combative chairman of the nyse, likes to 
cite his two conservative heroes of the 1980s, Marga- 
ret Thatcher and Ronald Reagan, as chief inspira- 
tions for both privatisation and the spread of share 
ownership. Mr Grasso now declares that “equity is 
the crude oil of the global economy”. Ironically, the 
net supply of new equity in America has actually 
shrunk recently, thanks mainly to share buybacks 


by companies. 

Elsewhere equity supply has steadily increased. 
Privatisation, a term coined only in the early 1980s, 
has given a huge boost to stockmarkets and equity 
ownership in Europe. The fashion for private or mu- 
tually owned firms to list on public stockmarkets, 
not least to raise capital more cheaply, has spread. 
The bear market will slow things down: global equ- 
ity issuance in the first quarter of 2001 fell by 63% 
compared with a year earlier, to $48 billion. But it 
seems sure to pick up again. 

Second, there has been a growing appreciation 
of the huge demographic challenge that faces most 
countries’ pension systems. The old ways of relying 
on state pensions and pay-as-you-go financing 
both look increasingly unsatisfactory. Whatever 
soothing noises governments may make, few pros- 
pective beneficiaries now believe that they can de- 
pend on these systems in their old age. Instead, the 
trend is towards greater emphasis on privately 
funded pensions. 

Within the private pension business itself, an- 
other significant change has been taking place: a 
steady shift from “defined benefit” to “defined con- 
tribution” schemes. In the first (also known as “final 
salary”), the employer guarantees the level of the 
pension and assumes the risk; in the second (often 
called “money purchase”) the risk is shifted to the 
employee. Individual pension-fund investors, for 
instance those with 401(k) plans in America, are 
likely to be especially interested in equity invest- 
ment. If demographic change is the biggest problem 
in the provision of pensions, equity has to be the 
biggest part of the solution. 

Third, almost all investors, almost everywhere, 
have come to understand that, in the long run, only 
shares hold out the promise of sufficiently large re- 
turns to pay for people’s pensions. Over the past two 
decades the notion that there are better returns to be 
had from equities, with less risk, than from almost 
any other financial asset has become entrenched in 
investors’ minds—perhaps too much so, as they be- 
came used in that period to above-average annual 
returns in double figures. The result has been a pro- 
liferation of equity investing, and especially of equ- 
ity mutual funds, first in America and Britain, but 
more recently even in such previously unpromising 
countries as Germany and France. 

Today’s bear market, if it endures, will certainly 
test the enthusiasm for this new-found equity cul- 
ture. Indeed, one apparently perverse reason for 
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welcoming the arrival of a bear market is that it will 
remind investors of the main reason why equities 
have offered better returns: because they are riskier. 
As the hackneyed phrase from the brochures, usu- 
ally in small print, has it: “Shares can go down as 
well as up.” If shares only ever went up, the long- 
run returns from investing in them would inev- 
itably fall to match their lower risk. 

It is because of the riskiness of equities that, over 
time, they outperform other investments, as re- 
peated studies over many decades, including peri- 
ods of previous bear markets, have confirmed. Table 
3, drawn from a long-running annual equity-gilt 
study undertaken by Barclays Capital, shows com- 
parisons for America of equity, bond and cash re- 
turns for as much of the past century as there are re- 
liable records. Equities can underperform 
significantly in any one year—2000, for example, 
was one of the worst in living memory, and 2001 
could well prove worse still. But over most longer 
periods (barring such an exceptionally gloomy de- 
cade as the 1930s) returns have been substantially 
higher for equities than for either bonds or cash. Je- 
remy Siegel, a professor at Wharton Business School 
and author of “Stocks for the Long Run”, showed 
similar results going as far back as 1802 when he 
compared the returns on 
shares, long-term bonds, 
short-term bills, gold and cash. 

These three structural 
trends pushing the process of 
equitisation have, however, 
become conflated and con- 
fused with the fourth (and per- 
haps biggest) factor of all, 
which is the two-decade-long 
bull market itself. In retrospect 
even the crash of 1987 now 
looks like a mere blip. It is 
thanks largely to the bull market that stockmarket 
capitalisation as a share of cpr had everywhere 
risen to record levels by the end of 2000. Against the 
background of such big share gains over such a long 
period, it is hardly surprising that so many new in- 
vestors have been lured into the stockmarkets. 

In America, for instance, nearly half of all 
households now own shares, either directly or 
through mutual funds, 401(k) plans or directly man- 
aged pension plans. In Australia, the level of share 
ownership is even higher. In Britain, the proportion 
is a little over one-quarter. Germany and France still 
lag, with less than a fifth of the population owning 
shares—but, thanks not least to privatisations, they 
have made tremendous strides from a far lower 
base. The number of shareholders in Germany now 
exceeds that of trade union members. Even in Ja- 
pan, despite its long bear market, the stock exchange 
claims that around 30m individuals now own 
shares directly or indirectly. 

The impact of equitisation stretches wider than 
the number of people investing in the stockmarkets. 
It reflects the broader triumph of capitalism in the 
post-cold-war era. There are few better symbols of 
capitalism’s success than the spread of share own- 
ership. It is also part of a shift in favour of what is of- 
ten tagged as the Anglo-American model of capital- 
ism, in which markets, not banks (and still less 
governments), become the key allocators of capital. 
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The rise of equities is also affect- 
ing the management of companies. 
Now that larger numbers of inves- 
tors pay closer attention to the daily 
movement of their companies’ 
share prices, bosses’ main concern 
has become the promotion of 
“shareholder value”—all the more 
so when their own rewards are 
linked, as they increasingly are, to 
share performance. In many com- 
panies, employees have got in on 
the act as well. Stock options for 
staff and employee share-owner- 
ship plans have proliferated everywhere, becoming 
particularly important in America’s technology in- 
dustry. 

In Europe, this has pushed company managers 
into paying far more attention to short-term profit 
and share-price performance. In America, it has also 
led to the fad for share buybacks by firms, which 
have become so popular as to shrink the net supply 
of publicly traded equity. Everywhere, people now 
pay far more attention to what is happening in the 
stockmarkets. One sign is the mushrooming of per- 
sonal-finance journalism in many countries. 

There are broader econ- 
omic effects too. The spread of 
share ownership means that a 
growing proportion of people’s 
savings is tied to the equity 
markets. This creates a poten- 
tially far bigger direct “wealth 
effect”, with consumers ad- 
justing their spending with an 
eye on the rise and fall of the 
stockmarkets, regardless of 

A~ whether they realise their own 
capital gains or losses. Even 
more important, stockmarkets are having a growing 
effect on consumer confidence, and therefore on the 
economy itself. One of the reasons that consumer 
confidence fell off a cliff in America at the end of 
2000 was the poor performance of the equity mar- 
kets. Now a vicious cycle may be at work: falls in 
equity markets contribute to a slowing of the econ- 
omy, which leads to further falls in the markets. 

Equitisation has microeconomic effects as well. 
Avinash Persaud, an economist at State Street Bank, 
talks about the equitisation of innovation in the 
1990s, by which he means that venture (or private 
equity) capital was freely provided to innovators, 
especially in the technology business, in the knowl- 
edge that there was an early and profitable exit route 
through an initial public offering (rro). Mr Persaud 
has also shown, on the basis of information in State 
Street’s custodial database, that equity flows across 
borders account for a growing share of all capital 
flows, so they are helping to determine the course of 
exchange rates and the balance of trade. 

The effects of equitisation on the world’s econo- 
mies are thus huge. But the biggest question now is 
how a bear market will influence things. Might it en- 
courage investors to cast around for safer havens, 
putting an end to the incipient equity culture? And 
that invites another question: what determines the 
value of an equity—and a stockmarket? 
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There are many 
ways to value 
shares, but most of 
them suggest that 
Wall Street is still 
expensive 








Valuation waltz 


HAT is a share worth? On one level, the an- 

swer is simple enough: whatever you can sell 
it for. Indeed, stockmarkets exist for the express pur- 
pose of price discovery, as the process is known. But 
to be told that a share is worth whatever price the 
market sets for it is not all that helpful. What inves- 
tors really want to know is how and why the market 
arrives at that price, to provide them with clues 
about whether the share is likely to go up or down in 
future. In other words, what is the fundamental 
value of a share? 

Given the volatility of some equities over the 
past two years, this is a particularly pertinent time to 
be asking this question. The example of dotcom 
shares is only the most notorious. In March 1999, for 
instance, Amazon was trading at $60; in December 
that year, it peaked at $106; today its shares are 
down to $16. No wonder so many Internet-related 
iros proved so tricky to value in 1999-2000. And 
dramatic volatility has not been confined to the 
froth of the Internet: look at the movement in the 
past two years of such tat blue chips as Cisco, Intel 
and Nokia (see chart 4). 

If shares have a fundamental value, how is it 
possible to make sense of such swings? There is a 
classic formula that explains the underlying value of 
a share, and by extension of a market as a whole. It is 
known as the dividend-discount model, and it is a 
staple of the capital-asset pricing model, which in 
turn is a basis of corporate-finance theory. A share is 
worth the sum of all its prospective dividend pay- 
ments, discounted back to their net present value. 
(Note that the relevant income stream is prospective 
dividends, not profits, even for companies that pay 
little or nothing in the way of dividends. Future pro- 
fits have a value to investors only if they will be paid 
out one day.) 

The trouble with the dividend-discount model 
is not that it is wrong; indeed, most economists agree 
that the theory is fine. The problem lies in the uncer- 
tainty surrounding both its components: the future 
stream of dividends and the appropriate discount 
rate. Yet the model remains essential. If shares 
change in value, that must reflect a change in inves- 
tors’ assessment of either the prospective dividend 
flow (for example, because of fears about the future 
level of profits) or the right discount rate (for exam- 
ple, because of a change in inflationary prospects or 
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in long-term real interest rates), or both. 

Another theory that is often linked to the divi- 
dend-discount model is that of “efficient markets”, 
which argues that all existing information is auto- 
matically incorporated in a share price. Shares thus 
follow a “random walk”, a phrase coined by Burton 
Malkiel, a professor at Princeton University who 
popularised the theory under this label. The ran- 
dom walk means that nobody should ever be able 
consistently to beat the market. As Professor Malkiel 
colourfully put it, you might as well be a monkey 
throwing darts at the Wall Street Journal. 

Stockmarket analysts employ several other 
valuation tools, especially to compare the present 
and past values of equities and markets. The best- 
known is the price/earnings ratio or multiple, which 
divides share prices by profits, or its inverse, the 
earnings yield. Either can be calculated on a histori- 
cal or a prospective basis. A second measure is the 
dividend yield on its own. Then there is the price-to- 
book ratio, which measures a company’s stock- 
market value against the book value of its assets. 
And there is Tobin’s q, a ratio of the stockmarket 
value to the replacement cost of its tangible as- 
sets—an attempt to measure what it would cost to 
recreate a company from scratch. 

Other measures are employed to compare equ- 
ity values with those of other financial assets. The 
dividend or earnings yield, for example, can be 
compared with bond yields. At one time analysts 
liked to do this by quoting the yield gap (though this 
became inverted when dividend yields fell below 
bond yields in the 1950s) or the yield ratio, both of 
which relate share to bond yields. Today they talk of 
the “Fed model”, which divides earnings yields by 
Treasury-bond yields. Whenever the result falls be- 
low one, equities are (comparatively) cheap. 

Yet another much-cited variable is the “equity 
risk premium”, which measures the extra return 
that (risky) shares must in theory offer over the 
(risk-free) return that is available on government 
bonds. The premium is generally calculated for a 
market as a whole. But there are also measures of 
volatility applied to individual shares. The best- 
known is “beta”, which measures a share’s volatility 
relative to that of the market as a whole. Small- 
company shares, in particular, usually have a higher 
beta, because they are riskier and less liquid. That 
should translate into higher returns. 

None of these indicators is, however, wholly 
satisfactory. Profits (or earnings), for instance, are 
largely an accounting concept that can easily be 
massaged by clever finance directors. Yield ratios 
may not be reliable at times of lower inflation, or 
when the supply of government bonds shrinks. 
Bonds are not, in any case, riskless, as anybody who 
has held them at a time when inflation was rising 
can testify. As for Tobin’s q, it omits intangible capi- 
tal, which has grown in significance as both brands 
and intellectual property have increased in value. 

The equity risk premium can be calculated only 
after the event. Moreover, for many years it was 
seen by economists as presenting a puzzle, in that it 
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seemed higher (it was roughly 6% for the American 
stockmarkets over the past century) than the appar- 
ently reliable long-run return from equities justified. 
Lots of theories have been produced to explain this 
puzzle, but the most plausible answer may be that 
the premium varies according to the circumstances 
and the markets’ liquidity—which is pretty useless if 
you are trying to make predictions. Even beta seems 
to have lost some of its forecasting ability: small- 
company shares have not produced higher returns 
than big-company ones over the long bull market of 
the 1980s and 1990s. 

Yet even if these valuation measures are unsatis- 
factory and sometimes contradictory, they do have 
at least one thing in common. Virtually all of them 
suggest that the two-decade bull run pushed Amer- 
ica’s stockmarkets to extraordinarily high levels by 
historical standards. Worse, most of the measures 
also suggest that, even after the sharp falls in recent 
months, the markets remain highly valued. 

Chart 5 is based on a similar chart in “Irrational 
Exuberance”, by Robert Shiller, a professor at Yale. 
The book drew its title from a famous remark about 
the market’s heady level by Alan Greenspan, the 
chairman of the Federal Reserve, in December 1996 
(when the Dow stood at a mere 6,500, 40% less than 
today). The chart shows that the p/e ratio for the 
broad sap 500 remains near record levels. It also 
shows a similar story for Tobin’s q, the preferred 
measure of Andrew Smithers, who runs an epony- 
mous London research firm. No wonder the mar- 
kets have fallen in recent months. 

The bold souls who last year were publishing 
books with such titles as “Dow 36,000”, “Dow 
40,000” or even “Dow 100,000” have tended to as- 
sert that the equity risk premium has fallen sharply, 
perhaps even to zero, as investors have woken up to 
the long-term stability of equity returns, and also to 
the promise of the “new economy”. As noted above, 
the premium has been surprisingly high in the past. 
But shareholders, who have no claim on a company 
in the event of bankruptcy, are clearly taking a big- 
ger risk than bondholders, who not only have a reli- 
able stream of interest but also a legal creditor claim. 
And if there were ever any doubt, the recent fall in 
the markets surely disproves the notion that the risk 
premium might have sunk to zero. 


Squeezing the risk premium 

There is, admittedly, some evidence to suggest that 
the risk premium might have fallen a little. Econo- 
mists at the oecp reckon that it has tended to de- 
cline as inflation has come down, perhaps because 
this has made equity returns seem more stable. A 
long bull market itself also tends to push down the 
risk premium —as it did, although only temporarily, 
in the 1920s. The rise of the equity culture and the 
spread of the understanding that, in the long run, 
shares tend to outperform most other assets may 
also have helped to lower the risk premium. But 
none of these factors could possibly push the pre- 
mium close to zero, so today’s valuations still look 
unjustified. 

In any case, today’s bulls no longer talk so much 
about a disappearing risk premium. They mostly 
admit (at least in retrospect) that the Nasdaq, in par- 
ticular, and the broader tr sector in general, until 
the spring of 2000 experienced a classic speculative 
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bubble that has now been largely deflated. The rest 
of the market, they say, has fallen less dramatically 
mainly because it never rose to such overvalued lev- 
els in the first place. 

Thus most well-known equity analysts, among 
them Goldman Sachs’s Abby Joseph Cohen, have 
returned to their traditional view that now is the 
time to buy shares (not that many ever advocated 
selling, even at the peaks of early 2000). Several aca- 
demics share this view. Wharton’s Jeremy Siegel, for 
one, reckons that, at least outside the rar sector, to- 
day’s market is reasonably fairly valued. He still be- 
lieves that investors have nowhere better to go in the 
long term. As for the markets’ huge climb since 1982, 
Mr Siegel puts it down not to a vanishing risk pre- 
mium but, more simply (and more plausibly), to the 
fact that shares were more undervalued in 1982 than 
at any previous time this century. 

The bears are not convinced. Jim Grant, a 
shrewd independent economic analyst, and Barton 
Biggs, of Morgan Stanley, both reckon that the defla- 
tion of the Wall Street bubble has a long way to go 
yet. Professor Shiller observes that the Nasdaq, 
which even now is trading on a prospective p/e ratio 
close to 100, remains hugely overvalued by all his- 
torical standards. Even the broader market, with a 
prospective p/e ratio of 25 or so, still looks expen- 
sive—and it does not yet take account of the impact 
of America’s slowdown on future profits, which 
could cut the denominator of the ratio even as the 
numerator falls. He dismisses the notion that the 
risk premium has fallen sharply. And he sees no rea- 
son to change traditional valuation measures. 

London-based Mr Smithers is more bearish still. 
He disagrees with Mr Siegel’s argument that shares 
are always the best investment for the long term, 
noting that it is crucial to be out of the market when 
bubbles burst. It took 25 years for the Dow to regain 
its 1929 peak. Last March, Japan’s Nikkei briefly fell 
to its lowest level for 16 years. Mr Smithers also re- 
jects the argument that long-term investors have 
nowhere else to go. Such “wall of money” argu- 
ments, he notes, were also put forward in the 1920s, 
and in Japan in the late 1980s. 

Optimists and pessimists may not agree about 
whether today’s bear market will last. But they al- 
most all agree that the Nasdaq, at least, experienced 
a speculative bubble in the late 1990s comparable to 
that seen in Japan a decade earlier. Even Frank Zarb, 
the Nasdaq’s chairman, talks now of “an exuber- 
ance that was somewhat irrational.” Why, though, 
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do bubbles occur? You might have thought that effi- 
cient markets, armed with both the experience of 
history and the valuation tools discussed earlier in 
this chapter, would prick them before they are 
formed. There are several answers, besides the obvi- 
ous one that markets may not in fact be as efficient 
as the theory supposes. 


The madness of crowds 


For one thing, markets reflect crowd behaviour; for 
many investors, the best guide to what may happen 
next is what has just happened, a belief in “momen- 
tum investing” that seems bound to turn most bull 
markets into bubbles. From tulips to railways to 
electricity to the Internet, crowd behaviour has 
created financial bubbles on the “bigger fool” the- 
ory: that a share is worth buying, even if it looks ex- 
pensive, so long as there is reason to hope that some- 
body else will pay even more for it in future. Markets 
do not, in any case, seem to learn from history; at 
best, a generation that has been burnt does learn its 
lesson, but the next generation promptly forgets it. 

Mr Shiller laments that not enough research has 
been done into behavioural economics, which he 
suspects is a far bigger influence on markets than 
any number of sophisticated valuation measures. 
John Maynard Keynes, no mean speculator himself, 
understood this, famously fretting about the conse- 
quences if a stockmarket became a kind of casino. 
He wrote of the market valuing shares “under the 
influence of mass psychology. It is, so to speak, a 
game of Snap, of Old Maid, of Musical Chairs—a 
pastime in which he is victor who says snap neither 
too soon nor too late, who passes the Old Maid to 
his neighbour before the game is over, who secures a 
chair for himself when the music stops.” 

As for a “new economy” justifying sharply 
higher stockmarket values than in the past, Mr 
Shiller notes that similar arguments were made in 
the 1920s. As he puts it, “we are in a new economy, 
and always have been for 150-200 years.” The ex- 
perience of the Internet bubble bears out his thesis. 


Exchange places 


E YOU are looking for a totem of the long bull 
market, and indeed of the world’s new equity cul- 
ture, you will find one on your television screen, 
which daily relays the drama of the opening bell be- 
ing rung on the New York Stock Exchange. On the 
packed floor below, traders mill about, brokers 
shout and paper is thrown in all directions, most of 
it ending up on the ground. It makes a splendid pic- 
ture. Yet it also prompts a question. Is this not the 





Faced with rising share prices that bore no relation 
to traditional valuation criteria, many analysts in- 
vented new criteria (eg, revenues instead of profits) 
rather than conclude that the shares were wildly 
overvalued, and that much of the hype about the 
new economy was a fiction. 

Mr Smithers offers another analysis, based on 
the incentives held out to company bosses. He notes 
that the biggest (and in some years, in net terms, 
only) buyer of American equities in the late 1990s 
was the corporate sector, especially through share 
buybacks, which became popular as a more tax- 
efficient way than dividends of distributing profits 
to shareholders. The trouble with share buybacks is 
their linkage to stock options, which have become 
an increasingly popular way of remunerating man- 
agers. By buying back shares, a boss can, in effect, in- 
flate his own pay—and, because stock options (ab- 
surdly) do not appear in a company’s income 
statement, he can even do it without affecting re- 
corded profits. This cocktail of incentives, buybacks 
and overstated profits was an ideal recipe for creat- 
ing a bubble, argues Mr Smithers. 

Although the bears may be overstating their 
case, there are strong arguments for believing that 
America’s markets are still overvalued—even before 
factoring in a possible sharp slowdown in profits 
growth. Should an American recession really take 
hold, the markets could have a lot further to fall. 
Only if economic growth, and so profits, prove sur- 
prisingly robust is a sustained bounceback likely. 

The resulting uncertainty is likely to slow down 
the spread of the global equity culture, especially in 
countries in which it is relatively new. There is also 
considerable nervousness among those who make a 
living from equity dealing. Investment banks have 
recently been taking turns to announce poor results, 
profit warnings and even lay-offs. And stock ex- 
changes, which have also benefited from the long 
bull market, would have much to lose from further 
falls in the markets too—particularly at a time when 
they are facing plenty of new competitors. 

= —e 


new age of disembodied, computerised trading? If 
so, why is there still a trading floor at all? 

That question is one of many that make some 
observers despair of the Big Board’s future. But be- 
fore joining the nyse’s critics, it is worth pausing to 
ponder the exchange’s spectacular success—testi- 
mony to the strength of America’s equity culture. 
Fifteen years ago, the nyse traded 107m shares a day; 
now it trades 1.2 billion. In the mid-1980s, fewer than 
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100 foreign companies were listed; now over 400 are, 
albeit mostly in the form of American Depositary 
Receipts (Ars), with the underlying shares held 
overseas. Most of the archaic rules that protected the 
exchange from competition have gone. Fixed com- 
missions went in 1975, and more recently rule 390 
(which sought to ban trading in a nyse-listed stock 
on other exchanges) and rule 500 (which made it 
hard for a company to delist) were both repealed. 

Nor has the nyse shunned new technology. The 
Big Board’s chairman, Dick Grasso, claims to have 
invested more in computers than any other ex- 
change has. Indeed, in a reference to his upstart new 
rivals, he calls his own exchange the biggest “elec- 
tronic communications network” (ecn) in the 
world. Over 90% of nyse trades, he says, are now 
handled electronically. Three-quarters of all trades 
directly match buyers and sellers, with no spread for 
an intermediary. Only for the biggest trades does 
the exchange’s system of “specialists”, who have an 
exchange-sanctioned monopoly on market-making 
for each stock, come into play. 

As for the floor, the nyse not only plans to keep 
it: it wants to build an even bigger one at 30 Broad 
Street, for which it is seeking support from the city 
council. Mr Grasso jokes that he keeps all the paper 
around the place mainly to amuse his critics. He 
likes to tell the story of Seymour Cray, who was 
present when his eponymous computer maker was 
listed, and advised the exchange to cover up its floor 
to pretend that the trading was all high-tech. The 
real battle between exchanges, says Mr Grasso, is no 
longer about electronics, still less about floors 
against screens: it is about liquidity and price. 

If he is right, the nyse, as the world’s biggest ex- 
change, should enjoy all the natural advantages of 
any incumbent. Studies of trading costs at different 
exchanges conducted by Elkins McSherry, a re- 
search firm, suggest that the Big Board is one of the 
cheapest marketplaces in which to do business. Its 
overheads may be larger than those of rivals; but it 
more than makes up for this through “price im- 
provement” (getting investors a better deal by ex- 
posing their orders to the floor) and greater liquidity. 
Another study of execution costs in different mar- 
kets, conducted last year by the Securities and Ex- 
change Commission (sec), confirmed that, for most 
shares, the Nyse had lower costs than its arch-rival, 
Nasdaq—and, often, than the newer ECNS. 


Nasdaq blues 


The Nasdaq has had more than its share of troubles 
in the past few years. It was set up in the 1970s when 
the nyse allowed no iros; that is why Nasdaq be- 
came the market of choice for new-technology 
companies such as Microsoft and Intel. Unlike the 
nyse, which is essentially an auction or order- 
driven market, the Nasdaq is mainly a dealer- or 
quote-driven market, meaning that dealers quote 
prices at which they are prepared to buy or sell. That 
makes Nasdaq unique among the world’s biggest 
exchanges; London, which in 1986 adopted the Nas- 
daq approach as the closest to its old jobber/broker 
model, has since abandoned the quote-driven mar- 
ket in favour of a continuous electronic auction. 
Although dealer markets are said to be better at 
handling large trades, the evidence of the market- 
place now suggests that continuous auctions with 
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an open order book do a superior 
job at lower cost. ecns have won 
business from the Nasdaq by of- 
fering just such an electronic or- 
der-driven system. A dealer system 
is better for intermediaries, who 
can maximise spreads, than for in- 
vestors, who in an order-driven 
system have the chance of cutting 
out the spread altogether. Worse, in 
a dealer system there is a risk of 
collusion among market-makers to 
keep spreads wide. 

The sec has successfully pur- 
sued cases against Nasdaq dealers 
for collusion, partly on the basis of 
questionable academic evidence that purported to 
show that prices moved suspiciously more often in 
eighths than sixteenths. The nyse went fully deci- 
mal (ie, its prices are now quoted to the nearest cent, 
instead of the nearest sixteenth) last January, a feat 
the Nasdaq managed only in April, just ahead of a 
deadline set for the change by the sec. 

It is also notable that the competition from low- 
cost ECNS, such as Instinet (owned by Reuters), Is- 
land and Archipelago has been more serious against 
the Nasdaq than against the Nyse. Some 30% of trad- 
ing in Nasdaq stocks now takes place outside its or- 
ganised market, against less than 5% for the Nyse. 
The Nasdaq is fighting back with the introduction of 
its “SuperMontage” system, which will pull together 
all quotes to ensure that investors get the best price, 
but it will find it hard to beat the ECNs on cost. 

As if to cap all these troubles, the past year has 
seen the deflation of the great Nasdaq/rmr bubble. 
In the 1990s, the Nasdaq became almost synony- 
mous with the great bull market. Remember those 
stories of frenzied online day-traders? Most had no 
knowledge at all about their chosen companies 
(sometimes to the point of not even knowing what 
they did) and relied for stock tips and news on In- 
ternet chat rooms. Not surprisingly, most have dis- 
appeared as the Nasdaq has deflated, pulling down 
the broader bull market and also raising questions 
about the equity culture itself. And although ex- 
changes insist that bear markets can be as busy (and 
profitable) as bull markets, they tend to translate 
into fewer trades and less money for exchanges. 

Yet Frank Zarb, Nasdaq’s chairman, remains 
ebullient. Like Mr Grasso, he believes that the secu- 
lar forces driving America’s (and the world’s) con- 
version to an equity culture will outlive a bear mar- 
ket: indeed a correction has its uses, because it 
reminds investors of the link between risk and re- 
turn. On the sec study of relative trading costs, he 
notes that, in the few cases where there is head-to- 
head competition between his exchange and the 
NYSE (ie, for large-capital stocks), Nasdaq actually 
came out cheaper. As for the ecNs and other “alter- 
native trading systems”, he welcomes compe- 
tition—so long as the playing-field is level, and so 
long as it does not lead to damaging fragmentation. 

Can competition between exchanges be harm- 
ful? This is one of the theological questions that 
most divides practitioners around the world. Mr 
Grasso, like most bosses of established exchanges, 
talks sourly of trading systems that are parasitical 
free-riders on the nysr’s price information, which is 
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available free of charge. He is increasingly unwilling 
to subsidise the inter-market trading system that, in 
effect, keeps America’s remaining regional ex- 
changes alive by allowing them to trade freely using 
NYSE data. Plenty of exchanges also sound warnings 
about the danger of a fragmentation of liquidity 
that could damage the process of price formation. 
This, they say, is why they are more like public utili- 
ties than private markets, and why they were, until 
recently, permitted to maintain so many restrictive 
practices. Such practices were, you see, for the good 
of investors, not for the exchanges. 

Yet a combination of new technology and de- 
regulation has blown such protectionist twaddle out 
of the water. Stock exchanges, it has become clear, 
are not public utilities at all: they are money-making 
enterprises. Moreover, market forces are also prov- 
ing good at dispelling any fears of fragmentation. In 
principle, there is no reason why competition 
should diminish liquidity; the great virtue of com- 
puter technology is that it makes it simple to link to- 
gether different pools of liquidity to avoid this. Be- 
sides, liquidity in a market will tend naturally to 
collect in one location (which is what should give 
incumbents their strongest advantage). Meanwhile, 
now that most, if not all, restrictive practices at ex- 
changes are on the way out, market forces can surely 
be relied on to drive trading costs down. 

That may well, in the end, be bad for both the 
NYSE and the Nasdaq. As Benn Steil, an analyst at the 
Council on Foreign Relations, puts it, “The econom- 
ics of the exchanges are being unravelled.” Once an 
electronic trading network has been put in place, the 
marginal cost of additional transactions is, in effect, 
zero. The arrival of e-brokers that can automatically 
search out the lowest-cost market for their clients 
adds to the pressure. How can a high-cost market- 
place ever hope to compete in these circumstances? 

There are three answers. The first is to rely on in- 
ertia. All the established exchanges benefit from the 
reluctance of many investors and brokers to change 
their trading places. The second, and more impor- 
tant, is high liquidity. Once a market has captured 
most of the trading volume in equities, it can reap 
economies of scale that enable it to see off even a 
potentially low-cost rival, and its grip on liquidity 
then becomes self-reinforcing. This is clearly the 
NYSE’S secret: its apparently low trading costs reflect 
the fact that its high cost base is spread over enor- 
mous volumes. 

But the third answer is more brutal: to rig the 





market in some way. In practice, few investors, even 
among institutions, are fully aware of the true costs 
of trading, since they are bundled up in their overall 
charges. The sec study on execution costs concluded 
that as many as 85% of equity transactions were not 
carried out at “best prices”. Yet that may be because 
investors prefer immediacy of execution to mar- 
ginal price improvement. Kenny Pasternak, boss of 
Knight Securities, which is the biggest market- 
maker on the Nasdaq, says his deals are done in sec- 
onds, as opposed to several minutes on the nyse. 

However, there are other, less respectable fac- 
tors at work. One is the practice of payment for or- 
der flow, under which eens pay brokers a kick-back 
of a few cents for every order sent their way. Knight 
does this too. Not surprisingly, the established ex- 
changes would like to ban payment for order flow, 
or at least make sure the customers know what is go- 
ing on. But they themselves often benefit from “soft 
commissions”, a term that embraces the provision 
of research, computer terminals and other goodies 
by investment-banking intermediaries to institu- 
tions, in exchange for their business—which is then 
normally carried out on the nyse or Nasdaq. 

Then there is the value of the information con- 
tained in customer orders. Nothing so crude as 
“front-running” (putting through your own orders 
before your customers’, so that you benefit from any 
price effect), to be sure; but knowing about the di- 
rection and magnitude of orders can be crucially im- 
portant to any firm’s proprietary trading. Mr Steil is 
harsh about the length of time it takes to put 
through an order at the nyse: “Price improvement is 
just another name for front-running”, he says. NYSE 
specialists’ enviable profitability seems to be linked 
largely to their knowledge of order flow. 


The great levellers 


What can be done to prevent market abuses and en- 
sure that the playing-field is indeed level? The an- 
swer is mainly in the hands of the regulators, and 
particularly the sec. Arthur Levitt, who was chair- 
man of the sec throughout the Clinton presidency, 
devoted much time to improving standards of dis- 
closure and transparency in the equity markets. 
From the start of this year, the sec has required bro- 
kers to tell investors on which markets their orders 
have been executed and whether any payment was 
made for them. Yet regulators may not be enough, 
on their own, to ensure fair competition. And there 
are plenty of suspicions that ultimately the sec is 
not willing to jeopardise the nyse’s and the Nas- 
daq’s position; it is keen to keep out foreign compet- 
itors’ trading screens, for example, and has not yet li- 
censed any ECN to operate as a full exchange. 

The most important players in the game are not, 
however, the regulators, the investing institutions, 
the exchanges or even the Ecns. They are the big in- 
vestment banks such as Merrill Lynch, Morgan Stan- 
ley and Goldman Sachs, which act as intermediaries 
between investors and exchanges, and so handle 
most of the order flow. They employ most of the 
well-known equity researchers. They are powerful 
members of the exchanges. They derive huge fees 
from underwriting 1ros and other new equity is- 
sues, as well as from arranging mergers. And they 
run large proprietary trading operations. 

The investment banks had some fantastic years 
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during the bull market—reflected in fantastic sala- 
ries and bonuses for their traders. But, perhaps be- 
cause the staff have proved so adept at creaming off 
profits that might otherwise have gone to share- 
holders, they are now under pressure. Consolida- 
tion has become the fashion: in 2000, csrB bought 
Donaldson Lufkin Jenrette, uss Warburg acquired 
Paine Webber and Chase Manhattan took over J.P. 
Morgan. Rumour has predators circling Merrill 
Lynch or Lehman Brothers. The bear market has also 
started a round of lay-offs in the industry. 

Investment banks are also suffering from a 
reputation for being “conflicted”. This is clearest in 
such areas as trading on their own account while 
also acting on behalf of investors—two activities 
that, at one time, were separated into stockjobbing 
and stockbroking precisely in order to avoid con- 
flicts. There is the much-publicised conflict between 
independent equity research and the handling of 
iros or mergers for client companies. Bankers insist 
that they maintain strict Chinese walls to avoid con- 
flicts of interest. But Robert Pozen, head of Fidelity, 
one of America’s biggest institutional investors, is 
not alone when he complains that less than 1% of in- 
vestment-bank equity research comes with a “sell” 
recommendation. Now that a bear market has ar- 
rived, plenty of sell-side analysts look foolish. 


Live and let live 

The conflicts extend also to the banks’ love-hate 
relationship with the exchanges, and particularly 
with the nyse. Goldman Sachs, for instance, has 
long been a critic of the exchange for its hidebound 
practices, and has been careful to invest in several 
rival ECNs to keep its options open. But more re- 
cently Goldman seems to have tacked back, by buy- 
ing two firms of nyse specialists, including one of 
the biggest, Spear, Leeds & Kellog. This is more a case 
of “if you can’t beat ‘em, join ‘em”. In the past, Gold- 
man has been critical of the monopoly privileges of 
specialists. Even fans of the Big Board find their role 
hard to justify. But with the exchange keeping such 
a firm grip on its market share, the specialist firms 
have been highly profitable—and they hold unri- 
valled information about order flow. 

Not that Goldman, or anybody else, would 
dream of exploiting any such information. Yet Gold- 
man’s interest in Spear, Leeds & Kellog is not simply 
about profits or even technology. It also says some- 
thing else about the big investment banks: that they 
see themselves as the biggest potential rivals to the 
exchanges. They are, for instance, keen to internalise 
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orders, by offsetting one transaction against an- 
other—a practice that is of obvious benefit to an in- 
termediary, if not to its clients. Charles Schwab, a big 
discount broker, also likes to internalise orders. 

The nyse and the Nasdaq are, in short, not with- 
out competition, even from among their own mem- 
bers. They insist that they are responding to that 
competition as any business would—by cost-cut- 
ting, better marketing, fighting hard to preserve mar- 
ket share and so on. Yet they are handicapped in one 
further way: whatever they pretend, they are not in 
fact structured like businesses at all. They are, rather, 
mutually owned members’ clubs. That means they 
are beholden to special interests—the nyse to the 
floor traders and specialists that its critics would like 
to get rid of, the Nasdaq to its broker-dealer firms. 

Both exchanges, it is true, have talked vaguely of 
demutualising and becoming proper publicly 
traded companies (just as they have also talked, 
even more vaguely, about a possible merger be- 
tween themselves, so that they can jointly fend off 
the EcNs). But for the nyse, at least, such plans are, as 
Mr Grasso puts it, “on the back burner”—ie, unlikely 
to proceed. The Nasdaq recently sold a chunk of 
convertible debt to a private buyout firm; but even 
so it still has some way to go before it becomes a sep- 
arate public company. This makes the American ex- 
changes quite unlike another potential set of rivals: 
the European stock exchanges, which have been 
falling over themselves to become public limited- 
liability companies. As the equity culture goes 
global, so, increasingly, will the equity business. The 
Europeans could then become the biggest threat of 
all to the American leaders—if only they could sort 
out their act in Europe first. 


The battle of the bourses 


He” many exchanges does the European Un- 
ion, with its much-ballyhooed single financial 
market, actually need? Nobody knows the answer, 
but it must be fewer than the 30 or so that it has to- 
day (counting derivatives as well as stock ex- 
changes). So much has, however, been clear for a 
long time. Nearly 15 years ago, Europe's bourses first 
talked of setting up joint ventures, such as Pipe and 
Euroquote, which might have been forerunners of a 
single European equity market. But such attempts 
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have come to nothing. Riidiger von Rosen, now boss 
of the German shareholders’ institute but at the time 
head of the Frankfurt exchange, sadly recalls a 
meeting in Copenhagen in mid-1991 at which the 
last rites for Euroquote were read, over many beers. 

Yet the pressure to tidy up Europe’s patchwork 
of exchanges has, if anything, increased, for three 
reasons. The biggest is the rapid spread of an equity 
culture across the continent. Britain has long had 
such a culture: indeed, it was its own George Ross 
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Goobey, as head of Imperial Tobacco’s pension 
fund in the 1950s, who first pioneered the “cult of the 
equity”. But even in Britain, investor interest was 
stimulated by the Tories’ privatisations in the 1980s 
and 1990s. Efforts to foster share ownership through 
tax relief, and by encouraging people to take out 
private pensions, have also had an impact. 

More striking still, over the past decade, has 
been the development of an equity culture in Ger- 
many, France and across much of the rest of the 
continent. In Germany, for instance, investors used 
to put almost all their savings into banks or bonds. 
The seminal moment in converting them to equity, 
says Mr von Rosen, was the first privatisation of 
Deutsche Telekom in November 1996. In the four- 
and-a-half years since then, there have been more 
iros than in the previous 50 years put together. Ger- 
many now boasts 10,000 investment clubs and a 
host of investment magazines. Bosses of pws, the 
country’s biggest fund manager, say that in the 1980s 
they put 10% of their assets into equities; now the 
proportion is more like 50-55%, and rising. 

In France, similarly, big fund managers such as 
Axa are putting far more of their money into shares. 
There are even the beginnings of a thriving private- 
equity (venture-capital) business. French bankers 
date the origins of new French interest in shares to 
the Loi Monory of 1978, which offered tax reliefs for 
equity investment. President Mitterrand’s national- 
isations of the early 1980s interrupted things, but 
when they were reversed in the 1990s, the upward 
trend in share ownership in France resumed. As in 
Germany, private pension funds are also growing 
fast, even if the phrase remains taboo in France be- 
cause it sounds too Anglo-Saxon. 

Now nearly a fifth of the adult population in 
Germany own shares (see chart 7). A similar up- 
surge has taken place in other European countries, 
with Scandinavia and the Netherlands somewhat 
ahead and France and the southern European coun- 
tries still behind. Patterns of saving have changed. 
Mutual funds, in particular, have boomed over the 
past five years. And they are increasingly turning to 
equities: in 2000, according to Morgan Stanley, the 
equity weighting of European mutual funds rose 
from 36% to 49%. There is scope for more: bonds still 
represent nearly a quarter of European mutual- 
fund assets, compared with only 1% in America. 

This new European equity culture is now likely 
to be severely tested by the first bear market that 
new investors have ever encountered. The past 
year’s decline in the shares of privatised Deutsche 
Telekom and France Telecom will have been par- 
ticularly distressing. So has the recent experience of 
the Neuer Markt, Germany’s high-tech second mar- 
ket, which has been replicated in other secondary 
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markets across Europe, slowing down these coun- 
tries’ nascent venture-capital industries. Yet so far 
few German or French investors seem to be ready to 
give up on equities altogether and return to bonds. 
This means that demand for more efficient stock- 
markets, and especially for cheaper and better 
cross-border trading, will grow. 

The second source of renewed pressure for 
consolidation among Europe’s stock exchanges has 
been the arrival of the euro. Even before the single 
currency was born in January 1999, a single Euro- 
pean financial market was supposed to be in place, 
but it has always been more of a myth than a reality. 
Now that investors and companies in the euro area 
face no currency risk, however, sticking to national 
stockmarkets, either for saving or for raising capital, 
seems increasingly anachronistic. Paul Roy, of Mer- 
rill Lynch, reckons that in 1997 only 22% of his clients 
made equity investment decisions in Europe on a 
sectoral rather than a national basis; last year the 
sectoral approach accounted for 67%. 

The potential gains from a fully integrated Euro- 
pean capital market are mouthwatering. The Euro- 
pean Commission’s first estimates for the benefits 
from its 1992 single-market programme suggested 
that Europe-wide cpr might rise by as much as 
0.5%. A sizeable chunk of that increase was expected 
to come from financial services. A unified capital 
market remains a key source of the potential bene- 
fits from monetary union. Over the past 15 years, 
American pension funds, free of all investment re- 
Strictions, made average annual returns of 10.5%, 
compared with only 6.7% for European pension 
funds, which are subject to tight regulations over as- 
set classes and local-currency exposure. To catch up 
with the Americans may require not just abolition 
of such regulations, but also a closer integration of 
equity markets across Europe. 

The third thing that is pushing Europe’s stock 
exchanges together, inevitably, is competition. In 
contrast to America, ecs and alternative trading 
systems have so far pinched little business from the 
established stock exchanges, mainly because the 
incumbents too have developed order-driven elec- 
tronic trading. But the threat is growing. And mean- 
while the battle for business among the exchanges 
themselves is intensifying. The prize they are all go- 
ing for is a single European marketplace for blue- 
chip stocks, rather along the lines of the New York 
Stock Exchange. Everybody agrees that investors 
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and companies alike want such a market. But no- 
body can agree on how it should be created. 

There have been several solo attempts to build a 
Europe-wide market. After Big Bang in 1986, the 
London Stock Exchange renamed itself the Interna- 
tional Stock Exchange and created a special market, 
seag (International), which grabbed big chunks of 
trading in European blue chips from sleepy conti- 
nental bourses. But nationalism and protection play 
as big a part in the equity business as in airlines. Eu- 
rope’s governments were not content to sit idly by as 
London hoovered up “their” business, so they belat- 
edly reformed their bourses to make them more 
competitive. As a result, exchanges all round Europe 
became more efficient, and trading in most domes- 
tic equities was repatriated from London. 

The next obvious ploy to try was for the ex- 
changes to construct a joint platform for trading the 
biggest European securities. The pioneers were the 
derivatives exchanges: France’s Matif forged a some- 
what tenuous link with Germany's Deutsche Ter- 
minborse, and later the prs itself merged with its 
Swiss counterpart to form Eurex. Eurex, a screen- 
based exchange, did so well that it became the 
world’s biggest derivatives exchange, taking over 
from the floor-based Chicago Board of Trade. Along 
the way Eurex unceremoniously demolished the 
European leadership of London's floor-based Liffe, 
which lost its near-monopoly in the German bund 
futures contract in a matter of months. Europe’s 
stock exchanges noted that episode carefully. 

Even so, most attempts to forge cross-border 
links among stock exchanges have failed. The 
French and Germans tried half-heartedly to join 
forces in the mid-1990s. In 1998 the two biggest ex- 
changes, London and the Deutsche Borse, an- 
nounced an alliance. The Paris bourse was furious at 
being left out. After much politicking, it and five 
other exchanges joined the British and the Germans 
in an eight-way link-up. Yet this alliance too fell 
apart. In the spring of 2000, the London Stock Ex- 
change and Deutsche Börse announced a full- 
blown merger to form a new exchange, to be called 
iX. They even signed up America’s Nasdaq in a 
planned venture to form a joint high-tech market. In 
response to this new competitive threat, Paris 
swiftly signed up Brussels and Amsterdam into a 
joint grouping to be called Euronext. 

But the story of iX was to be even unhappier 
than previous episodes. On each side there were 
claims that one exchange had sold out to the other. 
London brokers who had invested a lot to adopt the 
exchange’s sets trading system were furious to be 
told they would now have to switch to Frankfurt's 
Xetra system. The plan was also beset by regulatory 
uncertainty. Politicians and small shareholders were 
dissatisfied. A lot thought (correctly) that ix had 
been dreamt up by the big investment banks, many 
of them American, largely for their own benefit. 

The next chapter was the most extraordinary of 
the whole tale: the Swedish-based om Group, oper- 
ator of the much smaller Stockholm stock exchange, 
launched a hostile bid for the London Stock Ex- 
change. After some debate, shareholders in the ex- 
change decided to reject both that bid and the iX 
merger, the exchange shed its chief executive, Gavin 
Casey, and everything went back to square one. 
Ironically, Euronext, which was conceived in large 
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part as a reaction to iX, has now taken shape, even 
though it has so far operated essentially as three ex- 
changes under a single umbrella, rather than one. 

Meanwhile the ecns have not been standing 
still. Instinet is already active around Europe. Trade- 
point, which was set up as a rival to the London 
Stock Exchange in 1992, struggled for years but then 
attracted some powerful bank shareholders and is 
now a recognised exchange. It has this year em- 
barked on a joint venture with the Swiss Stock Ex- 
change, called virt-X. Antoinette Hunziker-Ebneter, 
virt-X’s chief executive, is confident that the new ex- 
change, with its existing base of big Swiss compa- 
nies, will do far better than previous ECNS. Virt-X 
plans to launch a Europe-wide market for blue-chip 
equities in June. One of its selling-points over Lon- 
don will be avoidance of stamp duty, which re- 
mains in place for British share trades despite fren- 
zied lobbying against it by the London exchange. 

Other plans are on the drawing board. Morgan 
Stanley and om have launched Jiway, a new ex- 
change through which retail investors can invest in 
European blue chips. America’s Nasdaq, which 
wanted a piece of the iX action, is prowling around 
afresh now that iX has failed. It has taken a large 
stake in Easdaq, a sort of European equivalent to 
Nasdaq that was largely moribund until Knight Se- 
curities took an interest in it. Ironically, Knight now 
occupies the old trading floor in the London Stock 
Exchange's building—which the exchange plans 
soon to vacate entirely. 


Exchanges plc, GmbH and sa 


All these manoeuvrings have brought about two 
key changes in Europe. First, competition has 
pushed all the exchanges into modernising and in- 
vesting in technology, so that their trading systems 
are now electronic, order-driven and efficient. In- 
deed, the exchanges are so proud of their technol- 
ogy that they are touting for other business: the 
Deutsche Borse’s Xetra system handles trading for 
exchanges in Austria, Ireland and Finland, and Lon- 
don’s sets is about to do the same for Johannesburg. 
Indeed, rivalry among Europe’s stock exchanges is 
now more about trading technology than anything 
else. The efficiency of the big European exchanges’ 
trading platforms is a big reason why the ecns have 
found it hard to break into the market. 

Second, and perhaps more significant, the ex- 
changes have recognised that, faced with the need 
to respond commercially to competitors, they 
needed to become traded companies themselves. 
The Swedes led the way with the flotation of their 
stock exchange, which is now part of om. Deutsche 
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Borse is now listed and traded (Werner Seifert, Deut- 
sche Borse’s chief executive, is proud that his is the 
only exchange that, albeit briefly, went to a pre- 
mium above its issue price). London has demutual- 
ised and limited trading in its shares takes place: it 
plans a full public listing later this year. Euronext 
also plans an rro this summer. 

There are three arguments in favour of publicly 
traded stock exchanges. One is that flotation re- 
solves the problem of the exchanges’ governance: 
instead of being cumbersome bodies answerable to 
the vested interests of their members, the ex- 
changes’ managers, like bosses of other companies, 
have to deliver results to shareholders. Second, flo- 
tation removes the presumption that exchanges oc- 
cupy some special national position that merits 
protection against competition from new upstarts, 
whether through political or regulatory support or 
via their membership. And third, it increases the 
chance that one exchange can take over another (al- 
though the failure of om’s hostile bid for London 
suggests that takeovers will seldom be easy). 


America in the dark 

Where does this leave the two big American ex- 
changes, which seem in no hurry to follow suit? “In 
the dark,” opines Deutsche Borse’s Mr Seifert. Don 
Cruickshank, chairman of the London Stock Ex- 
change, echoes this view. He says he is prepared to 
talk to anybody about the future, but only so long as 
they too have to face the discipline that comes from 
being traded on the capital market. Yet London and 
Frankfurt no longer seem to be talking to each other, 
partly because the Germans are seeking to enforce a 
contractual clause that would make London com- 
pensate them for the failed merger. With Euronext 
bedding down its merger, the two biggest exchanges 
in Europe seem both to have lost their way—though 
the arrival of a new chief executive in London, Clara 
Furse, may soon change that. 

As for the Americans, they may be in the dark, 
but they still matter. They are the model for other 
countries’ burgeoning equity cultures. They control 
the biggest capital market in the world, which is 
why so many European companies have chosen to 
list in America. And a bigger dream still is emerging 
on the horizon, once Europe sorts out its own inter- 
nal structure: of a global equity market, to serve a 





global equity culture. In any such market, both the 
Nyse and the Nasdaq would play a key role. 

The third leg to such a global equity market 
would have to be the Japanese stockmarket, and 
later perhaps some of the biggest emerging markets. 
Japan is worth some study, for one big reason: it has 
had long experience of a grim bear market. This has 
clearly impeded the growth of an equity culture in 
Japan. Yet in the long term Matsuo Tsichida, the To- 
kyo Stock Exchange's chairman, remains optimistic. 
The demographic and pension pressures facing Ja- 
pan are even worse than those in prospect in Eu- 
rope. Alternatives to equity investment are unat- 
tractive because yields are so low. It is notable that 
even in the 1990s bear market the number of indi- 
viduals owning shares in Japan has risen. And on 
some measures the Tokyo market now looks cheap. 

The Tokyo Stock Exchange has also modernised 
considerably. Fixed commissions went in 1999, the 
same year that the trading floor was closed. Trading 
is now by continuous electronic auction. EcNs have 
yet to make inroads in Japan, but the Tokyo ex- 
change is ready to battle against them. It is even in 
the throes of considering demutualising and be- 
coming a listed company. Mr Tsichida is keen that 
Tokyo should play a big role in any global equity 
market. His ambition now is to attract mainland 
Asian companies, making Tokyo the regional mar- 
ket of choice. But he will have to compete not just 
against other developed markets such as Hong Kong 
and Singapore, but also against Shanghai, which 
after unifying its share structure will soon be the 
biggest Asian equity market. 

The rise of China is sure to have a big effect on 
plans to create a global equity market. But before 
considering them further, a closer look is needed at 
one other aspect of equity trading. All those discus- 
sions in Europe have led to the discovery, pretty late 
in the day, that the main obstacle to increased cross- 
border equity trading (and so to a putative global 
market) does not lie in the trading platforms of the 
exchanges at all, but in the usually boring business 
of clearing and settlement of trades. In Europe, this 
can cost ten times as much as it does in America. 
Now, belatedly, European financiers are seeking to 
do something about it—but they are running into 
big obstacles. 

= Š = 








THE ECONOMIST MAY 5TH 2001 





| 


Paper tigers 


MID all the enthusiasm for the rise of equity 
markets and for a new global equity culture, it is 
easy to overlook the infrastructure of share trading; 
yet the ease and the cost of buying and selling shares 
are crucial factors in how far and how fast such a 
culture takes root. As we have seen, stock exchanges 
in both America and Europe could do with some re- 
forms on both these scores. But the biggest obstacles 
in Europe are stored up in the back office. 

In equity trading, especially the international 
sort, it is the back office that often accounts for a sur- 
| prisingly large chunk of the costs. When an investor 

buys a share, he may believe that the only thing to 
worry about is the cost of commission and the 
spread he pays to his stockbroker. But the trade has 
to be confirmed. It has to be cleared, a cumbersome 
business given that equities constitute a stake in a 
company, so any change of ownership has to be reg- 
istered. And the whole deal must be settled, with 
money changing hands. 

In Europe, three huge problems loom over this 
whole process. The first is that clearing and settle- 
ment, like so much of the rest of the equity business, 
are havens of vested interests and restrictive prac- 
tices. The second is that the systems have been de- 
signed for national, not international use. And the 
third is that, because clearing and settlement seem 
so boring, the business has been largely neglected 
not only by investors but also by traders, bankers 
and regulators. They have tended to focus instead 
on the wrong part of the picture: the stock ex- 
changes’ trading platforms, which are in fact quite 
efficient in Europe. 

In this respect, at least, it is the Americans who 
have shown the way. Their exchanges may still be 
stuck in the dark ages (or at least that is what the Eu- 
ropeans say); but their clearing and settlement sys- 
tems are state of the art. In the late 1970s, America 
had as many as seven separate clearing and settle- 
ment organisations. New York was notorious for its 
“paper blockages”, and from time to time the mar- 
kets would have to close in order to allow every- 
body to catch up on the paperwork. To resolve these 
problems, the various groups were cobbled together 
into one body, which has since become the Deposi- 
tory Trust and Clearing Corporation. 

The prec, which is mutually owned by its 
member banks, now handles the clearing and settle- 
ment of almost all American security trades. It acts 
as the central counterparty (ccr) for all shares 
traded on both the nyse and the Nasdaq, and regis- 
ters changes of ownership. Thanks to the prcc, 
share certificates in America no longer physically 
change hands and registrars are out of a job. And its 
costs are low, at five cents for an average equity 
trade, whereas the European average is nearly ten 
times as much. 

Even so, the prcc will have to run hard merely 
to keep up with volumes. It has to be able to cope 
with the peaks in business, and those peaks are get- 
ting ever more vertiginous. On its busiest day in 
1998, it handled some 6.3m securities trades; only 
three years later, trading on the peak day had risen 
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to over 18m, worth a gross total of $722 billion. The 
volume of actual settlements is kept down by “net- 
ting”: of that $722 billion, for example, only $22 bil- 
lion had to be settled, after offsetting debits and 
credits. Yet Jill Considine, the prcc’s boss, says it is 
no longer fanciful to talk of capacity constraints. 


Of silos and hourglasses 

Japan has sensibly adopted a model similar to 
America’s, with a single clearing and settlement 
organisation, albeit one that is owned by the Tokyo 
Stock Exchange. But the capacity constraints in Eu- 
rope are far more obvious. The continent has as 
many as 30 clearing and settlement organisations. 
Links between them are poor or non-existent. Settle- 
ment dates are not compatible: some settle one or 
two days after trades (known as T+ or T+2), others 
take much longer. Worse still, attempts to improve 
the system and its cross-border co-ordination have 
so far failed to do much good. 

The London Stock Exchange, for example, de- 
cided soon after Big Bang to embark on the task of 
speeding up settlement (then done on a rolling fort- 
nightly basis). It devised a scheme called Taurus that 
was to dematerialise share certificates and bring in 
wholly paperless settlement. But the project’s cost 
ran out of control, and there was resistance to 
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change from bank registrars, who were making a 
comfortable living out of the existing system. As so 
often when there is trouble in Throgmorton Street, 
the exchange parted company with its chief execu- 
tive, Peter Rawlins. Soon afterwards it lost respon- 
sibility for settlement altogether, to a new organisa- 
tion called Crest. 

That loss turned out to be no bad thing. In conti- 
nental Europe, the bourses retained ownership of 
their domestic clearing and settlement organisa- 
tions, while the banks owned the two international 
bodies that handled cross-border business, Euro- 
clear and Clearstream (formerly Cedel). Yet this 
ownership structure is now one of the biggest 
impediments to change. 

What needs to be done? The most urgent re- 
quirement is to have a Europe-wide ccr. The Lon- 
don Stock Exchange and Euronext now have ccrs of 
their own. Since February this year, the former has 
been using the London Clearing House, which 
works closely with (and may one day merge with) 
Crest, and the three Euronext members use Clear- 
net, a joint venture between Euroclear and the 
French clearing and settlement agency, Sicovam. The 
Deutsche Börse has plans to use Clearstream, in 
which it has half-ownership. The trouble is that 
none of these three clearing and settlement groups 
relates all that easily to any of the others. 

The European Securities Forum, a body set up 
by the big banks to campaign for a European ccr 
that would maximise the scope for netting, looks to 
the prcc as a model of what Europe needs. It can- 
not be replicated exactly, if only because Europe has 
neither a single legal system nor a single regulator. 
But, at least in theory, it should be possible to push 
together Clearnet, Clearstream, Crest and the LCH, 
either through a formal merger or by making them 
“interoperable” (the buzzword of the moment). 

The trouble is that those vested interests get in 
the way. Now that Europe’s stock exchanges are be- 
coming publicly traded companies, they relish the 
revenue streams that are brought in by their clearing 
and settlement arms. After all, the higher cost of 
clearing and settlement in Europe compared with 
America translates into higher income for those that 
operate the system. The upshot is that Europe’s ex- 
changes are now more reluctant than they were to 
shed their clearing and settlement arms. 

The ptcc’s Ms Considine comments mildly that 
she does not like the notion of an exchange owning 
its clearing organisation. Pen Kent of the European 
Securities Forum shares that view. He deplores the 
building of such vertical “silos”, and suspects that 
there is scope for cross-subsidy between the clearing 
and settlement arms (which have a national mo- 
nopoly) and the trading systems (which do not). Set- 
ting up a Europe-wide ccr does not sit well with the 
silo model, says Mr Kent, because it has all the 
characteristics of a public utility, and perhaps even 
of a regulated monopoly. 

It would be better to have a single public body in 
Europe to act as a ccr and deal with trade clearing, 
even if there were more than one settlement orga- 
nisation. This is known as the “hourglass” model, in 
contrast to the continent's silos. It would have com- 
peting trading platforms at the top, a single ccr in 
the middle to maximise the scope for netting, and 
maybe two or three settlement bodies at the bottom. 


But, partly because Europe’s exchanges are becom- 
ing publicly quoted companies, the transition from 
silo to hourglass will be hard. 

Don Cruickshank, chairman of the London 
Stock Exchange, hopes that the European compe- 
tition authorities might look into the subject to en- 
sure not just interoperability but fully equal access. 
As a former telecoms regulator, he likens the system 
to one in which a regulator may have to ensure that 
an incumbent telephone monopoly offers its com- 
petitors fair and correctly priced access to its wires. 
The recent Lamfalussy report on the regulation of 
Europe's securities markets agrees, and hints that, 
unless the markets resolve the situation satisfacto- 
rily, governments may have to act to cure Europe's 
clearing and settlement ills. They might even have to 
impose a ban on exchanges owning clearing and 
settlement organisations. Since the German and 
French exchanges disagree with the entire diagnosis, 
there may well be a need for some intervention. 


Globalism rules? 


What about the global market? If there is a case for 
one ccr in Europe, or at the very least for a system of 
interoperability, there is one on a world level too. As 
if to demonstrate the strength of interest in this sub- 
ject, the first-ever world conference on ccrs was 
held earlier this year under the auspices of the prcc, 
in London. It was sold out within days. 

Right on cue, the Group of 30, a high-level in- 
dustry think-tank, has set up a committee under Sir 
Andrew Large, a former securities regulator who is 
now at Barclays Bank, to look into clearing and set- 
tlement on a global level. Sir Andrew does not tout a 
single global clearing and settlement organisation: 
that might be a monopoly too far. Nor does Ms 
Considine, who is also on his committee. Instead, 
both talk of using the three natural time-zones to 
spread the volumes, and thereby provide, if not 
competition, then at least some scope for bench- 
marking. The committee may also delve into such 
matters as speeding up trades, to T+1 everywhere, 
and even ultimately to delivery-versus-payment 
(pvp), the model that the foreign-exchange market is 
moving towards. 

Does the world want a global equity market? 
Plenty of bankers and traders think it is moving in 
that direction. The favoured idea is a single trading 
platform (or two or three linked platforms) on 
which all of the world’s blue-chip equities can be 
traded, with a similarly consolidated back office. 
After all, the foreign-exchange and American Trea- 
sury-bond markets trade more or less continuously 
round the clock. Why not shares in, say, GM, Volks- 
wagen and Toyota as well? 

It is a seductive idea, and one that stock ex- 
changes are working towards. Last year the New 
York Stock Exchange, Euronext and the Tokyo Stock 
Exchange announced the formation of a global equ- 
ity market (Gem). Other exchanges, including Aus- 
tralia’s, Hong Kong's, Mexico’s and Brazil’s, were 
quick to sign up. Mr Grasso, who uses the analogy of 
airline code-sharing for the Gem, recently an- 
nounced plans for a pilot programme trading its 
stocks on its partners’ exchanges, starting with Asia. 

The then planned iX touted a similar global 
marketplace via its linkage to Nasdaq, which also 
operates in Japan and has just relaunched Easdaq 
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as Nasdaq (Europe). Nasdaq remains interested in 
links with the London and Frankfurt exchanges, if 
only to rival the nyse’s Gem. There are precedents 
for global marketplaces in the securities business, 
notably Globex, which tried to hook up derivatives 
exchanges around the world to allow trading books 
to be passed around with the sun. 

Yet for now, at least, a true global equity market 
is, as one banker puts it, “pie in the sky”. Most equity 
investing remains stubbornly local: even in Amer- 
ica, for example, there is a geographical bias towards 
local companies. As much as 95% of American equ- 
ity investment is domestic, although the burgeoning 
ADR market is introducing more investors to foreign 
companies. The figures are similar in other coun- 
tries. The bear market is unlikely to encourage more 
foreign venturing. And if Europe cannot rationalise 
its own nationalist-minded exchanges, what 
chance is there of doing anything meaningful at a 
global level? 

Even so, the demand for something worldwide 
in scope is likely to grow. Investing institutions, in- 
vestment banks and companies are increasingly 
global. The spreading world equity culture is obli- 
vious to national boundaries. Companies that sell 
in many markets are waking up to the virtues of 
having shareholders spread across those markets; a 
few are even looking for foreigners to sit on their 
boards. And technology is pushing in the same di- 
rection: if stock exchanges do not provide a global 
service, plenty of ecns would love to try. After all, 
access to an e-broker trading on the Internet is global 
by definition: screens can be anywhere. 





APITAL markets, including equity markets, are 

much like other markets, save perhaps for two 
characteristics: their speed and their regulation. 
They react all but instantaneously to changes in 
supply and demand, which is one reason why they 
can be so volatile. And both they and those who op- 
erate in them are overseen by a complicated mish- 
mash of government rules and regulations, de- 
signed (at least purportedly) to protect investors. As 
the number of investors grows, this job assumes in- 
creasing significance. 

As ever, America was the pioneer. The Securities 
and Exchange Commission was set up as long ago as 
1934, with the legal remit of supervising and policing 
not just stock exchanges but all the public capital 
markets. Like all regulators, it operated with and 
through the established exchanges, especially the 
| nyse, which retained a large self-regulatory role. 

The sec has formidable investigatory powers and 
can levy substantial fines for infringements of its 
rules. Indeed, the amounts it collects in fines typi- 
cally far exceed its (relatively high) operating costs. 

Yet although the sec remains the model to 
which other countries aspire, it has not always 
found that the course of regulation runs smooth. 
Not the least of the problems in America has been 
the hotch-potch of different regulators for different 
bits of the financial-services industry, mainly for 
reasons of history rather than deliberate strategy. 
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There is, however, another possible problem 
lurking in the wings: regulation. Already regulatory 
differences are complicating the task of creating a 
single European equity market. These difficulties are 
bound to multiply in any effort to construct some 
form of global market. And although regulators (and 
governments) are doing their best to keep up with 
capital markets that nowadays stretch across bor- 
ders, the suspicion must be that they will tend to lag 
behind. The next article looks more closely at the 
regulation of the equity markets and the way it af- 
fects the world equity culture. 


— —— 


For instance, banks may be supervised by the Fed- 
eral Reserve or the Office of the Comptroller of the 
Currency (part of the Treasury) as well as state bank 
regulators. Deposit insurance is handled by a sepa- 
rate agency. Anybody involved in the equity busi- 
ness also has the sec breathing down their necks. 
The derivatives markets are mostly regulated by the 
Commodities and Futures Trading Commission 
(crtc). As for insurance, it remains regulated almost 
entirely at state level. . 

This higgledy-piggledy structure may have 
suited a time when, thanks partly to such laws as the 
Glass-Steagall act, financial institutions generally 
engaged in only one activity. But the scrapping of 
Glass-Steagall and the arrival of universal banks on 
the European model have blown it apart. Many of 
America’s big banks now have to deal with several 
different regulators, which significantly increases 
their compliance costs. Citigroup, the biggest finan- 
cial institution in America, has to satisfy not just 
several but hundreds of different regulators, be- 
cause it is active right across the country in banking, 
securities, derivatives and insurance. 

The sec’s long-standing chairman during the 
Clinton administration, Arthur Levitt, eschewed 
battles over the structure of American regulation, al- 
though his organisation has long wanted to take 
over the crrc. Instead, Mr Levitt focused his atten- 
tion on a basic question: what is regulation for? His 
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answer was to put protection of individual investors 
at the top of the sec’s priorities so as to encourage 
the country’s equity culture. His weapons were 
tough enforcement, greater transparency, full dis- 
closure and spirited attacks on conflicts of interest. 
That did not always make him popular with the 
professionals. Despite his own background in the 
equity business, for instance, Mr Levitt was no 
friend of the nyse, which he saw as hogtied by its 
own special interests. He would much prefer it to 
demutualise and become a public company, per- 
haps shedding its regulatory responsibilities along 
the way. 

Elsewhere, Mr Levitt did not always get what he 
wanted either. His struggle to stop the accounting 
firms from offering consulting services to audit cli- 
ents, for example, ended rather limply in a require- 
ment for disclosure rather than a ban. He similarly 
failed to push through ac- 
counting changes that would 
have required companies to 
take the full cost of stock op- 
tions into their income state- 
ments. And one of his last acts, 
known as Regulation Fp, 
which requires companies to 
disclose market-sensitive in- 
formation to everybody in the 
market, preventing them from 
discreetly briefing analysts, re- 
mains highly unpopular on 
Wall Street. Mr Levitt had 
made it clear that he was wor- 
ried about conflicts of interest 
within investment banks— 
and especially about the com- 
promising of analysts’ research 
by pressure from banks’ merg- 
ers-and-acquisitions teams. 

It is a pity that Mr Levitt 
made no attempt to sort out 
America’s regulatory muddle, 
even so. True, he might not 
have been able to achieve 
much, if only because changes 
would require congressional 
approval, but at least he could 
have put the issue on the 
agenda. However, Phil 
Gramm, the Republican sena- 
tor who chairs the Senate Banking Committee, and 
who had frequent clashes with Mr Levitt, rejects 
suggestions that America should adopt a single fi- 
nancial regulator. His principle, he says, is “first, do 
no harm”. He sees no reason to change a system that 
does a good job supporting the country’s equity cul- 
ture. But the problem is not so much that the Ameri- 
can regulatory system has not worked; it is that it 
costs too much and that it may not be well-suited to 
international regulatory co-operation, at a time 
when capital markets are going global. 

In other countries, the regulatory picture re- 
mains mixed. For many years, most of them relied 
largely on their stock exchanges to regulate their 
markets, which were anyway relatively small. The 
message for the individual investor, who was often 
regarded as more trouble than he was worth, was 
caveat emptor. Until recently, for instance, insider 





trading was not illegal in much of continental Eu- 
rope. Accounting standards, provisions for disclo- 
sure, transparency requirements, takeover rules, the 
permissible treatment of minority shareholders: all 
varied hugely between markets. And the agencies in 
charge varied a lot, too: they might be the exchanges 
themselves, or government ministries, or sometimes 
central banks. 

More recently, countries have been learning a 
good deal from each other, not least because a grow- 
ing equity culture has brought so many new inves- 
tors into the marketplace. In 1997, Britain scrapped 
the cumbersome regulatory structure set up after the 
1986 Big Bang. This had involved a string of self- 
regulatory bodies placed beneath a Securities and 
Investments Board that was, in essence, a weakish 
version of the sec. It was replaced by an indepen- 
dent Financial Services Authority designed to regu- 
late not only the securities 
business but banks and insur- 
ance as well. The rsa’s chair- 
man, Sir Howard Davies, has 
become a keen advocate of the 
case for a single financial regu- 
lator—though he has also, gen- 
erously, conceded that the 
British approach is only one 
among many. 

Still, there is now a discern- 
ible trend in financial regula- 
tion towards the British model. 
Most countries are coming 
round to the view that central 
banks should not be the regu- 
lators of commercial banks, 
partly because it might distract 
them from their main function 
of setting monetary policy and 
partly because a banking scan- 
dal might damage their repu- 
tation. Sweden, Australia, Ire- 
land and the Netherlands, 
among others, have recently 
gone down the British route of 
setting up an autonomous sin- 
gle regulator for the entire fi- 
nancial-services industry. Ja- 
pan too has its own FSA, 
though since its boss is a mem- 
ber of the cabinet, doubts must 
linger about its true independence. Earlier this year, 
the German federal government announced its own 
plans to set up a single financial regulator, although 
the Bundesbank and the German states are stoutly 
resisting any efforts to reduce their role. 


Twin peaks 

Besides America, only France and Italy, among rich 
countries, still insist on a separate regulator for 
banks and for the securities business. Michel Prada, 
head of France’s stockmarket regulator, the cos, be- 
lieves strongly in a “twin peaks” approach, the 
banking commission of the Bank of France being the 
other peak. He says the two regulators have differ- 
ent, and sometimes conflicting, objectives: his con- 
cern is protection of the investor, whereas the Bank’s 
concern is with prudential regulation. He suggests 
that a single regulator would be blamed for every 
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trivial financial scandal, making it less effective. He 
also argues that a large agency might be formidably 
difficult to manage. Whereas the cos employs just 
over 200 people, Britain’s Fsa has over 2,000. 

These differences of style might be mere cu- 
riosities but for one thing: the globalisation of both 
the capital markets and the equity investor. Because 
both investors and intermediaries (and, as we have 
seen, stock exchanges themselves) increasingly op- 
erate across borders, regulators must do so too. That 
throws differences in regulatory structure into much 
sharper relief. 

The regulators have responded in several differ- 
ent ways, most directly by drawing up the Basle 
rules on minimum standards of capital adequacy. 
The idea was to set common rules for how much 
capital internationally active banks should set 
against their risk-adjusted assets. The rules were first 
introduced in 1988 and have been updated several 
times since, for example to add capital charges for 
market risks to those for credit risks. The latest revi- 
sion has been sent out for final consultation, and is 
due to come into force in 2004. 

The trouble with the Basle rules is that the 
weightings are crude, even misleading (for example, 
South Korea and Mexico are ranked with all other 
OECD countries for credit riskiness), which some- 
times produces perverse effects. One beneficial ef- 
fect, however, has been to encourage the growth of 
capital markets at the expense of bank financing. 
For firms operating in the securities business, there 
are no internationally agreed minimum capital 
standards, although most national regulators im- 
pose rules of their own (as does the £u, through its 
capital-adequacy directive). Efforts to negotiate 
Basle-like standards through 10sco, the interna- 
tional body for securities regulators, have come to 
nothing. 

Banks and securities firms have tended to tres- 
pass heavily on each others’ territory, and most 
countries are now heading for a single financial reg- 
ulator, so the differences in the treatment of banks 
and securities houses have become somewhat 
moot. But the Basle process also confers benefits in 
the shape of the constant exchange of information 
between bank regulators, which the capital markets 
miss out on, and for which they have tried to find 
substitutes. The past decade has seen a mushroom- 
ing of memoranda of understanding (mous) be- 
tween regulators. But even mous may not be 
enough to cope with globalisation. How can the 
world manage, in the absence of a single, omniscient 
global regulator? 


A Euro-SEC? 


The problem is, inevitably, most acute inside the 
European Union, which is seeking to construct a 
single financial market even while retaining na- 
tional regulators. So far, the results have been disap- 
pointing. Plenty of obstacles remain in the way of a 
true single financial market, especially at the retail 
level. For instance, several eu countries require their 
pension funds to invest largely in domestic gov- 
ernment securities. In France, a recent tax break for 
equity investment was, extraordinarily, restricted to 
investment in French companies. 

Earlier this year a committee of “wise men” un- 
der the chairmanship of Baron Alexandre Lam- 
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falussy, a former head of the European Monetary 
Institute (the forerunner of the European Central 
Bank), issued a report on the regulation of European 
securities markets. The Lamfalussy report drew at- 
tention to the failure of the investment-services di- 
rective, passed in 1996, which was supposed to 
create a single securities market in the Ev. It sug- 
gested a new streamlined legislative process that 
would revolve around the creation of a European 
regulators’ committee and an Eu securities commit- 
tee, staffed by senior finance ministry officials. The 
Stockholm £u summit in March broadly endorsed 
the report. 

Does this herald an eu-wide sec? Mr Lam- 
falussy, an arch-federalist, says it might. But for the 
time being the appetite for any such body remains 
small. Although some continental bankers say that 
an Eu-wide regulator would be a help, most fear 
that it would simply impose an additional layer of 
regulation, on top of the national ones. So long as le- 
gal systems and enforcement remain national and 
not supranational—which means, in effect, so long 
as there is no single Eu government—the regulatory 
structure seems likely to remain largely national too. 

A second reason for thinking that a Euro-sec 
may be some way off is that, predictably, even the 
relatively mild Lamfalussy proposals are caught up 
in a typical power struggle between the European 
Commission, the Council of Ministers and the Euro- 
pean Parliament. One senior regulator argues that 
the process of creating a single securities market in 
Europe would be smoother if the European institu- 
tions were kept out of it altogether. 

And what about that bear market? It may well 
make regulators and governments busier, because 
more scandals and abuses tend to be uncovered 
when equity prices fall. A rising market, in contrast, 
disguises a variety of sins. Yet apart from that, there 
is no reason why regulators—or governments, for 
that matter—should have much of a stake in a bull 
as opposed to a bear market. Indeed, there is a 
strong argument against any such bias. One reason 
why the American bull market defied earlier efforts 
to talk it down was that investors persuaded them- 
selves that the Fed would support equity prices by 
cutting interest rates as much as was necessary. De- 
spite the markets’ recent rally, the “Greenspan put”, 
as it was once christened, now seems to have been 
over-optimistic. In the long run, that can only be 
good for the world’s equity culture. 
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QUITIES are not, of course, mere financial assets, 

to be compared only with such other assets as 
bonds or bank deposits. They are, as we have seen, 
much riskier than these. This is because equities 
represent the ownership of the company itself, 
rather than merely some claim to a company’s cash- 
flow, which is what most assets are. So the spread 
around the globe of share ownership, and of an 
equity culture, are bound to have implications for 
the running of those companies: in the jargon, for 
countries’ systems of “corporate governance”. 

The awkward relationship between many dis- 
persed shareholders on one hand and a single man- 
ager or group of managers on the other has been the 
subject of a vast economic literature, going back at 
least as far back as 1932, when Berle and Means pub- 
lished their classic book on the modern corporation. 
Since then there have been many attempts to deal 
with the “agency problem” (ie, the difficulty of en- 
suring that company managers will act in the inter- 
ests of the shareholder owners for whom they are, in 
theory, supposed to be mere agents). And, as with 
the structure and regulation of equity markets, dif- 
ferent countries have adopted different solutions. 

Once again America, with both a much wider 
distribution of share ownership and the strong regu- 
latory arm of the sec, leads the way. It imposes legal 
constraints on companies’ ability to override the in- 
terests of minority shareholders. It allows share- 
holders to join together to launch proxy battles (en- 
abling groups of small shareholders to exercise 
substantial voting power at company meetings), 
and to bring class action suits against a company’s 
management. 

The government officially encourages investing 
institutions that are significant shareholders, such as 
pension funds and insurance companies, to vote on 
company resolutions at annual general meetings. 
Many of them also use their voting power to exert le- 
verage over a company’s management at other 
times. Boards of directors are under constant pres- 
sure to assert their independence vis-a-vis chief ex- 


ecutives. And bosses are increasingly remunerated 
in either shares or stock options, in the hope that 
this will align their own incentives with the interests 
of their shareholders. 

Above all, America more or less invented the use 
of the public equity markets to gain corporate con- 
trol via takeover bids. It does not matter that take- 
over bids, especially hostile ones, are rarely 
mounted. Still less does it matter that they are rarely 
successful. What counts is that the managers of a 
publicly quoted company, and its board of di- 
rectors, know that the company can become the 
subject of a takeover bid if they fail to perform. 

Yet there are plenty of complaints about the 
American system of corporate governance—and not 
just from well-known shareholder activists such as 
Robert Monks. Institutional shareholders are more 
likely to sell their shares—taking the “Wall Street 
walk’—than to invest time and money in trying to 
improve a company’s management. The takeover 
threat has often been likened to the nuclear option: 
it is so disruptive that it can be used only as a last re- 
sort, if a company’s managers have gone way off 
course over a long period. Worse still, it can easily re- 
bound on shareholders. Repeated studies have 
shown that, in most mergers, the shareholders of the 
acquiring company suffer, and that their loss is of- 
ten greater than the gain for the shareholders of the 
acquired company. Indeed, many empire-building 
managers now indulge in takeovers in spite of, 
rather than because of, pressure from shareholders. 


The boss is right 


Meanwhile bosses have tilted the playing-field to 
benefit them in a variety of ways. They have made 
proxy fights more difficult to stage by putting obsta- 
cles in the way of shareholders communicating with 
each other. They have persuaded Congress to legis- 
late to limit “frivolous” shareholder suits. Ironically, 
strict insider-dealing laws, meant to protect the in- 
terests of investors, have also made it more difficult 
for those investors to intervene with management: 
if, in doing so, they acquire inside information, they 
are no longer legally able to trade. 

As for the takeover threat, managers increas- 
ingly register their companies in the state of Dela- 
ware, which is notoriously manager-friendly. Many 
companies have put in place “poison pills” that 
make it hard or even impossible to take them over. 
As a result, there have been few successful hostile 
bids in the past few years. Worst of all has been the 
abuse of stock options. Company bosses have 
manipulated these to reward themselves for medio- 
cre performance or worse, which has allowed them 
hugely to increase their remuneration (see chart 9 on 
next page). The cult of the chief executive, which has 
grown up alongside both the long bull market and 
the equity cult, has encouraged bosses to ignore 
many of the norms of accountability. 

What are shareholders doing to fight back? 
Quite a lot, as it happens. Institutional shareholders, 
especially large ones such as Fidelity or TIAA-CREF 
(an educational pension fund that is now the big- 
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gest pension manager in America), are taking cor- 
porate governance more seriously. They are so big 
that they find it hard to sell their shares without de- 
pressing prices; anyway, many track broad share in- 
dices, so may not want to sell. Instead, they take 
trouble to exercise their votes, and are ready to tackle 
company bosses direct. Robert Pozen, the head of 
Fidelity, describes himself as a “reluctant interven- 
tionist”—but intervene he does, all the same. 
TIAA-CREF has campaigned long and hard against 
the abuse of stock options. Calpers, the pension 
fund for Californian public employees, has made a 
career out of intervening to shake up poorly per- 
forming managers. 


Life on the edge 


Perhaps most significant has been the newly ac- 
quired habit of sacking the boss. Turnover of chief 
executives in America is at an all-time high. Boards 
of directors are more assertive than they were. Insti- 
tutionalising job insecurity for companies’ chief ex- 
ecutives may yet prove the most effective of all sys- 
tems of corporate governance. And, like the rest of 
the American system—indeed, like the equity cul- 
ture itself—it is seeping into other countries. 

More vigorous corporate governance is certainly 
needed outside America. Even in Britain, the coun- 
try whose system most resembles the American 
one, shareholders do not always seem forceful 
enough in calling managers to account. For every ac- 
tivist fund manager who is careful to exercise all his 
votes, such as Alastair Ross Goobey of Hermes, 
there are a dozen inactive ones. Companies such as 
st have managed to get away with strategic mis- 
steps and underperformance over a number of 
years without their managers being punished or 
sacked—although st’s managers have recently 
come under increasing pressure (ironically enough, 
Hermes started life as sT’s pension fund). 

But the system in other countries is less vigorous 
still. For many years, this was seen to be a virtue. 
Academics extolled the German-Japanese model 
(as against the Anglo-American one), in which com- 
panies relied largely on banks for finance and one or 
two shareholders (often also the banks) dominated. 
This was deemed to deliver splendidly “patient” 
capital, as opposed to the unhelpful “short-termist” 
Anglo-American variety. Two-tier boards in Ger- 
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many, with a supervisory and an executive level, 
enforced accountability and allowed companies to 
take into account the interests of all their “stake- 
holders”, not just their capital providers. In Japan, 
the keiretsu system of cross-shareholdings within a 
family of companies, centred on a “main bank”, 
worked in a similar fashion. Both systems put the 
shareholder much lower down the pecking order 
than did America and Britain. 

One of the most striking features of the past de- 
cade is that most of the arguments in favour of the 
German or the Japanese models of corporate gov- 
ernance seem to have vanished. An obvious ex- 
planation is that, whereas in the 1980s the German 
and the Japanese economies seemed to be doing 
better than the American one, in the 1990s the bal- 
ance of economic performance was reversed. But 
the model is itself quietly being dismantled. For as 
an equity culture has spread in Germany, France 
and even in Japan and Italy, these countries have 
been inexorably evolving in the American direction. 
Bank and cross-shareholdings have been unwound 
(in Germany, Allianz’s recent takeover of Dresdner 
Bank was a big step in this direction). Institutional 
shareholders are now courted and individual share- 
holders encouraged. And companies now pay more 
attention to their share prices than they did. 

It is true that there is still some way to go. Ask Ek- 
kehard Wenger, an economics professor at Wurz- 
burg University and the best-known shareholder 
activist in Germany, about the arrival of new insti- 
tutional shareholders, and he responds tartly: “You 
do not solve the agency problem by creating more 
agencies.” He points to DaimlerChrysler, Germany's 
biggest company, whose boss, Jürgen Schrempp, re- 
mains at the helm despite the company’s lamenta- 
ble performance over the past three years. When Mr 
Wenger sought to question the company’s strategy 
at one of its recent annual meetings, his microphone 
was switched off. 


Minorities lose out 


The abuse of minority shareholders remains en- 
demic in many European countries. Some compa- 
nies use the Netherlands’ extraordinarily manage- 
ment-friendly corporate law to protect themselves 
from takeover. In 1999 Gucci, a luxury-goods firm, 
exploited the Dutch rules to avoid putting a take- 
over bid from vmn, a bigger French rival, to its 
shareholders. Italian companies routinely ignore 
shareholders’ interests, as Olivetti did last year 
when it sought to move the mobile-telephone assets 
of the newly acquired Telecom Italia into a vehicle 
that it controlled. In France, Vivendi, often seen as 
the pioneer of American-style corporate gover- 
nance, got into trouble at about the same time, for 
unilaterally altering voting weights to suit its man- 
agement. In Japan, some cross-shareholdings, so far 
from being unwound, are actually being in- 
creased—and most companies still hold their an- 
nual meetings on the same day in June. 

Yet the broad thrust of change in the direction of 
the Anglo-American system is clear, even to Mr 
Wenger and fellow activists such as Switzerland's 
Martin Ebner. Two strong forces are behind it. The 
first is Europe’s and Japan’s desire to learn from the 
American economy's success over the past decade. 
Rightly or wrongly, a part of that success is now at- 
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The growth of 
equity will be good 
for economies 





tributed to the superiority of the Anglo-American 
model of corporate governance. Europe's and Ja- 
pan’s patient capital may have virtues, but it also 
has the vice of not being quick enough, or tough 
enough to insist on better corporate performance. 


Foreigners rule 

The second force is even harder to resist: the growing 
influence of foreign shareholders and, particularly, 
of the American investing institutions. Calpers, Fi- 
delity and T1AA-crEF are typical of the new breed. 
As big European and Japanese companies eagerly 
list on the American stockmarkets, they have to 
comply with American rules on accounting stan- 
dards, disclosure and transparency—and_inev- 
itably, they find, with the norms of American cor- 
porate governance too. But even when companies 
do not choose to list in New York, their shareholder 
register is increasingly dominated by foreigners. As 


much as half of the shares traded on the Paris 
bourse, for example, are now in foreign hands; in 
some other countries the proportions are similar. 
When Britain’s Vodafone, a mobile-phone oper- 
ator, hit the headlines with its hostile bid for Ger- 
many’s Mannesmann in December 1999, there were 
suggestions that the Mannesmann team might re- 
sort to various “barbed-wire” defences permissible 
under German corporate rules, or that the German 
government might intervene. In fact neither hap- 
pened, and commentators applauded the Germans 
for their restraint. But in truth Mannesmann had lit- 
tle choice, because most of its shareholders were for- 
eign already, and they wanted the takeover battle 
fought out on its own merits. It was one more sign of 
the triumph of Anglo-American capital markets 
and of the new equity culture. Yet it did not answer 
perhaps the biggest question of all: will that tri- 
umph be good or bad for the world’s economies? 








When capital markets rule 


HE rivalry between different models of cor- 

porate governance partly reflects a broader bat- 
tle over the best way of financing a modern econ- 
omy. In this battle, the world’s growing equity 
culture plays a crucial role, for it turns on one big 
question: is it better for economies if their compa- 
nies rely mainly on capital markets for equity and 
debt, or on banks? It is a question that is pertinent 
not just to the debate about the respective merits of 
the Japanese/German model and the American/ 
British one, but also to the choices that emerging 
economies should make about their future. 

At first sight capital markets might seem a pretty 
dubious proposition to rely upon, especially in to- 
day’s bearish climate. Capital markets are naturally 
short-termist and volatile. They attract huge inflows 
that can just as quickly turn into huge outflows. In- 
vestors’ crowd behaviour can move prices out of 
line and lead to speculative bubbles. When such 
bubbles burst, the capital tap can be turned off just 
as quickly as it was turned on. Contrast the dotcom 
boom, when finance for even the most bizarre busi- 
ness proposition was to all intents and purposes 
free, with the bust, when even sound business plans 
could not attract capital at any price. 

The consequence of all this is surely a damaging 
misallocation of capital that, so far from fostering 
growth, might actually discourage it. Even in Amer- 
ica, in the early part of 2000 there were howls that 
the new economy and the Internet were gobbling up 
all the money available for investment, starving 
“old-economy” companies (which, unlike “new- 
economy” ones, actually made profits) of capital. 
Within months the position was reversed, and a lot 
of investors, many of them first-timers, had lost 
their shirts. No wonder that some countries (and 
some investors) mistrust capital markets, and espe- 
cially stockmarkets; they seem so often to resemble 
Keynes’s notorious casino. 

Yet there are also substantial virtues in relying 
on capital markets. Because they react continuously 
and almost instantaneously, equity and debt mar- 
kets immediately capture any changes in perception 





about the future course of economies, or about con- 
fidence, or about risk. This process of “marking-to- 
market” means that assets are quickly repriced to re- 
flect new circumstances, including new ideas, new 
techniques and new technology, to all of which 
capital markets respond more quickly than banks. 
One example is the development of the junk-bond 
market in the late 1980s. Because they cut out a layer 
of intermediation, capital markets are also generally 
cheaper than banks. 

Banks, on the other hand, have several virtues of 
their own. They are excellent instruments for gath- 
ering together small deposits into large pools of cap- 
ital that can be made available for bigger borrowers. 
They can employ skilled loan officers to judge dif- 
ferent credit risks, and they offer helpful advice to 
small entrepreneurs. Their intermediation miracu- 
lously transforms short-term, highly liquid cash (de- 
posits) into long-term, largely illiquid assets (loans). 
They can redirect capital from low-return or poor- 
risk activities to high-return or lower-risk ones. And 
they can be more “long-termist” than markets. 

And yet the downside to relying on banks can 
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be huge. The tumble taken by most of the world’s 
stockmarkets this year may have grabbed the head- 
lines, but to nothing like the extent that a big bank 
bust would have done. The 1930s depression was a 
consequence of America’s bank meltdown (made 
worse by foolish monetary and trade policy), not of 
the 1929 stockmarket crash. Banks, it turns out, are 
even more influenced by popular delusions and the 
madness of crowds than markets, as repeated bub- 
bles in many different countries have shown. Bank 
lending can be subject to political interference. But 
above all, banks do not mark all their assets to mar- 
ket. In bad times they find themselves sitting on as- 
sets for which there is no market. 

This has a number of adverse consequences. It 
aggravates bad-lending sprees: because asset prices 
do not adjust speedily, price signals are jammed and 
loans continue to go into the wrong activities. Hence 
the building of so many pointless office blocks dur- 
ing the savings-and-loans crisis in America, or the 
massive bursts of overinvestment in Japan and 
South-East Asia. Worse, the failure to mark to mar- 
ket means that getting out of a bust can be slow and 
tortuous—as Japan has shown in the 1990s. Even to- 
day, the true price of Japanese banks’ property col- 
lateral is unknown, because regulators do not allow 
it to be traded in the marketplace. The big difference 
between capital markets and banks, then, is not that 
one is prone to bubbles and crashes and the other is 
not; it is that capital markets bring home the pain 
immediately, making recovery quicker and easier. 

Indeed, the Japanese and East Asian crises of the 
1990s, rather like the depression of the 1930s, can 
best be understood as only the latest in a series of 
bank-created disasters. Governments everywhere 
have compounded the problem by devising 
schemes to underwrite deposits to protect deposi- 
tors (who have presented banks with all those 
highly liquid liabilities) from such disasters. Because 
that exposes the exchequer to bank losses, gov- 
ernments then have to regulate banks more heavily, 
and depositors lack any incentive to monitor the 
health of their banks—a pernicious moral hazard. 

Banks, in short, are what the late Professor Mer- 
ton Miller once called a i9th-century technology 
that is also highly disaster-prone. Which is not to 
say, as some enthusiasts have suggested, that they 
can be got rid of altogether. The best-functioning 
economies are those that diversify their sources of 
finance, relying on markets when things go well but 
able to fall back on banks when risk appetites 
change. The classic recent example unfolded in the 
autumn of 1998, when debt and equity markets in 
America both seized up. President Clinton spoke of 
the worst crisis in 50 years; the Fed cut interest rates 
three times. But banks were able to step into the 
breach until markets recovered their nerve. 


The evolution of finance 


The evidence of the benefits of capital markets, and 
in particular stockmarkets, is not just theoretical. 
One study in 1998 of 47 countries found a strongly 
positive correlation between the size and liquidity 
of stock exchanges and economic growth. Similarly, 
investigations of development have found strong 
links between the growth of non-bank financial in- 
termediaries and the growth of economies. For this 
reason, the 1Fc, the private-sector arm of the World 
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Bank, is especially keen to promote stockmarkets in 
emerging economies. 

Indeed, an evolution of finance seems to be at 
work. In the early stages of development, local 
banks (eg, country banks in Britain’s industrial revo- 
lution) are needed to gather local savings together in 
order to provide enough capital for growth. Later, 
big clearing banks that can operate at national level 
start to emerge. At that early stage companies rely 
largely on internal financing and bank loans. Banks 
are useful mainly because capital is so scarce. The 
problem is not so much a matter of allocating plenti- 
ful capital to the best use as of finding enough capi- 
tal in the first place. 

In the next stage of growth, capital is relatively 
more abundant, so markets are better placed to take 
over the task of capital allocation from banks. The 
initial capital markets, for bonds and equities, are 
soon complemented by others, such as commercial- 
paper markets. Once these are in place, the scene is 
set for the arrival of ever more sophisticated instru- 
ments for slicing and dicing credit risk to suit differ- 
ent investors. Convertibles, derivatives, high-yield 
bonds and the rest join the panoply, blurring the 
distinction between debt and equity. After all, most 
debt has what might be called an equity element 
embedded in it. 

Consider the story of venture capital in Silicon 
Valley in the late 1990s. As the Internet revolution 
spread, the preferred mode of finance for its pio- 
neers became venture capital, usually committed by 
risk-taking funds that had gathered together savings 
from rich individuals and institutions. Traditionally, 
venture capitalists have had to wait for many years, 
until their companies could point to a solid record 
of achievement and profit, before they could cash 
out. However, the Netscape ro of August 1995 
changed all that: the public equity markets seemed 
willing to invest in risky businesses that had never 
made profits and might never do so. The conse- 
quence was an explosion of venture capital, a rash 
of new Internet businesses, the dotcom mania—and 
the speculative bubble that gripped the Nasdaq 
stockmarket up to March 2000, after which the mar- 
ket crashed and venture capital dried up again. 

What are the lessons from all this? Some main- 
tain that the whole episode was a disaster, in which 
capital was thrown away on lousy business propo- 
sitions, reputable investment banks ripped off gull- 
ible investors by sponsoring dubious iros sup- 
ported by questionable research analysts—and lots 
of individuals got burnt. There is some truth in this 
picture, but it is nevertheless the wrong lesson to 
draw. The real significance was that, in a period of 
less than five years, capital markets were able to fi- 
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nance cheaply an entirely new industry; and when 
parts of the industry turned sour, promptly to re- 
allocate the capital elsewhere. 

The contrast is not just with the Japanese and 
East Asian experience of bank-financed overinvest- 
ment; in America, it is with the Texan oil bust of the 
mid-1980s and the New England property bust of 
the early 1990s. The pain from these was more wide- 
spread and longer-lasting than today’s pain in Sili- 
con Valley. And excessive as the rmt/Nasdaq bub- 
ble may have become, it has helped to finance a 
whole infrastructure that has boosted the American 
economy—and it has done it faster than a bank-led 
economy might have managed. 


Equity culture vultures 

America’s greater reliance on capital markets than 
on banks is, according to the widely experienced 
Baron Lamfalussy, one of the reasons why, despite 
the excesses of its bubble, its economy has outper- 
formed Europe's and Japan’s over the past decade. 
Chart 10 on the previous page illustrates the differ- 
ence. Now the arrival of better-developed capital 
markets, and a stronger equity culture, first in Eu- 
rope but increasingly elsewhere as well, should help 
the rest of the world to catch up. Banks will, of 
course, have to change a lot in a market-led system. 
Investment banking will become more important 
than normal commercial lending. Deposit-taking 
will shrink in relative terms; asset management will 
grow. These trends can already be seen at work, in 
the rash of recent mergers to create financial- 
services giants. More mergers are likely. 

The question remains: could nascent equity cul- 
tures be marred by the markets’ current troubles? In 
the short term, the answer is clearly yes. Even in 
America, the vogue for equities is fading, after so 
many investors have been punished so heavily over 
the past year. Earlier this year, the equity mutual- 
fund industry saw outflows for the first month in 
over a decade. Investors in other rich countries are 








also showing signs of aversion to shares. As for the 
developing world, equity markets have recently 
been something of a disappointment. The share of 
emerging economies in global stockmarket capital- 
isation has fallen from about 11% in 1996 to 6.5% to- 
day, far below their near-40% share of world output. 

And yet most of this constitutes a blip, rather 
than a reversal, in a long-term trend. Even after the 
setbacks of the past year, global stockmarket cap- 
italisation has tripled since 1990. Equity has grown 
in value faster than debt, and a lot faster than bank 
deposits. Most countries are seeing a slow but steady 
increase in the number of shareholders. 

This change is unambiguously positive. A bigger 
role for capital markets should mean fewer and less 
persistent economic crises. The spread of share 
ownership will help to secure better pensions for to- 
day's baby-boomers. Above all, equitisation will 
underpin the system of market capitalism itself, by 
giving more people a bigger and more direct stake in 
the success of their companies. It is a far cry from the 
scene in Ivan Goncharov’s 19th-century Russian 
novel “Oblomov”, when the crook Tarantsyev ex- 
plains the concept of shares to a colleague in crime: 


It's a German invention!...Some swindler undertakes to 
build a town of fireproof houses, for instance. He needs 
money, of course, so he starts selling papers at 500 roubles 
each and a crowd of blockheads buy them and sell them to 
each other. If the business is reported to be doing well, the 
bits of paper rise in price; if it's doing badly, the whole thing 
goes bust. All you've got left is worthless bits of paper. 
Where is the town? you ask. Oh, they say, it's burnt down, 
or there wasn’t enough capital to finish building it—and the 
inventor has meanwhile run off with your money. That's 
what shares are! 


In countries with primitive financial systems— 
not least Russia—such things still happen. But these 
days shares are more familiar, the regulation and 
operation of stockmarkets are better, and even cor- 
porate-governance systems are improving. The new 
century is set fair to be the age of the equity. 
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Pass the painkillers 





The introduction of “third-generation” mobile phones is being plagued by 
fearsome technical and financial difficulties 


O MOBILE phones cause headaches? In 

the case of third-generation (3G) tele- 
phones, the answer is undoubtedly yes— 
even though nobody is yet using them. In- 
stead, they are causing technical and finan- 
cial pain for all the companies around the 
world that are trying to build 3c networks. 

The idea behind 3c was to offer sub- 
scribers exciting new features, such as video 
clips and high-speed Internet access, for 
which they would be prepared to pay far 
more than they now do for boring old voice 
calls and text messages on 2G phones. Oper- 
ators have spent vast sums—around $125 bil- 
lion in Europe alone—buying licences to en- 
able them to offer such services (see chart), 
and have run up huge debts in the process. 
Building the networks will cost about the 
same again. Itis a huge gamble—and one that 
is looking riskier by the minute. 

The technical problems that have de- 
layed the availability of 3c handsets and 
base-stations are unwelcome, but they are 
not insuperable. Nor are they terribly sur- 
prising. Previous technologies such as Gsm, 
wap and Gers were ail late as well. One pro- 
blem is power consumption, since 3G 
phones are more demanding than existing 
models. Another is that 3c handsets contain 


more software--they are, in effect, pocket 
computers. NTT DoCoMo, the wireless arm 
of rt, which was supposed to launch the 
world’s first 3G service in Japan this month, 
has blamed software glitches for its decision 
todelay the launch until October. 

Even when the power consumption and 
software have been sorted out, 3G technol- 
ogy will have to be combined with existing 
telephones to produce handsets that work as 
3G phones when they are near a 3G base-sta- 
tion, but revert to 26 the rest of the time. Such 
hybrid handsets are vital, because it will take 
many years for the network operators to pro- 
vide blanket 3G coverage. But hybrids are 
even harder to make than 3c-only handsets, 
and they will not be available in any quan- 
tity until next year at the earliest. “The hand- 
sets are always late,” says Henry Elkington, 
an analyst at Boston Consulting Group. “It’s 
the golden rule of mobile telecoms.” Instead 
of launching next year, as planned, most 3G 
operators are now talking about 2003. 

This delay has serious financial reper- 
cussions. Given the expense of the 3G li- 
cences and infrastructure, the operators 
want to launch their services and start gener- 
ating revenue as quickly as possible. But the 
uncertainty has hit their share prices; and 


the debt burden has led to cuts in their credit 
ratings that have made it harder for them to 
raise money. Britain’s st, for instance, was 
forced to sell prized Japanese and Spanish 
assets to Vodafone this week, to reduce the 
massive debts it incurred when buying 3G li- 
cences. sT, whose long-serving chairman, Sir 
lain Vallance, stood down last week, now 
plans a huge rights issue that may further 
upset its long-suffering shareholders. 

Worse even than these cash travails, the 
initial projections of how much operators 
could expect to charge for 3G.services now 
look highly optimistic. It has become clear 
that 3c will take far longer than expected to 
become profitable, so operators will sink 
deeper into debt along the way. Things are 
particularly tough for new entrants, such as 
Group 3G in Germany and Hutchison 3G in 


Britain, that do not have 2c networksandso 


must start from scratch. 


The industry is pursuing a number of / 


ways to make 3c less painful. One approach 
is “vendor financing”, in which equipment 
makers, such as Nokia, Ericsson and Alcatel, 
lend money to network operators that buy 
their equipment. According to Louisa Gree- 
nacre, an analyst at ING Barings, some ven- 
dors are now lending as much as 200% of the 
cost of hardware purchased, thus providing 
operators with working capital that they are 


unable to raise from banks and public mar- © a 


kets. This means that theequipment vendors 
are takingon risk, particularly when lending 
to new entrants that do not have any reve- 
nues at the moment. And debt is still debt, 
whoever islending the money. 

Some new entrants are compensating 
for the delayed launch of 3c by becoming 
“virtual operators”, or resellers, for other 
firms’ existing 2G networks. The advantages 
of this strategy are that it provides short- 
term revenue and allows new entrants to 
phase in their 3G infrastructure over time by 
giving their subscribers hybrid handsets. The 
logical conclusion of this is “network-shar- 
ing” in which two or more operators agree to 
share some of their 3G infrastructure, so as to 





BUSINESS 


roll out their 3G networks more quickly. 

There are, however, a number of pro- 
blems with network-sharing. It would be 
technically tricky to handle roaming from 
non-shared to shared parts of the network; 
operators would, in practice, find it easier to 
share their entire networks. Network-shar- 
ing is also banned under many countries’ li- 
censing terms, on the grounds that it is anti- 
competitive. The whole idea of selling sev- 
eral 3G licences to different operators was, 
after all, that it would encourage the con- 
struction of several competing networks. 

But some operators, particularly new en- 
trants, are keen on network-sharing and are 
pressing regulators to relax the terms of their 
licences to allow it. The pressure is particu- 
larly strong in Germany, which has issued li- 
cences to six 3G operators, including two 
new entrants. Despite reservations ex- 
pressed by Mario Monti, the European Un- 
ion’s competition commissioner, the Ger- 
man telecoms regulator, Regrr, has 
indicated that it is sympathetic towards 
some network-sharing. 

Regulators are also being pressed to relax 
other aspects of the licence terms. In Ger- 
many, for example, operators are required to 
provide 3G coverage for 25% of the popula- 
tion by the end of 2003, and for 50% by the 
end of 2005; in Britain, operators do not have 
to meet any coverage targets until 2007, by 
which time 3G services must be available to 
80% of the population. Now that the launch 
of 3G has been delayed, say the operators, 
these conditions look unreasonable. In 
Spain, where the licence terms committed 
operators to launching their services in Au- 
gust of this year, the terms have been modi- 
fied to allow a delay until June 2002. 

Many operators are hoping for conces- 
sions in other areas, too. There is a wide- 
spread feeling that European governments, 
having pocketed billions in licence fees be- 
fore the steep fall in share prices last year, 
should now come to the aid of the operators. 
The British government was recently ru- 
moured to be considering a partial refund of 
licence fees, though this was swiftly denied 
by a minister. Another concession, which 
would suit the German operators in particu- 
lar, would be toallow one 3c operator to take 
over another without having to hand back 
its licence, and to allow the resale of licences. 
But although some consolidation clearly 
makes sense in the overcrowded German 
market, reducing the number of operators 
would also raise competition concerns. 

Amid all this uncertainty, itis clear that it 
will be several painful years, rather than 
months, before 3G becomes widely avail- 
able. Even if the operators can meet their 
debt burdens and build the networks, it is 
not at all certain that they will be able to 
make much money from them. Today’s 
headaches might then seem mild compared 
with those that are tocome. 

a 
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Japanese trading houses 


Reinvented 


TOKYO 
(19 pee used to tell Japanese travellers, 
if they got into trouble overseas and 
couldn't find a consulate, to look for a trad- 
ing house instead. There was bound to be 
onenearby,” jokes Motoyuki Oka, managing 
director of Sumitomo Corporation. With 
their networks of offices, stretching from 
Vladivostok in Russia to Quito in Ecuador, 
Japan’s trading houses were everywhere. In 
1990 they controlled, by value, three-quar- 
ters of Japan’s imports and almost half its ex- 
ports. At home, the biggest houses—Mitsub- 
ishi Corporation, Mitsui & Co and 
Sumitomo—sat at the centre of the powerful 
keiretsu, or corporate families, that domin- 
ated many industries. As middlemen, they 
bought and sold raw materials, channelled 
information, financed the construction of 


Trading up 
Operating profits of the top six trading houses* 
Fiscal years, ¥bn 
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new factories and traded finished goods. 

In the 1990s, however, their traditional 
trading business started to decline. As global 
competition intensified and the domestic 
economy weakened, manufacturers began 
to cut costs by weeding out inefficient inter- 
mediaries—a process speeded up by the In- 
ternet. It seemed that the trading houses 
were inexorably fading away. 

Not so, says Toby Williams of uss War- 
burg. Trading houses largely abandoned 
their role as simple traders long ago. They 
now perform sophisticated outsourcing 
functions instead. Demand for their supply- 
chain management services is particularly 
high. Mitsubishi, for instance, helps Uniqlo, 
one of Japan’s most successful retailers, to 
manage its relationships with suppliers. Ito- 
chu handles logistics for such foreign firms 
as Starbucks and Nestlé. 

These days, trading houses are moving 
their services online. Mitsubishi plans to set 
up eMaterial Auction, an online marketplace 
for steel sheets, next month. Mitsubishi 
wants to take orders from companies that 
are too small to deal directly with the likes of 


Nippon Steel, Japan’s biggest steel maker. 

will take on inventory risk and act as a trou 
bleshooter for small firms. It will also prc 
vide 90-day credit for customers and ha: 
with Orix, a leasing company, set up eMe! 
chantBank to help do this. The format, say 
Naoto Mizoguchi, Mitsubishi's head of stre 
tegic planning, could eventually be applie: 
toindustries such as textiles and chemicals. 

Since these are hardly growth industrie: 
trading houses are also sniffing around fo 
businesses that offer bigger profits, such a 
information technology and biotechnology 
Some have been extremely successful. Ac 
cording to Kenichiro Yoshida of Nikko Salo 
mon Smith Barney, Itochu has alread: 
earned ¥284 billion ($2.4 billion) by sellin 
some of its shares in a subsidiary, Itochi 
Techno-Science, a systems vendor that listec 
its shares two years ago. Mitsubishi als: 
made lots of money when it sold its stake ir 
Photonic Integration Research, an Americar 
optical-components maker, last year. Sev 
eral trading houses are expected to an 
nounce record profits when they unvei 
their annual results for 2000-01 later thi: 
month. 

Overseas markets have also offered ar 
attractive alternative to sagging domestic 
ones. Non-Japanese operating profits at the 
top six houses have grown, on average, by 
around 20% a year for the past six years (see 
chart), and now account for roughly half ol 
their total operating profits. Many, such as 
Itochu, whose American subsidiaries hold 
leading positions in specialist markets such 
as nails and metal fences, want to do more 
abroad. “These niches are highly profitable 
for us,” says Yoichi Okuda, chief executive of 
Itochu International. 

Despite these successes, trading houses 
still need toclean up lots of dud investments. 
mainly in property, left over from the bubble 
years of the 1980s. They also need to drop 
their unprofitable operations. The top nine 
trading houses have, on average, around 600 
subsidiaries or affiliates apiece. Almost a 
third are unprofitable because “trading 
houses have had a bad habit of jumping into 
businesses that only look like they're making 
money,” admits Morihiko Tashiro, president 
of Tomen, a medium-sized trading house, 
which has a 30% share of Japan's fast-grow- 
ing wind-power industry. 

Trading houses are also trying to im- 
prove their efficiency by consolidating oper- 
ations. The biggest mergers, which are taking 
place among their steel divisions, will give 
the houses greater bargaining power with 
suppliers and customers. Mitsubishi and 
Nissho Iwai, for example, will merge their 
steel operations in October, to create a com- 
pany with annual sales of over ¥2.2 trillion. 

There are tougher challenges ahead. The 
big trading houses have a lot of work to do 
before they can show that their latest fad— 
buying large stakes in retailers—is a winner. 
Meanwhile, their share prices have suffered 
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Good growth 
continues 


Three months unaudited results 
to 31 March 2001 


OPERATING PROFIT PRE-EXCEPTIONALS £597m +10% 
ADJUSTED EARNINGS PER SHARE 12.54p +9% 





“We have clearly made a sound start to 2001. For the full year, we 
expect to achieve a good increase in operating profit before 
exceptional items and adjusted earnings per share, the two key 
measures of our financial progress. 


As an example of the growth opportunities that exist for us, | am 
delighted to be able to announce that British American Tobacco 
and the Chinese Government are currently in discussions with a 
view to the establishment of a new joint venture company in 


China.” 


Martin Broughton, Chairman 


www.bat.com 


The full quarterly report is being posted to shareholders and copies are available from the Company Secretary, British American Tobacco p.l.c., Globe House, 4 Temple Place, London WC2R ZPG. 
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Invitation for Admission to Graduate Programme 


in Semester Il, 2001-2002 
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MASTER OF SOCIAL SCIENCES 
(ECONOMICS) 


The Master of Social Sciences (Economics) programme offered 
by the Department of Economics is designed to equip students 
with an in-depth understanding of economic theories and their 
applications in order to excel in research and analysis in the 
public and private sectors. Graduates will also be strongly 
prepared for a Ph.D. programme in Economics, whether local or 
overseas. Past graduates have successfully completed their Ph.D. 
degrees in major overseas universities. Most classes in this 
programme are held in the daytime. All candidates must pass a 
total of eight modules of coursework, or six modules of 
coursework and a dissertation. 


Admission Requirements 


Applicants seeking admission to the programme must have 
obtained either: 
(a) a Bachelor's degree with at least second class 
honours in Economics or Statistics; or 
a Bachelor's degree in Economics and at least two 
years of relevant work experience; or 
such other qualifications and experience as the 
Senate may approve. 


Duration 


The minimum period of candidature is 12 months of full-time 
study or 24 months of part-time study. The maximum period of 
candidature is 36 months of full-time study or 48 months. of part- 
time study, inclusive of approved leave of absence and medical 
f leave. 
Financial Assistance 
ey _ Scholarships such as the NUS ASEAN Graduate Scholarships and 
_ ADB-|SP Scholarships are available‘on a competitive basis. Part- 
time tutorships, part-time. assistantships and research 
assistantships are also available depending on the merits of 
applicants and subject to availability. In most cases, consideration 


for such opportunities will be based on a candidate's 
performance after the first semester of study: 


For enquiries on academic matters only, please call at 
(65) 8741304 / (65) 8743942 or email at ecsbox2@nus.edu.sg 


Application materials (which include the application form and 
_ Information on the programme) can be downloaded from the 
following internet address - 


http://www. fas.nus.edu.sg/gsa/advert.htm! 
For application materials to be forwarded to you by post, please 
_ send a self-addressed A4-size envelope (with the name of the 


_ programme indicated at the bottom left-hand corner) to 
the address given below: 


_ Division of Research and Graduate Studies — 
= Dean's Office ar 
__ Faculty of Arts and Social Sciences ae 
_ National University of Singapore 
The Shaw Foundation Building 
"Block AST, Level 6, § Arts Link 
_ Singapore 117570 


















International 
+ MBA in Paris 


Entirely in English, our 12-month full-time MBA is an unusually 
multicultural experience, with over 20 nationalities on the student body. 
Designed for experienced participants, it combines core courses in Paris 

with a wide range of electives and international seminars. 
AMBA and EQUIS accredited. 
ESCP-EAP MBAs lead to senior positions worldwide: join the network 
of 19,000 ESCP-EAP graduates working in 65 countries, 


Next Session - January 2002 
www.escp-eap.net 


Contact MBA Admissions:mba@esep-eap.net - +33 1 4923 2759 
79 avenue de la République - 75011 Paris 


ESCP-EAP 
oo im 


European School of Monagament 


Learn everywhere. Manage anywhere. 


Å 


ENPC MBA PARIS 


Accredited by AMBA 


MBA of the Ecole nationale des ponts et chaussées, 
(founded in 1747) 
PERRO HHT HHH E HEHE eee eee EE Eee EEEeeeene 

The MBA programme at the Ecole nationale des ponts et chaussées, one of the most pres- 
tigious Grandes Ecoles in France located in the heart of Paris, offers full-time (15 months) 
and part-time (2 years) MBA courses, both taught in English, This ix an international, 
innovative and entrepreneurial programme fostering a strong sense of ethics, a multicul- 
tural dimension in management, and the impact of new technologies on business 


Global Vision 


Participants have the possibility to 
combine their studies in Paris with 
exchange programmes and professio- 
nal experience in a foreign country 

(in the United States, Europe and Asia). 


Business Development 
and New Technologies 


The curriculum also emphasises the 
innovative use of technological 
capabilities to differentiate pro- 
ducts/services, enhance competitive- 
ness and manage more effectively 
the organisation. 


International Faculty 


The MBA faculty consist of outstan- 
ding professors coming from the best 
Business Schools world-wide and 
entrepreneurs with an international 
reputation in their area of expertise 


Vulticultural Environment 


Each intake is made up of around 70 
participants representing an average of 
27 nationalities from 5 continents. 


Entrepreneurial Spirit 


Each participant customises his/her own 
curriculum based on his/her own past 
experience and professional objectives. 


§ 
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as the unwinding of cross-shareholdings 
among keiretsu companies has gathered 
pace. Companies such as Itochu, Nissho Iwai 
and Tomen are struggling to raise their credit 
ratings, which are below investment grade. 
But at least the trading houses have shown 
that they are far from dead. If they can con- 
tinue to reinvent themselves, they might pro- 
vide even bigger surprises in the future. 
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The music industry 


Gone again 


RIC NICOLI can hardly be accused of 

pessimism. “We are excited about Em's 
future,” said the musiccompany’s chairman, 
as he announced the collapse of yet another 
set of merger talks between his company 
and arival on May 1st. The news that emi had 
called off its discussions with Bertelsmann, a 
German media group, about combining 
their respective music businesses, came just 
six months after Mr Nicoli had announced 
the failure of a previous planned fusion, 
with the music arm of aot Time Warner, an 
American media giant. If, as Mr Nicoli ar- 
gued this week, emi can now look forward to 


a dazzling future without a merger, then 
why has the firm spent nearly 18 months try- 
ing so hard to secure one? As one Em1 insider 
concedes: “It looks absolutely awful.” 

The main reason to worry about Em1’s 
prospects as a solo business is that the 
world’s music market, worth $37 billion, has 
been stubbornly flat. Since peaking in 1996, 
after even die-hard vinyl-junkies at last got 
round to duplicating their record collections 
with compact discs, global music sales have 
stalled. The real value of sales of recorded 
music actually fell between 1997 and 2000, as 
did the number of recordings sold. 

Already, the big five record companies 
between them control over three-quarters of 
the world music market, and that figure has 
remained steady. So a tie-up within the in- 
dustry has seemed to be the only logical way 
to grow. EMI was also hoping to reap cost sav- 
ings from its planned merger with BMG, Ber- 
telsmann’s music arm, worth at least £200m 
($287m). The project, however, was called off 
after indications from Eu competition offi- 
cials that it would be subject to a lengthy in- 
quiry, with no guarantee of success and 
onerous disposal requirements. None of the 
big five is now likely to try a similar merger 
for some time. 

Another option for emi might be to join 
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one of the global media giants, such as Dis- 
ney, News Corp or Viacom. The argument 
would be that these groups, whose tentacles 
reach from satellite broadcasting and the In- 
ternet to theme parks and shops, have many 
more ways of pumping out music to record 
buyers and turning bands into brands, with 
dolls, games and the like. 

Would going it alone be such a bad thing 
for Emi? It is the only one of the big five that 
remains independent of a media conglomer- 
ate, and, with a market capitalisation of just 
£35 billion, it is a minnow compared with 
AOL Time Warner or Vivendi Universal. But 
in the long run, argue the enthusiasts, the on- 
line downloading of digital music, which the 
big record labels have until recently re- 
garded as a menace rather than a means of 
salvation, could breathe new life into music 
sales. The easy ability to sample new tracks 
online, goes the argument, may tempt peo- 
ple to buy lots of stuff that they would not 
otherwise hear about. 

Each of the big record companies has 
now signed up to one of two plans toset upa 
secure way of selling music online. Emi has 
joined with Bertelsmann and aor Time 
Warner to create MusicNet; Sony and Vi- 
vendi Universal have formed Duet. But, for 
now, these plans are on paper only. Despite 





FRANKFURT 


CCT HOPE soon, with all modesty, to be 

able to say: we're back there again.” 
Back where, exactly? To square one. This 
week, Thomas Haffa announced that 
EM.TV, his Munich media company, had 
lost a gigantic DM2.8 billion ($1.6 billion) in 
2000, more than twice its revenues. This 
largely reflected, he said, a “ruthless 
clean-up” of its figures. 

A year ago, Mr Haffa’s face beamed out 
of countless glossy business magazines, as 
EM.TV made a string of spectacular acqui- 
sitions, buying the Jim Henson Company, 
maker of the Muppets, and also half of 
sLec, which controls Formula One motor 
racing. Now these have become equally 
spectacular write-offs. The value of the 
sLec stake has been slashed by DM1.3 bil- 
lion, and that of the Jim Henson Company 
by DM684m. In effect, em.Tv has admitted 
paying enormously over the odds—and all 
this with not a dotcom in sight. 

Mr Haffa hopes the write-offs will be 
the last of a series of catastrophes, includ- 
ing mistakes in last year’s second-quarter 
accounts and a profit warning in Decem- 
ber that cut forecast earnings by 90%. The 
share price is now less than 5% of its peak in 
February 2000.&M.Tv has survived only by 
virtue of a rescue deal with Kirch, a pri- 
vately owned media group where Mr 





EM.TV’s EMP.TY coffers 


Haffa once worked. Kirch plans to buy 17% 
of em.tv and 25% of the voting rights; 
EM.TV will get Junior, a library of children’s 
television programmes that was formerly a 
joint venture between the two companies. 
A Kirch executive has joined EM.Tv’s 
board. 

Now Em.TVv’s interests are shrinking as 
quickly as they swelled. The company will 
concentrate once again on children’s pro- 
grammes, in the shape of Junior. This is not 





Haffa prefers bulls 


certain to be trouble-free. Junior lost 
money last year; and December's profit 
warning stemmed from a realisation that 
programme sales had fallen short. EM.tVv 
wants to sell the Jim Henson Company, or 
to find a “strategic partner”. The Kirch res- 
cue will oblige Em.Tv to sell its 45% stake in 
Tele-Miinchen, another media group, to 
satisfy antitrust officials. 

Kirch’s involvement has also reduced 
EM.TV’s interest in Formula One. As part of 
its bail-out, Kirch bought half of em.rv’s 
share in sec. It also put up $1. billion to 
pay for a further 25% stake that em.tv had 
anoption to buy from Formula One's foun- 
der, Bernie Ecclestone. If, as looks likely, 
EM.TV does not repay this by September, 
Kirch will take more of its sLec shares in- 
stead, pushing its own stake up to 58% and 
EM.TV's down to 17%. Mr Ecclestone will 
still own the rest. 

The future of Formula One is still not 
entirely clear, even though the car manu- 
facturers recently signed a new 100-year 
commercial-rights deal with stec. The car 
companies briefly threatened to set up a ri- 
val motor-racing competition, but relented 
after Kirch promised to keep the races on 
free television, and not shift them to its pay 
channels. However, the car makers have 
not yet replied to an offer by Kirch and 
EM.TV Of a 25% Stake in sLec. With the For- 
mula One season well under way, they 
presumably have their minds on events on 
the track. 
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successful efforts by the record companies to 
police the copying of tracks by some of their 
bestselling artists, online file-swapping still 
goes on. It will be some time before the 
dream of a global jukebox of the sort that 
might begin to reinject growth into music 
sales becomes a reality. 

In the meantime, emi is back where it 
started. And that is a place Mr Nicoli insists 
he is quite happy tobe. emi “is nota piddling 
business that somehow needs a home,” he 
snorts. The group this week announced that 
unaudited pre-tax profits for the year to 
March 2001 grew by 6% from the previous 
year, to £260m. In the first quarter of this 
year, emis market share in America, its 
weakest point, shot up to 11.3%, from 7.3% in 
the same quarter of 2000—although quar- 
terly figures in an industry where one or two 
mega-hits can hugely inflate revenues may 





Boeing and Airbus 


A phoney war 


be suspect. em1’s sales boom in America so 
far this year has owed a lot to the release of 
The Beatles’ “1”, yet another compilation of 
old songs. 

There are only so many times that Em1 
can repackage old bands. In the end, the re- 
cord business is about spotting, nurturing 
and manufacturing stars. Only some 5-10% of 
all signed artists make any profit for their la- 
bels. m1 does have talent on its books that is 
big in America: it recently signed Mariah Ca- 
rey, for instance. And it has had some suc- 
cess in promoting British bands there, from 
the Spice Girls to Radiohead and, more re- 
cently, Coldplay. What emi needs now is ex- 
actly what it needed before its latest merger 
fiasco: to lure good people to run its labels in 
America in order to attract more stars—pre- 
cisely the sort of thing that is so hard to do 
when the future is uncertain. 
| 





Boeing may have shied away from a fight with Airbus’s super-jumbo. But in 
marketing its “sonic cruiser”, it is learning from the Europeans 


ATE last year Alan Mulally, boss of Boeing 
Commercial Airplane Group, thought he 
was about to land some crucial orders for the 
stretched 747 that he wanted to launch to 
compete with Airbus’s super-jumbo, the 
A380. As Airbus, based in Toulouse, raced to- 
wards the 50 orders it needed to launch its 
giant, Mr Mulally was pinning his hopes ona 
deal with Federal Express to buy freighter 
versions for its huge cargo airline. When he 
learned that Fedex was going to buy the all- 
new Airbus, it was time to face facts. 
Nobody wanted the latest stretched 747, 
just as nobody had wanted an attempt to 
upgrade the ageing war-horse a few years 
earlier. A 32-year monopoly as the queen of 
the skies was coming to an end. For the Seat- 


an 


tle company, which had already seen Air- 
bus’s share of the civil-jet market rise from a 
fifth to half, losing roughly 50 to nil on the or- 
ders score was too much to bear. Boeing 
wisely decided to withdraw from the con- 
test, while it thought up a different one. 

That is the real story behind the fanfare 
at the end of March, when Boeing an- 
nounced that it was switching its attention 
from a super-jumbo to an entirely new air- 
craft: a long-range jetliner, dubbed the 
“sonic cruiser” because it would fly at just 
below the speed of sound, cutting an hour 
off transatlantic flights and saving three 
hours over the Pacific. This may well be what 
the market wants: even Airbus agrees it 
might have potential. “We also have design 


studies for aircraft like that,’ says Raine: 
Hertrich, co-chief executive of Airbus’s par 
ent company, EADs. “If the market likes it 
we'll see how we react.” That is probabl 
bombast, as Airbus would struggle to launct 
a second all-new aircraft, if Boeing is in tht 
lead, just as Boeing would struggle to make 
money against the Airbus super-jumbo, ; 
huge punt made possible only by soft gov: 
ernment loans. 

Boeing is still far from committed tc 
launching its faster aircraft, however: it is 
merely talking it up to attract interest among 
the travelling public and airlines. This is ex- 
actly what Airbus did for several years be- 
fore winning enough orders to launch the 
A380. All the guff about the 4380's on-boarc 
gyms, casinos and saunas bears little relatior 
to airline reality. Most launch customers are 
determined to pack in as many seats as pos- 
sible, to maximise revenues. All the same. 
Airbus has taught Boeing that hype is now a 
key part of launching aircraft. 

In the early 1990s, Boeing and Airbus 
considered a joint venture to build super- 
jumbos. But their talks came to nothing, and 
Airbus executives suspected that it was alla 
ploy by Boeing to delay Airbus’s own super- 
jumbo. The two sides emerged from their 
brief liaison with starkly different views of 
the potential demand. Boeing estimated 
that, over 20 years, there was a market for 
only about 700 aircraft of the size of the 747 
or bigger. Airbus, on the other hand, reck- 
oned there was demand for 1,550 aircraft, 
worth $345 billion. After many false starts, 
Airbus eventually began marketing its air- 
craft a year ago. By last autumn, it had 
landed some big orders, notably from Singa- 
pore Airlines. In December, Airbus 
launched the programme, which now has 62 
orders and 40 options from eight carriers. 
The first a380, destined for Singapore, 
should fly in late 2006. Until then, Airbus is 
likely to face a dearth of new orders, while 
airlines weigh up whether they have to fol- 
low the early customers, but without the 
steep discounts those first-movers enjoyed. 

When it was trying to persuade airlines 
not to buy the Airbus super-jumbo, Boeing 
argued that the airline market is fragment- 
ing, with more growth coming from direct 
flights between cities large and small, rather 
than from flights between big hub airports. 
There is evidence to support this: traffic 
growth at most hubs (with some exceptions, 
such as Paris Charles de Gaulle) is much 
slower than overall growth of 8% a year 
worldwide (see chart on next page). Analysts 
such as John Lindquist of Boston Consulting 
Group, are convinced that Boeing is right 
about fragmentation, which is making it eas- 
ier to open new routes as aviation markets 
liberalise. 

Boeing's new view is that more and more 
business passengers (whocontribute most to 
airline profits) will opt for a fast, long-range 
aircraft that flies direct to their final destina- 
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tion, saving them a change at a hub. Boeing 
expects the Pacific market to fragment, 
rather as the Atlantic routes have done over 
the past 20 years. Airbus accepts much of 
this argument, which is why it launched its 
A340 long-haul aircraft to compete against 
Boeing's 777. But Airbus till believes that the 
sheer growth of traffic between a dozen or so 
global hubs, at which landing slots are lim- 
ited, will force airlines to choose the A380 
over the 747. 

Moreover, Boeing’s sonic cruiser has a 
big hurdle to clear: fuel efficiency. Although 
many American airlines reacted enthusiasti- 
cally to the planned Boeing jetliner, they will 
need to be convinced that it can fly at just 
under the speed of sound without consum- 
ing too much fuel. Today’s jets fly more 
slowly than their predecessors did before 
the 1973 opec oil-price rise, to save fuel. Boe- 
ing is confident it can keep the fuel con- 
sumption within affordable limits, given the 
premium that passengers will pay for speed. 


Separate niches 


If Boeing gets enough support to proceed 
with the sonic cruiser, it will have a niche 
product cornering the fast end of the market, 
while Airbus has another at the bulk end 
with the a380. And, as Oz Shy, an Israeli aca- 
demic and author of anew book on network 
economics points out, both niches are ap- 
propriate markets to be occupied by only a 
single company. Both manufacturers have 
realised this. When Airbus moved to stake 
out the super-jumbo niche, the old Boeing 
would have plodded on with its rival 
stretched 747. But the new, profit-minded 
Boeing is happy to let Airbus take a chance, 
while it seeks another niche. 

In any case, the real action may be else- 
where. Despite some glee in Seattle about 
having found an “Airbus killer” in the pro- 
posed sonic cruiser, this is a sideshow. The 
fiercest competition will continue to be be- 
tween the two companies’ single-aisle air- 
craft and the wide-bodied 250-380 seaters 
such as the Boeing 767 and 777 and the A330 
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and A340, where the two companies share 
the market roughly equally. 

The duopoly’s battle could extend be- 
yond aircraft into aviation services. Boeing 
appeared tosteal amarch on Airbus last year 
when it launched “Connexion by Boeing” to 
provide broadband communications that 
would deliver fast Internet access and live Tv 
pictures in aircraft. Continental Airlines is 
said to be interested in America, and Ire- 
land's Ryanair wants live Tv on every seat- 
back video screen, paid for by the passenger 
swiping a credit card. 

Yet Boeing’s “Connexion” has still to 
land a single customer, while a simpler nar- 
rower-band service from a small Seattle 
company called Tenzing is already being in- 
stalled by Virgin Atlantic, Cathay Pacific and 
Singapore Airlines. The Tenzing approach 
has been to start modestly, then upgrade to 
real broadband once enough satellites are in 
place to make that work. According toindus- 
try sources, quoted by Flight International, 
an industry magazine, Airbus is negotiating 
to buy a bigstake in Tenzing and plans to un- 
veil its own Internet strategy at the Paris Air 
Showin mid-June. Vivela concurrence,even 
if it does not apply to super-jumbos and 
sonic cruisers. 
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American retailing 


On target 


LONG ISLAND AND MINNEAPOLIS 


AUREN BACALL and Robert Redford 
have both promoted it. And Oprah Win- 
frey thinks it so chic she pronounces the 
name in mock-French, with a soft “g”. Yet 
this is no luxury-goods brand, but Target, an 
American discount retailer that piles it high 
and sells it cheap, alongside such firms as 
Wal-Mart, Sears and Kmart. In a market seg- 
ment in which customers care more about 
the price tag than the name over the door, 
Target is transforming itself from a mass- 
market chain into a bona fide brand. 

This notion of the store as a brand is the 
brainchild of Bob Ulrich, chief executive of 
Target Corp, the chain’s parent. He compares 
Target to such names as Apple, Bmw and, 
above all, Walt Disney, arguing that shop- 
pers—whom he calls “guests”—should ex- 
perience the same kind of consistency on 
their trips to stores as somebody visiting a 
Disney theme park does. And what does this 
experience amount to? According to Gerald 
Storch, Target’s vice-chairman, it is depart- 
ment-store-quality merchandise at discount 
prices, with lots of designer flair thrown in. 

As a former McKinsey consultant, Mr 
Storch naturally has a bit of business theory 
to back this up. “We had three strategic 
choices,” he explains. “To specialise, to be- 
come the low-cost producer or to differen- 
tiate ourselves.” With the first of these offer- 
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ing little beyond a niche existence, and with 
Wal-Mart occupying the second, Target 
chose differentiation—by repositioning it- 
self as a branded designer chain, but priced 
for the masses. To build a brand, Target has 
aimed for consistency. Unlike Wal-Mart, 
which tailors its stores to local shoppers, Tar- 
get stores have the same look nationwide 
and sell more or less the same things. 

What this means in practice becomes 
clear at Target’s one-year-old, 120,000 square- 
foot store in Valley Stream, Long Island. 
While the Kmart shop in the same mall is 
dingy, with narrow aisles cluttered with 
cardboard boxes and broken clothes racks, 
the Target store is spacious, brightly lit and 
clean. As in every Target shop nationwide, 
the main aisles are 12 feet wide and clear of 
boxes. John lacobellis, the store manager, 
claims that sales at the Kmart nearby have 
fallen by a quarter since Target opened. 

Consistency on the ground has trans- 
lated into an impressive financial perfor- 
mance. Target Corp’s revenues have grown 
at a compound rate of nearly 10% annually 
over the past five years, and its earnings per 
share by more than 30%. The Target stores di- 
vision, now four-fifths of the company, has 
continued to outperform Target Corp’s old- 
style department stores, which include Day- 
ton’s, Hudson’s and Mervyn’s California. Ac- 
cording to Hott Value Associates, a consul- 
tancy, Target has improved its “cashflow 
return on investment” (a measure of returns 
that strips out depreciation) more than any 
other American retailer since 1995. 

But in terms of overall returns, as well as 
sheer size, Target still lags Wal-Mart, retail- 
ing’s gold standard. With $190 billion in sales 
and 3,100 domestic stores, Wal-Mart dwarfs 
Target’s 990-store chain. The two companies’ 
net margins may be comparable and their 
cost structures similarly lean, but Wal-Mart 
is well ahead in productivity: its sales per 
square foot are $367, against $269 at Target, 
according to J.P. Morgan Chase. 

Target is determined to narrow the gap 
through that sincerest form of flattery, imita- 
tion. It is “the world’s premier student of 
Wal-Mart”, says Mr Storch. One leaf it has 
taken out of its larger rival’s book is relentless 
expansion: despite the economic downturn, 
Target is increasing its capital spending by 
40% to $3.5 billion this year to finance a 
10-12% annual expansion in its selling space. 
Most of the new stores will be “SuperTar- 
gets”, selling a broader range of food than 
normal stores—a formula that has worked 
well in Wal-Mart's “Supercenters”. 

By contrast, Mr Storch is dismissive of 
Kmart’s latest turnaround under its new 
boss, Charles Conaway, who is reviving the 
retailer's Blue Light special offers to lure back 
shoppers. “It’s a two-horse race—us against 
Wal-Mart,” insists Mr Storch. That may be so. 
But Target, stylish as it is, still has a long way 
togo to catch up with Wal-Mart. 
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Philips’s new frontiersman 


Gerard Kleisterlee, the new boss of Royal Philips Electronics, wants to restore the Dutch group’s 
pioneering spirit. He faces challenges on several fronts 


He quickly fortunes can change. In early 
February, Philips, a giant electronics, 
lighting and high-technology group based in 
the Netherlands, announced that 2000 had 
been a record year. Sales had risen by one-fifth 
to €37.9 billion ($34.8 billion), and the return 
on net assets was an impressive 24%. Cor 
Boonstra, the outgoing chief executive, 
crowed that Philips had regained the financial 
health that it had lacked when he became © — 
boss in 1996, two years after joining Philips 
from Sara Lee, an American food group. Ge- 
rard Kleisterlee, his nominated successor, who 
took over on May 1st, was widely praised for 
his deft handling of the troubled components 
business. In a fit of optimism, the manage- 
ment board raised the group's financial tar- 
gets. Henceforth, it said, annual revenues and 
earnings per share should rise by 10% and 15% 
respectively, and overall return on assets should hit 30%. 

That now seems remarkably naive. Within weeks it was obvi- 
ous that, in the opening months of this year, several of Philips’s 
main markets had slowed down abruptly; falling demand for 
semiconductors and telecoms equipment clobbered the bottom 
line. By mid-April, the company was announcing ghastly first- 
quarter results (see chart) and warning that it will dip into the red 
in the second quarter, its first three-month loss since 1996. Cash- 
flow, strongly positive last year, has turned negative. Worse, up to 
7,000 jobs are to be cut, if shocked trade unions agree. 

It is an inauspicious beginning for Mr Kleisterlee, made more 
painful because the components division that propelled him into 
the top job has been especially ravaged by the downturn. In suc- 
ceeding Mr Boonstra, he became only the uth boss of Philips since 
it was founded in 1891. He has a tough act to follow. Mr Boonstra 
took bold steps to shake up a group that was muddled and loss- 
making. Underperforming and peripheral businesses, including 
such well-known names as Polygram and Grundig, were sold. 
Money was channelled towards the semiconductor and medical- 
equipment arms, which had better growth prospects. Philips’s 
profits improved and it won back investors’ confidence. 

Mr Kleisterlee, an articulate Dutchman who trained as an en- 
gineer and has worked for Philips all his professional life, now has 
to limit the same investors’ inevitable sense of disappointment. 
His job will not be made any easier by 
those financial targets, although he might 
balk at repudiating them too fast. He has, 





almost everything we need in-house,” he 
adds, 

Mr Kleisterlee would like a more focused 
Philips, dominated by high-tech products 
and displaying the same pioneering spirit in 
the Internet age that made it an early leader in 
the electrical age a century ago. In fact, Philips 
is already quite tech-minded. Last year, al- 
most three-quarters of its profits came from 
high-growth technology. Rediscovering the 
pioneering spirit will be the hard bit. 

No doubt Mr Kleisterlee intends to move 
away from what remains of Philips’s con- 
glomerate culture. But he might find thatsuch 
longer-term cultural changes will prove in- 
sufficient to address the group’s current chal- 
lenges. Consider semiconductors. These have 
become the biggest single contributor to Phil- 
ips’s earnings. Mr Boonstra faced pressure 
last year to launch the business as a separately quoted entity, but 
chose, perhaps unwisely, not todoso. Analysts expect that its reve- 
nues will fall by some 15% this year. Until the cycle picks up again, 
this division, and so Philips as a whole, is likely to struggle. There is 
little that even the cleverest managers and the warmest co-opera- 
tion can do about that. 

Theconsumer-electronics businesses are no less of achallenge. 
Mr Kleisterlee would earn a cheer from investors if he decided to 
tackle Philips's loss-making mobile-phone arm. Some analysts fret 
that he lacks the will. Yet, although he looks like the ultimate com- 
pany man, heclearly has anon-conformiststreak. Last year, for ex- 
ample, he shifted the headquarters of the components business 
from Eindhoven, the historic group base in the Netherlands, to 
more entrepreneurial California. The equivalent leap for the mo- 
bile business would be closure. 

Other bits of Philips are struggling to be consistently profitable 
enough to be worth keeping as stand-alone operations. Compe- 
tition in mainstream consumer goods, such as televisions and pvp 
players, is ruthless. Philips has plenty of fancy technology—in 
wide-screen Tv, for example—but its brand is weaker than those 
of some Asian rivals, notably Matsushita (Panasonic) and Sony. In 
future, says Mr Kleisterlee, products and services will have to get to 
market much faster, to ensure that Philips catches their fastest- 
growing phase. The implication is that chronically slow-growing 
businesses will be jettisoned. 

Every new boss deserves a little lee- 
way, if only so that he can impose his 





however, already shown that he has his 
own ideas about what Philips needs. 


ideas and see if they work. Thanks to mar- 
ket conditions, though, Mr Kleisterlee 





Even before taking over, he was dis- 


might find, as many other managers have 





tancing himself from the Boonstra years. 
These he characterises as promoting a cul- 
ture of “every business for itself’. This 
worked fine when the goal was to stream- 
line the portfolio and restore financial 
health. Now he wants a more co-oper- 
ative approach, with divisions working 
together to innovate. Asked about out- 
sourcing, he says he has an open mind, 
particularly over alliances. “But we have 





Sources: Company reports; Thompson Financial Datastream 


done recently, that a well-argued strategic 
vision becomes a secondary concern 
when there are pressing operational pro- 
blems to solve. In his first few months, he 
will need determination to pare, sell and 
shut down bits of his empire, quite possi- 
bly in the face of fierce internal opposi- 
tion. Taking Philips to a new frontier is Mr 
Kleisterlee’s toughest challenge to date. 
But no true pioneer ever found life easy. E 








OUTSOURCING TO INDIA 


Back office to the world 


BANGALORE, DELHI AND MUMBA! 


India has high hopes for its burgeoning trade in business-support services 


NTIL a few months ago, Marc Vollen- 

weider was a partner in the Delhi office 
of McKinsey, that most patrician of manage- 
ment consultancies. Mr Vollenweider, who 
is Swiss, is still in Delhi, but in a line of busi- 
ness that sounds almost plebeian by com- 
parison: back-office work. He and his 
partner (lured from running the Delhi arm of 
1BM’s research centre) have set up Evalue- 
serve, a firm that undertakes various busi- 
ness processes for clients in Europe and 
North America, offering cheaper, 
better and faster service than 
they can deliver themselves. 

Mr Vollenweider and his 
partner, Alok Aggarwal, were se- 
duced by an irresistible proposi- 
tion. First-world companies do 
lots of things that are expensive 
and necessary, and yet periph- 
eral to their “core competence”. 
The main requirement for these 
tasks is an intelligent English- 
speaking workforce—which In- 
dia has in abundance, at a small 
fraction of rich-country wages. 

So why not ship the work 
electronically to India, which 
missed out when the West sent 
much of its manufacturing to 
China and other points east? 
With admittedly suspicious pre- 
cision, Mr Vollenweider has cal- 
culated that a typical western 
bank can outsource 17-24% of its 
cost base, reducing its cost-to-in- 
come ratio by 6-9 percentage points, and in 
many cases doubling its profits. 

Such calculations have created a new in- 
dustry in India that could, in theory, trans- 
form commerce in the developed world. The 
fizziest forecasts have come from Michael 
Dertouzos, director of mrt’s Laboratory of 
Computer Science. He reckons that India has 
some 50m English-speakers who could each 
earn $20,000 a year—making a total of $1 tril- 
lion, twice India’s current cop—doing “office 
work proffered across space and time”. 

Other predictions are more restrained, 
but still heady. Nasscom, India’s main asso- 
ciation of information-technology compa- 
nies, thinks India will employ 1.1m people 


and earn $17 billion from what it calls rr-en- 
abled services by 2008. A report to the Elec- 
tronics and Computer Software Export Pro- 
motion Council (Esc), a government body, 
sees the industry’s exports to America grow- 
ing from $264m in 2000 to over $4 billion in 
2005 (see charts on next page). 

Yet India has been doing white-collar 
work for the rest of the world long enough to 
know that reaching targets such as these will 
not be easy. The new-born industry is al- 
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ready old enough to have tasted failure. 

“Indian entrepreneurs look at riding the 
wave,” says Sanjay Jain, a partner in Accen- 
ture, a consultancy. Earlier waves were the 
power industry, telecommunications and 
dotcoms. “Now the latest buzzword is rr-en- 
abled services,” he says—what this article 
will term teleworking. 


Charismatic captives 

The first riders of this particular wave have 
been of two types. One is “captive” opera- 
tions of big western companies looking to re- 
duce back-office costs without outsourcing. 
The other is more fleeting arrangements be- 
tween western clients and subcontractors in 


India, often brokered by middlemen. 

The first sort, which provide the bulk of 
employment in the business, have pros- 
pered. Ge Capital Services opened India’s 
first international call centre in the 
mid-1990s. It now employs more than 5,000 
people, whose jobs range from such rela- 
tively simple tasks as collecting money from 
delinquent credit-card users to such com- 
plex ones as data-mining. Swissair and Brit- 
ish Airways have centres that run frequent- 
flyer programmes and the handling of errors 
in computer messages. American Express 
has a big back-office operation near Delhi. 

Such companies often save 40-50% by 
shifting work from their home base to India. 
The savings may grow, because India’s tele- 
coms costs, which are higher than in rich 
countries, are falling thanks to liberalisation. 
Shipping out more sophisticated services 
could also produce higher savings, because 
the salary gap between, say, an 
American or an Indian accoun- 
tant is larger than that between 
an American high-school gradu- 
ate and an Indian college gradu- 
ate doing the same job. 

Money is not the only attrac- 
tion. No company will direct 
white-collar work to India for 
longifit does not get standards of 
service at least as high as those it 
is used to at home. Many Indian 
teleworking bosses claim to raise 
service quality. eFunds Interna- 
tional, part of a company spun 
off from Deluxe, the biggest 
American printer of cheques, 
says that in Gurgaon, a suburb of 
Delhi, it has cut the number of 
errors in data processing for one 
client by 90%, and also cut the 
number of days taken to close 
the client's monthly accounts 
from five to three. Rajeev Grover, 
eFunds’ head of “shared ser- 
vices”, says that Indian teleworkers outper- 
form Americans in similar jobs because they 
treat them as serious careers, and also be- 
cause they are better-educated than their 
American counterparts, who are often col- 
lege drop-outs. 

Shifting office work to India can also pro- 
vide an opportunity to upgrade technology 
and service. Citigroup, an American finan- 
cial giant, hasan affiliate in Mumbai called e- 
Serve International, which employs 2,000 
people to provide such services as the pro- 
cessing of documentation for letters of credit 
and the handling of questions over money 
transfers. e-Serve says that the time needed 
to respond to inquiries about global money 
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OUTSOURCING TO INDIA 


India calling 
IT-enabled services exports from India to America 
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transfers has been “drastically cut”. WebTek, 
a subsidiary of Germany's Dresdner Bank, 
plans to use a shift in accounting work from 
London to Delhi as a chance to introduce 
“thin client” technology, which plucks from 
a computer only new data needed when a 
change is made, instead of always having to 
pick up an entire screen of data. 


Insecure independents 


Independent teleworking outfits have had a 
rockier time than captives. Too many 
crowded into the field too fast. One popular 
offering is medical transcription, in which 
companies convert dictation by doctors in 
America into written medical records. The 
report for esc (conducted by Stevens Inter- 
national Consulting) estimates that India 
has 200 medical-transcription firms em- 
ploying 10,000 transcribers. America sends 
enough work to India to employ only 6,000 
of them. Bidding for business through mid- 
dlemen, India’s glut of medical transcribers 
has driven the price of a line of transcription 
from 12 cents to as little as three, undermin- 
ing both quality and profitability. Many 
firms in the business have gone bust. 
Asimilar fate awaits some of the call cen- 
tres that sprang up in the wake of Ge’s suc- 
cess. Indian promoters hoped that, by filling 
a few rooms with speakers of mellifluous 
English, and by hooking them up to a bit of 
bandwidth, they could scoop up business 
from the American mid-west, from Ireland 
and from other call-centre clusters in rich 
countries. One entrepreneur tried to swap 
his sewing machines for handsets. But few 
bothered to set up marketing operations in 
their target countries, and many could not 
convince potential customers that they 
could do the job. Capacity use at Indian call 
centres is “abysmally low,” says Mr Jain of 
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Accenture. He estimates that 
$75m-100m of investment is idle. 

There will, however, be life after the 
shake-out. Stevens expects the value of out- 
sourcing in America of medical transcrip- 
tions to double by 2005 to $4 billion, outstrip- 
ping capacity. India could take as much as 
two-thirds of that increase, providing work 
to 45,000 transcribers. Similarly, outsourcing 
of work handled by call centres (now trans- 
formed into “contact centres” that can han- 
dle e-mail, fax and other media as well) is ex- 
pected to go to India. Jones Lang LaSalle, a 
property firm, reports that people cannot 
put up fast enough the buildings needed for 
such centres. 

Into this arena is stepping a new breed of 
entrepreneur, flaunting international savvy, 
management finesse and venture-capital fi- 
nance. He does not skimp on bandwidth or 
any other technology; and nobody can de- 
scribe his premises as a data sweatshop. His 
employees are encouraged to ponder careers 
with the company, and might even own 
stakes in it. He aspires to the professionalism 
of a GE or an American Express, but aims to 
serve many masters. Messrs Vollenweider 
and Aggarwal belong to this breed. So does 
Sanjeev Aggarwal (no relation), who set up 
Daksh.com, a contact centre that now em- 
ploys 500 people. Yet another is Raman Roy, 
who left Ge Capital Services to set up Spec- 
tramind, which has a similar-sized work- 
force. None of these firms is much more than 
a year old. 

Many of the charismatic captives are 
themselves joining the ranks of the indepen- 
dents. eFunds (no longer part of Deluxe) has 
landed a second client and is eager for more; 
e-Serve is scouting avidly. British Airways 
and Swissair are selling services outside their 
groups. All are eyeing the $200 billion of 
“business-process outsourcing” that Dun & 
Bradstreet, a research firm, says is farmed out 
by companies worldwide. They see no rea- 
son why India should not claim a big chunk 
of that. 

Mr Roy divides the teleworking pie into 
five slices, in ascending order of value: 

e data entry and conversion, which in- 
cludes medical transcription; 

e rule-set processing, in which a worker 
makes judgments based on rules set by the 
customer. He might decide, for example, 
whether, under an airline’s rules, a passen- 
ger is allowed an upgrade to business class; 

e problem-solving, in which the teleworker 
has more discretion—for example, to decide 
if an insurance claim should be paid; 

e direct customer interaction, in which the 
teleworker handles more elaborate transact- 
ions with the client’s customers. Collecting 
delinquent payments from credit-card cus- 
tomers is one example, sorting out computer 
snags is another; 

e expert “knowledge services”, which re- 
quire specialists (with the help of a data- 
base). For example, a teleworker may predict 


some 


how credit-card users’ behaviour will 
change if their credit rating improves. 

Mr Roy’s taxonomy, broad as it is, could 
be extended to just about any service that is 
deliverable over fibre-optic wire. Indian ani- 
mators are putting virtual flesh on the skele- 
ton ideas of American film makers. Indian 
lawyers are doing research for British and 
American firms. Indian engineers are design- 
ing construction projects and testing car 
parts for foreign clients. At the most rarefied 
end of the spectrum, Indian scientists are 
conducting basic research and development 
for western firms. In some cases, the avail- 
ability of low-cost, high-quality expertise in 
India could transform the economics of the 
industries that they serve. 

Most of the new entrepreneurs are aim- 
ing for the higher rungs of the value ladder, 
where competition is scarcer, returns are 
generous, and new technology does not 
threaten to make them redundant. Technol- 
ogies that enable computers to interpret 
voice and handwriting, for instance, could 
eliminate the simplest “data capture” jobs, 
such as converting handwritten documents 
into electronic form. To avoid being 
swamped by copycats, Mr Vollenweider 
says he is erecting “as many barriers to entry 
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as I can”—one of which is not to say much 
about what exactly he plans to sell. 

The sales pitch is similar to that of India’s 
software houses, which have built an $8 bil- 
lion business on the quality and price of In- 
dian programming talent. There are differ- 
ences, though, which work both for and 
against Indian teleworking. One is that, un- 
like software, where the shortage of man- 
power has long been acute (at least until the 
technology recession took hold), telework- 
ing has ample scope to increase output, even 
at the top end. India “churns out vast num- 
bers of phos,” says Mr Roy. 

Another is that recession is less likely to 
hurt teleworkers, and may even help them. 
Cuts in ıt investment by customers are leav- 
ing Indian software programmers idle. But 
teleworking firms are offering to reduce the 
cost of back-office processes that are indis- 
pensable. Thus, while the notoriously profit- 
less Amazon.com has cut customer-service 
jobs in Seattle, it has added positions in Gur- 
gaon through Daksh.com. 

Why, then, are teleworkers collecting 
merely millions, rather than the billions that 
their cousins in software make? People in the 
business say it is easy to persuade chief exec- 
utives of the virtues of doing white-collar 
work in India, but rather harder to convert 
those who must actually execute the 
change—‘“the people whose world you're 
going to shrink,” as Mr Roy calls them. They 
find any number of excuses to resist, espe- 
cially if the prospective contractor is inde- 
pendent rather than captive. 


Dead lines 


Excuses are not hard to find. India has a 
reputation, partly deserved, as a place where 
nothing works: the power cuts out and the 
telephone lines crackle and die. The services 
provided by the teleworkers are as exotic to 
most Indians as lychees are to most Ameri- 
cans: few Indians have chequebooks, let 
alone the 12,000 variations available to De- 
luxe’s customers. Credit cards are even rarer. 

Then there is confidentiality, a particu- 
larly big issue in health-related services. It is 
hard enough to keep up privacy standards at 
home; to trust strangers thousands of miles 
away seems to many foolhardy. The issue is 
not merely theoretical.Some American med- 
ical-transcription firms refuse to outsource 
work to India on grounds of privacy, despite 
potential savings of up to 50%. 

Toovercome the problem, the new breed 
of teleworkers invest a lot in reassurance. The 
office of Spectramind in Delhi, for example, 
is as slick as anything in Silicon Valley. Two 
generators back up the municipal power 
supply, and another generator backs up 
those two. If one telecom line breaks down, 
others take over. Sound-absorbent ceiling 
tiles are imported from America, and the 
name tags of Spectramind’s workers report 
their blood types, in case anybody needs an 
on-the-job transfusion. 


In the quest for seamless connections 
with their clients, call centres often give their 
staff American pseudonyms and train them 
to speak like Americans, a practice that has 
become something of a national joke (and a 
badge of shame, in the eyes of some com- 
mentators). The workers at Daksh, a Sanskrit 
word that the company translates as “utter 
preparedness to act immediately with su- 
preme urgency”, sometimes, refreshingly, 
use their real names in handling inquiries 
from customers of their clients. 

The new teleworkers increasingly try to 
absorb the specific corporate culture of their 
clients. Sanjeev Aggarwal, Daksh’s chief ex- 
ecutive, talks not of outsourcing but of “co- 
sourcing”. When Daksh signs up a client it 
sends over a ten-man team to learn its proce- 
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dures and study its culture. On its return, the 
team becomes the client's “ambassador for 
driving the entire work ethic.” For example, 
one person at Daksh “almost reports” to Bill 
Price, Amazon’s vice-president of customer 
service, says Mr Aggarwal. Mr Price agrees. 
Daksh’s Gurgaon centre, he says, “is virtually 
part of our operation”. 

Fulfilling Amazon-style promises to cus- 
tomers is not second nature for workers who 
have probably never shopped online for 
anything in their lives. Firms in the business, 
therefore, train all the time. At Daksh, train- 
ing is not part of the “human-resources” 
function but a department in its own right. 

India is such a tough place to operate in, 
the new firms argue, that only a local outfit 
can deal with the hassles. But many are still 
poor at attracting foreign clients. Some are 
simply not trying hard enough: they have 
built up impressive operations at home, but 
they have so far neglected to establish strong 
marketing arms in the countries in which 
their main prospective customers are to be 
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found. Former captives such as e-Serve and 
eFunds have an edge over the local start-ups. 
Their international networks are denser and 
their pockets deeper, a comfort to clients 
looking for long-term relationships. 

Whatever the fate of the individual en- 
terprises chasing it, the pot of gold is too al- 
luring to be ignored. Consider two examples 
from outside mainstream “business-process 
outsourcing”. Crest Communications, a 
Mumbai-based company, spent four years 
and a couple of million dollars training spe- 
cial-effects artists and building a 40-seat 
computer graphics studio for them. To ex- 
ploit this fully required further investment: 
the acquisition eight months ago of an inde- 
pendent Hollywood producer called Rich 
Animation, which has produced films such 
as “Swan Princess”. 

Rich/Crest’s next feature will be written 
and dubbed in Los Angeles, but Crest’s ani- 
mators will do most of the rest, creating the 
look of the film from the sketches that Rich 
sends over. Crest promises savings big 
enough to change the economics of film 
making. “Mad” Max Madhavan, head of in- 
ternational business, claims that Crest can 
produce a film like “Toy Story 2” for little 
more than half its American cost. 

The acme of teleworking occupies a 
spanking new building in a technology park 
near Bangalore—the John F. Welch Technol- 
ogy Centre, which is to double Ge’s research 
and development capacity within three 
years. (GE, incidentally, now employs more 
people in India than in America.) Less than 
two years after opening its doors, the centre 
employs 600 people, nearly a third of them 
with rhos. Ge plans to double that number 
by October. “The pipeline of advanced sci- 
entists is unlimited,” says the facility’s direc- 
tor, Jean Heuschen. 

The abundance is such that Ge can de- 
ploy 60 scientists on its plastics business 
alone. They are available at a cost that makes 
some projects that would have failed the 
profitability test more viable. “Now you 
have finance people who like Rap,” says Mr 
Heuschen, with glee and wonder. “All of a 
sudden they say, give me more.” 

With accolades like this, white-collar 
work may shift to India even faster than 
some forecasters expect. Consider exlSer- 
vice, a teleworking outfit started in 1999 by 
Gary Wendt, ex-head of ce Capital. Mr 
Wendt later became boss of Conseco, a fi- 
nancial group in Indiana, and soon per- 
suaded it to buy his Indian firm for $53m. Ex! 
is now doing a roaring business: Conseco 
plans to shift 2,000 jobs from Indiana to In- 
dia, saving over $30m a year. In America 
these jobs suffered from high turnover and 
quality problems over customer service. If 
moving to Exl solves these problems, as well 
as saving money, other American compa- 
nies seem sure to join the stampede that is 
turning India into the world’s back office. 
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PAPUA NEW GUINEA 
Sale of controlling interest in PNGBC Ltd. 


The Government of Papua New Guinea, through its Privatisation Commission, 
is pursuing a program for privatising State Owned Enterprises. 
Under this program, a 51% shareholding in PNGBC Ltd, trading as 
Papua New Guinea Banking Corporation, is now being offered for trade sale to a 
strategic investor. This investment will provide the purchaser with a controlling 


interest in PNGBC Ltd with its: 


° EXTENSIVE & LOYAL CU STOMER BASE + SIZABLE LOAN PORTFOLIO 
e WELL ESTABLISHED BRAND NAME e LARGE DEPOSIT BASE 
e DOMINANT SHARE OF THE PNG + EXTENSIVE DISTRIBUTION NETWORK 


BANKING MARKET 


KPMG has been appointed by the Privatisation Commission of Papua New Guinea 
to implement this trade sale process. KPMG is now seeking expressions of interest 
from parties that wish to pursue this opportunity. 


Such expressions of interest should be received by David McDougall 





in Port Moresby no later than 15 June 2001. 





under no circumstances should interested parties contact 






management, employees, agents, customers or suppliers of PNGBC. 


Al communications should be directed to: Mr David Mc Dougal all 


Telephone: 6 
Facsim ) 


Email: dmcdougal MG.com.au 








FINANCE AND ECONOMICS 


Dreams of a cashless society 


It remains a challenge to connect futuristic payment methods to a 14th- 


century banking system 


HISPERING into your wristwatch or 

waving your mobile phone could one 
day be enough to trigger a whole host of 
(with luck, intentional) financial transact- 
ions. The bargain might be anything from 
paying a newsagent to downloading digital 
music, buying a train ticket, sending cash toa 
relative, or trading shares on the Internet. 

In Finland you can already pay for acar- 
wash using your mobile. In Hong Kong you 
can walk through ticket barriers and buy fast 
food with a flourish of your Oc- 
topus stored-value card. In Rus- 
sia you can buy a scratch-card to 
put money into a PayCash ac- 
count on the Internet, to gamble 
or just to spend. Qpass lets you 
pay for articles from the online 
Wall Street Journal. Mobile- 
phone users in Germany, Aus- 
tria and Spain can, in theory, use 
Paybox to pay for a taxi ride, or to 
send money to people in those 
countries. And there are virtual 
currencies, such as beenz, flooz, 
e-gold and idollars, to be spent 
on the web and used as pay that 
avoids the tax man. 

Every month brings closer 
the dream of a cashless society. 
Still, no new scheme has found a 
“killer application”, whatever its 
promoters may claim. This week 
Citigroup, a banking and insur- 
ance conglomerate, announced 
that it would use MSN, Micro- 
soft’s Internet portal, for its on- 
line payment service, c2it, which 
it launched last year. In princi- 
ple, the 7m people that are esti- 
mated to visit MSN’s portal a day can use c2it 
for Internet and person-to-person pay- 
ments. But there is no guarantee that the gi- 
ants’ partnership will thrive. 

The challenge, as so many pioneers have 
found to their cost, is to predict, and then 
promote, a change in human behaviour. 
Typically, such changes are triggered as if by 
accident: successful examples are the pre- 
paid mobile phone (now 80% of the British 
market), or mobile-phone text-messaging. 


Pressure for change is certainly there. 
Customers are impatient with banks that 
take three or four days to clear a payment. 
Even in euros, cross-border payments 
through banks can cost up to 25% of the 
amount sent. A Lombard banker of the 14th 
century would still recognise the system of 
correspondent banking today. 

Credit cards are marginally better. They 
have established themselves over three de- 
cades as an easy means of virtual payment, 





especially across borders. Yet for merchants 
and consumers they are expensive both for 
very small payments on the Internet, and for 
very large ones. Besides, fraud is rife. On the 
Internet, credit-card issueis will not accept 
the risk of fraud, instead charging losses back 
to the merchant. 

Enter PayPal, an American e-payment 
system, that has earned new respect from its 
rivals for reaching “critical mass”, even pro- 
mising tomakea profit by July. For those bid- 


ding on eBay, the biggest Internet auction 
site, PayPal is now the most popular method 
of payment. It can be used for 1.5m other 
business websites, as well as for person-to- 
person payments. It claims nearly 7m users, 
with 25,000 joining every day in an example 
of “viral growth”: if you pay somebody via 
PayPal, he must join up to get the money or 
otherwise endure slow payment by cheque. 
You get $5 for joining, and $5 for recruiting 
somebody else. 

PayPal grew swiftly from its launch in 
late 1999 because it was free for individuals 
and for vendors of goods. Last June PayPal 


began to ask 1.9% of the value of purchases — o 


from vendors taking in more than $100 a 
month. That change coincided with new 
rules in America curbing the sale of personal 
financial details to third parties, something 
that was thought to have been part of Pay- 
Pal’s previous business plan. PayPal has re- 
cently encouraged more buyers away from 
using credit cards, by paying inter- 
est on deposits in a PayPal ac- 
count. Money in such an account 
can be used for instant payments 
to other PayPal accounts. 

Merchants who sell through 
PayPal pay two percentage points 
less than for credit-card transact- 
ions on the Internet. So PayPal is at 
last coming to be seen as a threat 
to the big credit-card companies 
such as Visa and MasterCard. Last 
week, Jon Prideaux, from Visa In- 
ternational in Europe, admitted to 
a “growing respect for PayPal’s 
fleetness of foot”. 

Credit cards account for 
around half of all transactions on 
the Internet—though that is still a 
mere 2% of all credit-card busi- ` 
ness, almostall of which is done at 
point of sale (in shops and restau- 
rants) or by telephone. That may 
explain why credit-card compa- 
nies have been so flat-footed 
about the next step in electronic 
payments: digital identification to 
make Internet and other remote 
payments more secure. 

Most of the pilot projects with more 
intelligent credit cards (or other “smart” 
cards) have been a disaster. Visa and Bar- 
claycard admit to problems with the latest 
Europe-wide project, called 3p ser, which 
has already been rejected in America by 
Visa’s member banks. Now card companies 
and mobile-phone makers are wrangling 
over whether the sim (subscriber identity 
module)cards in Gsm mobile phones should 
double up as payment cards, or whether 
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telephones should have credit-card slots too. 
Who dares predict which system we earth- 
lings will favour? 

Mondex, one of the early stored-value 
cards, launched by British banks in 1994, is 
still the best tool for creating virtual cash. 
Mondex cards are used on a handful of uni- 
versity campuses in Britain, but their mar- 
keting has not been brilliant. Perhaps only 
coercion, by municipalities or institutions, 
will persuade people to use such cards in 
preference to small change. (Not coinci- 
dentally, Singapore may be the first country 
to force merchants to accept electronic 
money as legal tender, albeit not until 2008.) 
In Belgium and Germany, millions of people 
carry bank cards with an additional, virtual- 
cash function, but few use it. According to 
1999 figures collected by the European Cen- 
tral Bank, for every 1,000 cardholders, only 20 
made a virtual-cash transaction on any day 
in Belgium, two in Finland, and just one in 
Germany. Virtual cash accounted for 0.003% 
of the euro area’s m3 money supply. 

It seems that banks are going to keep 
their grip over the start and finish of each 
payment transaction, whether physical or 
virtual. Meanwhile, there is scope for reduc- 
ing the time that payments take to clear and 


settle—from three or four days to one day or 
less. Some e-payment ventures try to help to 
achieve this, rather than to become deposit- 
takers themselves. Purseus intends to har- 
ness the banks’ own message system, SWIFT, 
to speed up the settlement of customer pay- 
ments between banks. Earthport has 
launched a service, sendcash, which cuts the 
cost (to 20p, or 29 cents) and time (to two 
days) of cross-border payments in sterling, 
dollars, p-marks and French francs; it plans 
toadd 11 more currencies. Paybox aggregates 
members’ payments that need to be settled 
across borders—so far, between Germany, 
Austria and Spain. Because it is majority- 
owned by Deutsche Bank, other banks have 
been slow to add their support. 

PayPal, the market leader in dollars, 
wants toadd sterling and euros for European 
users. Europe has stricter e-money rules than 
America, with some countries (such as 
France and Germany) limiting the business 
to banks. That may prompt PayPal to start 
first in Britain or the Netherlands, where atti- 
tudes are more relaxed, or to cover Europe 
from its base in Palo Alto, California. 

So what date does The Economist put on 
the death of physical cash? When the busker 
in Piccadilly takes donations on his mobile. 
= m 





The American economy 


The dawn? 


MERICA’S Gpr expanded at an annual 
rate of 2% in the first quarter of this year, 
twice as fast as had been expected. Does this 
mean that economic commentators (includ- 
ing ourselves) have been wrong to fret about 
the risk of a recession, and that the Federal 
Reserve does not need to cut interest rates 
again? Unfortunately, the risks remain. 

On the face of it, the Gpe figures were 
surprisingly strong. Consumer spending 
grew at an annual rate of 3.1%, a bit stronger 
than in the previous quarter. Total real busi- 
ness investment rose by 1.1%, much better 
than might have been expected from the 
dispiriting profit figures that American com- 
panies have been reporting. 

Look behind the aggregate numbers, 
however, and investment is less robust. Ex- 
cluding buildings, business investment fell 
by 2% in the first quarter. Investment in in- 
formation-technology equipment and soft- 
ware fell at an annual rate of 6.5% in real 
terms. In nominal terms, rr spending 
plunged by 13%, because prices of computers 
and the like fell sharply. That was the first de- 
cline in high-tech spending for a decade. A 
sharp slump in new orders for electronic 
goods suggests that bigger cuts in rT spend- 
ing are in the pipeline. 

The boom in high-tech shares in recent 
years pushed capital costs down to virtually 
zero, which has caused firms to overinvest in 
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IT equipment. A new study by Credit Suisse 
First Boston says that American firms over- 
spent by $190 billion over the past two years. 
The bank reckons that 17 investment needs 
to fall by an average of 16% in volume terms 
this year and next to eliminate that over- 
hang. That, in turn, would imply an annual 
fall of 8% in total business investment. 


S 


Some recovery 


America's GDP, % increase from previous - 
quarter at an annual rate 








Source: US Bureau of Economic Analysis 





On the other hand, one bit of good new: 
is that firms have reduced their inventorie: 
by more than expected. This reduces the ris} 
of a big drop in inventories—and hence out 
put—during the second quarter. Manufac: 
turing remains in recession. The Nationa 
Association of Purchasing Managers’ inde» 
was virtually unchanged, at 43.2 in April; sc 
long as it remains below 50, manufacturing 
activity will continue to shrink. Also in April 
vehicle sales fell sharply for the seconc 
month running. 

For the economy as a whole, The Econo- 
mist’s latest poll of forecasters has an aver- 
age prediction for Gpr growth this year of 
1.5%, up from 1.4% last month (see page 100). If 
that proves right, recession will be avoided, 
but the drop from 5% growth in 2000 would 
still be one of the biggest between any two 
years in the past quarter-century. 

Despite the biggest 12-month fall in 
share prices since 1973-74, and corporate an- 
nouncements of increasing lay-offs, Ameri- 
can consumers continue to spend. One 
symptom is that the housing market remains 
strong, and households have taken advan- 
tage of lower interest rates to refinance their 
mortgages on more favourable terms. 

The risk to consumer spending is jobs. 








n of statistics 


New unemployment claims have risen to a 
weekly average of around 400,000 over the 
past month, up from 270,000 a year ago, and 
the highest for more than eight years. Full 
unemployment figures for April, due to be 
released on May 4th, were expected to show 
another rise in the official unemployment 
rate. If this continues, consumer spending 
will probably weaken in the current quarter. 
The sharper the increase in the jobless rate, 
the greater the likelihood that the Federal Re- 
serve will cut interest rates again at its next 
policy meeting on May 15th. 

The first-quarter Gpr figures were good 
news, but one should remember that they 
are not set in stone. When an economy slows 
sharply, growth is often overstated at first, 
and later revised down. This is because ini- 
tial pp numbers include estimates for some 
components of cpr that are derived by ex- 
trapolating recent trends (ie, from a period 
when the economy was growing faster). In 
the third quarter of 1990 initial estimates 
showed that cpr had risen by an annualised 
1.8%. Revised figures later showed that the 
economy had actually slipped into its first 
quarter of recession. 
= 





Venture capital 


Under water 


SAN FRANCISCO 


SK Allen Morgan how his first two years 

as a venture capitalist have been, and 

the partner at Mayfield, a leading Silicon Val- 

ley venture-capital firm, will tell you that 

they have been “average”. The first year, he 

says with a grin, was probably America’s 

best-ever in high-risk financing. It was fol- 
lowed by one of the worst. 

Until last summer, venture capitalists 
were the frenetic financiers of the “new 
economy”. They have since drastically cut 
the money they investin high-tech start-ups: 
by $6.7 billion, or 40%, in the first three 
months of the year, compared with the pre- 
vious quarter, according to Pricewaterhouse- 
Coopers. They have become the villains of 
the Valley. Yet both sides still need each 
other. For the funds available for investment 
have not dried up. 

The latest gyrations, say the venture cap- 
italists, are a textbook example of market 
forces at work. A run of record-setting initial 
public offerings (1ros) of Internet start-ups, 
leading to returns on venture capital that av- 
eraged 165% in 1999, attracted ever more 
money and new entrants. Last year Ameri- 
can funds collected almost $70 billion, seven 
times more than in 1995. In those six years, 
the number of venture-capital firms more 
than doubled, to over 1,000. 

In 1999 and early 2000, entrepreneurs 
could, in essence, auction their business 
plans to the highest bidder. Many start-ups 


found funding within minutes. Average 
valuations of high-tech start-ups rose from 
about $11m in 1996 to almost $30m in 2000. 

Today the balance of power has 
switched. Most venture capitalists are pull- 
ing the plug on the weakest firms, leaving 
questionable cases to fend for themselves, 
while focusing their energies on overseeing 
the most promising start-ups. A case in point 
is Angel Investors. From 1998 to 2000, the firm 
invested in 210 Internet start-ups. By the end 
of March, 45 had gone out of business and 30 
were, in essence, abandoned. Ron Conway, a 
partner with the firm, hopes that the rest will 
at least give investors their money back. 

Many funds are already under water. Al- 
though the average return on venture capital 
was healthy enough last year, at 37.6%, it fell 
by 6.3% in the final quarter, according to Ven- 
ture Economics, a market-research firm. 

Early-stage firms can still raise money, 
but only if they have good technology and a 
management team with more experience 
than pimples. Recently, Rearden Steel Tech- 
nologies, a firm founded by Steve Perlman, a 
Silicon Valley veteran, which is developing 
computerised technology for home enter- 
tainment, said it had raised $67m. Yet start- 
ups looking for follow-on financing often 
cannot even get their calls returned. 

What financing there is comes on excep- 
tionally tough terms. Some venture capital- 
ists set performance targets and dribble out 
funding as a company meets them. Others 
demand a steep “liquidation preference”, 
meaning that investors get a guaranteed re- 
turn in the event of a sale or flotation, even 
before the founders and staff see a penny. 

Small wonder that the latter are feeling 
mutinous; investors have, after all, pushed 
start-ups to grow as fast as possible. In early 
March, most of the employees of Livemind,a 
San Francisco wireless start-up, refused to go 
to work after the company’s main investor 
demanded four times its money back on a 
$3m loan. The protest didn’t help, however. 
The venture firm withdrew its offer, and 
Livemind closed. 

Trade sales of companies are now less 
frequent, and smaller. Their average size 
dropped by 45% in the first quarter of this 
year, according to VentureOne, another 
market-research firm. Acquirers such as 
Cisco Systems, which devoured a dozen 
firms a year, have all but stopped buying. 

Many venture capitalists say they wel- 
come the swing of the pendulum. The best 
companies are those that are forged in sucha 
downturn, argues Jonathan Feiber, partner 
at Mohr, Davidow Ventures. Entrepreneurs 
who want to start a company now, he 
claims, are not interested in a “quick flip” to 
make money, but in building something 
more durable. 

Venture-capital firms cannot afford to be 
too averse to risk. Their coffers are full and, 
amazingly, getting fuller. In the first quarter 
of this year, investors committed $24.4 bil- 
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Bubble economy 


lion to private-equity funds—a record, ac- 
cording to Venture Wire Group, another mar- 
ket researcher. Although this flood of capital 
will ease in the coming months, it is unlikely 
to drop to the levels prevailing before the In- 
ternet craze. Many pension funds and other 
institutional investors now set aside a certain 
percentage of their investment portfolios for 
private equity. 

All this money will be waiting for the ro 
market to come alive again. Should it do so, 
there is not much likelihood that the ven- 
ture-capital industry will be more disci- 
plined than it was in the days, just past, of 
greed and hysteria. Sitting on the sidelines is 
notsomething a venture capitalist likes todo. 
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Soft commissions in Britain 


Hard to stop 


NLY two out of 200 pages in Paul Myn- 

ers’s recent, sweeping review of institu- 
tional fund management in Britain discuss 
the matter of stockbroking commissions. Yet 
his recommendation that fund managers 
should pay for the services that stockbrokers 
provide, rather than pass the cost on to the 
corporate pension funds they run, has be- 
come the most hotly debated of his reform 
proposals. Even executives at Gartmore, the 
investment-management firm that Mr Myn- 
ers chairs when he is not writing reform 
plans for the chancellor of the exchequer, 
have criticised their boss for this proposal. 
The Fund Managers’ Association has been 
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Don’t call me a softie, says Myners 


positively alarmist, giving a warning that 
British fund managers would be at a com- 
petitive disadvantage if they had to pay bro- 
kers for their services. 

Why are the ways brokers are paid so 
controversial? There are two sorts of broking 
commissions: the usual percentage of a 
share trade and “soft” commissions. There 
are also two types of brokers: full-service 
brokers and soft ones. Old-fashioned, full- 
service brokers, such as Cazenove, get a “‘tra- 
ditional” commission on each share trans- 
action, for a bundle of services that include 
research as well as the execution of the trans- 
action. Soft brokers work differently: they 
provide fund managers with inducements— 
say, a Reuters screen or research reports—in 
the hope that fund managers will channel 
business in their direction. If they do, the 
broker recovers the cost of the inducement, 
and with luck more. If the fund manager 
cannot use or does not want the services of 
the soft broker, he will lose them or may even 
get an invoice for the Reuters screen at the 
year’s end, 

Mr Myners campaigns for a fund-man- 
agement fee that is all-inclusive, and for an 
end to the practice of “softing”. In his view, 
fund managers, being human, are less con- 
scious of costs when they choose a broker, 
because the bill is now picked up by the pen- 
sion funds they manage. He thinks fund 
managers prefer to use a broker's proprietary 
research (however mediocre), rather than 
hire their own research analysts, because 
they would have to pay these directly. 

Soft commissions create an even stron- 
ger bias for fund managers to rely on the ser- 
vices of brokers. A fund manager will be re- 
luctant to consider switching from a broker 
who offers soft credit, even if the service is 
better elsewhere. And he will be tempted to 
shuffle a client’s portfolio rather more often 
than necessary. Each trade generates a com- 
mission and is therefore a step closer to pay- 
ing off the Reuters screen. 

Many fund-management firms and 
stockbrokers in Britain are jumping to de- 
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fend the present system. They 
argue that high commissions 
affect a fund manager’s per- 
formance, which is measured 
after all charges, including 
commissions. Fund managers 
are thus likely to be careful not 
to overpay brokers, they say, 
even if it is other people’s 
money that they are spending. 
They say a radical overhaul of 
the commission system in 
Britain makes little sense 
when America, the world’s 
largest equity market, will 
continue with today’s ar- 
rangements, soft commis- 
sions and all. (Softing is more 
generous and more widely 
used in America than in Brit- 
ain.) To have a different commission system 
from international peers would put British 
fund managers at a disadvantage, or so say 
London money-men. At the least, they 
would have to put up their management 
fees. 

Soft commissions have fewer defenders 
than traditional commissions (the two are 
not incompatible, of course). Some fund 
managers do not engage in softing—on prin- 
ciple, they say. Still, soft commissions are less 
murky than their reputation hasit. In Britain, 
the Financial Services Authority tightly regu- 
lates soft commissions. Brokers and fund 
managers must declare them, like any other 
form of commission, as they do in America. 
Moreover, an end to soft commissions 


would put some agency brokers out of busi 
ness, so reducing diversity in the market. 1 
would disadvantage small fund-manage 
ment start-ups that badly need initial hel} 
from soft brokers. Not everybody thinks tha 
the trend towards a handful of huge fund 
management firms is a healthy one. 

Mr Myners is undeterred by these argu 
ments. In his eyes, Britain should pioneer ; 
system that provides better value for money 
Many of the commissions, hard or soft, tha 
pension funds end up paying go, for in 
stance, into research reports that lie unread 
One of fund managers’ most frequent com 
plaints is over the huge quantity and poo 
quality of research from financial behe 
moths that are keener to please their invest 
ment-banking clients than to provide critica 
research. Investment banks’ conflict of inter 
est helps explain why a recent survey o 
fund managers, by Tempest, a consultancy 
found that many managers increasingly re 
sort to their own, in-house research, despite 
its extra cost. 

Mr Myners’s proposals would encouragi 
this trend. More fund-management firm: 
would then have in-house trading desks, o 
use brokers who simply execute deals. In ad 
dition, they would become more selective 
about buying outside research reports. You 
can see why the stockbrokers oppose the re 
port. Mr Myners has taken on a powerfu 
lobby. He has the backing of the chancello! 
of the exchequer, but not even Gordor 
Brown can make fund managers subscribe 
to a “voluntary” new code of practice tc 
which they are opposed. 





Mobile-phone charges abroad 





Predatory roaming 


HEY were in the bank, toting guns, as lots 

of money happened togo from the vault. 
That was the essence of last week’s claim by 
Mario Monti, the European Union’s compe- 
tition commissioner, that mobile-phone op- 
erators have gouged customers by colluding 
to raise rates for roaming—ie, when you use 





your mobile phone abroad. Mr Monti’s case 
is circumstantial, but he says the network 
operators will have to answer it. 

In December Mr Monti’s office issued a 
report on the market for roaming. Most 
countries in the European Economic Area 
(EEA), the report found, have a roaming mar- 
ket that is ripe for collusion. The product is 
undifferentiated, and the number of sellers 
small. Pricing in the wholesale market is 
transparent, making it easy for a market 
leader to raise prices, and for other operators 
to take the hint and follow suit. The costs of 
running mobile networks do not vary that 
much. As a result, says the report, sellers’ 
pricing structures tend to run in parallel, at 
“high and rigid” levels. Mr Monti cites “an al- 
most complete absence of competition”, 
and says that “prices appear to be converg- 
ing”, towards €1 (89 cents) a minute. 

To be fair, the conditions for collusion, 
apart from the small number of sellers cited 
above, could also be present in a perfectly 
competitive market. And retail prices in Eu- 
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rope are not quite as similar as Mr Monti’s 
comments suggest (see table). For a call from 
Belgium to Britain today, using a British mo- 
bile phone, rates range from 51p (73 cents) to 
99p a minute. Rates for receiving calls also 
vary widely. On One2zOne, a monthly 
charge of only £2.50 can lower the receiving 
raté from 76p to 16p. That is an indication of 
just how low the marginal cost of roaming 
calls might be. 

Looking closely at wholesale rates, the 
commission found that the cheapest in Eu- 
rope were about €0.46 a minute. In Belgium, 
Britain, the Netherlands and Norway, some 
operators had rates at least twice as high as 
the average of the five cheapest. Yet even the 
lowest wholesale rates in Europe may be 
gouging consumers. Just look at what is on 
offer in North America. MicroCelinet, a Ca- 
nadian operator that has 1m customers, re- 
cently launched a flat-rate American roam- 
ing service: for customers on a standard 
monthly service agreement, the retail price 
of calls made anywhere to Canada or within 
the United States is 20 cents a minute—less 
than half even the lowest wholesale rates in 
Europe. 


Perhaps Europe’s costs are so different 
from North America’s that they justify BT 
Cellnet’s roaming rate of 99p a minute? It 
seems unlikely. Chris Doyle, an economistat 
Charles River Associates, points out that 
roaming generates up to 35% of European op- 
erators’ revenues, although it accounts for a 
much smaller share of the time customers 
spend on the telephone. Asked exactly what 
costs and market forces determine its roam- 
ing rates, pt Cellnet says the question is “too 
commercially sensitive to answer”. 

Market concentration also points to a 
lack of competition. In each of 11 EEA coun- 
tries, a single operator had a market share of 
at least 50%. Still, the biggest obstacle to a 
competitive market for roaming may be the 
ease with which the operators can exploit 
consumers. They have little incentive to 
compete over roaming rates—to quit the car- 
tel, Mr Monti might say—since mobile users 
do not usually use rates abroad as a basis for 
choosing a provider. Few customers know 
how much they are paying for roaming. 
Even fewer actively choose which local net- 
work to roam on. 

The commission’s report recommends 

















making choice easier for consumers. In the 
best of worlds, roamers would be able to get 
rate information piped through to their tele- 
phones from various providers, before 
choosing which service to use. Mr Doyle be- 
lieves that call-back services, which allow 
roamers to replace higher calling fees with 
lower receiving fees, will put pressure on op- 
erators to cut rates. If the commission wants 
to see rates fall swiftly, however, it will have 
to take action itself. 








Micro-meddler 


OWER, but no responsibility: these 

were long the qualities of South Korea’s 
finance ministry, and they helped to push 
the country to the brink of bankruptcy 
three years ago. The ministry was suitably 
chastised: one minister was jailed for negli- 
gence (though he was later acquitted by the 
supreme court), and it was forced to hand 
over some of its rights, such as licensing fi- 
nancial-services firms, to the Financial Su- 
pervisory Service (Fss), a newly created 
banking watchdog. In practice, little has 
changed. The finance ministry, with 
power restored, today still meddles in the 
economy, by pulling strings at national- 
ised banks, It is even trying to regain con- 
trol over the rss. 

Recently the finance ministry an- 
nounced plans to revamp a regulatory 











structure that is only two years old. At the 
top of the structure sits the Financial Super- 
visory Commission (Fsc), responsible for 
setting the rules for the financial industry. 
It is the job of the rss to enforce those rules. 
The structure is not entirely satisfactory. 
Lines between the two bodies are blurred, 
and the chairman of the commission is a 
political appointee who also heads the rss. 

The best thing would be to crunch the 
two tiers into one. Instead, the ministry 
says it will set up a secretariat within the 
supervisory commission. It is to be staffed 
by dozens of finance-ministry bureaucrats 
who will, in practice, oversee the rss. Regu- 
lators at the rss threaten to resign, claiming 
that the scheme will undermine their 
agency’s autonomy. 

Since the government owns several 


banks that were nationalised during the fi- 
nancial crisis of 1997-98 and put under the 
finance ministry’s wing, autonomy for su- 
pervisors ought really to be strengthened, 
not weakened. The government has spent 
more than $100 billion trying to restore ail- 
ing financial institutions to health. Today, 
it owns several big commercial banks, two 
of the three biggest investment trusts and a 
life insurer. Indirectly, through the banks, 
the government owns some truly big com- 
panies, such as Daewoo, Ssangyong and, 
soon, Hyundai: it has these holdings be- 
cause the banks swapped the-firms’ debt 
for equity. 

The banks have a mandate to restruc- 
ture struggling firms. Yet they suffer froma 
shortage of talent. And they are not com- 
pletely free to let insolvent companies go 
under: the government fears rising unem- 
ployment. 

Take the case of the Hyundai group. At 
least four subsidiaries are in deep trouble, 
with debts of some 20 trillion won ($15.1 bil- 
lion), equivalent almost to the combined 
equity of all 17 of the country’s commercial 
banks. The finance ministry is urging credi- 
tor banks to rescue Hyundai’s construction 
arm by swapping 1.4 trillion won of debts 
for equity and buying new shares worth 
765 billion won. Will they oblige? When | 
Daewoo collapsed nearly three years ago, 
bondholders were compensated at almost 
full face value. Hyundai bondholders are 
likely to expect the same. Either way, itis | 
not easy, in the face of conflicting de- | 
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mands, to see how the banks can be turned 
around. 
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Huff, puff and pay 


There is plenty of support for the principle of simplifying IMF 
conditionality. Putting it into practice is another matter 


IKE any new boss, Horst Kohler, who is 
coming to the end of his first year as 
managing director of the International 
Monetary Fund, wants to make his mark. 
From the outset, Mr Köhler wanted to bring 
more focus to what the imr does, and to set 
clear priorities. His approach can be 
summed up as less means more: smaller 
rescue packages for countries needing IMF 
help, and fewer, but more effectively ap- 
plied, conditions for those packages. He 
wanted the Fund to be better both at crisis 
management and at crisis prevention. 

So far, it has not gone as smoothly as 
Mr Kohler had hoped. The reforms he 
brought in to make the Fund better at spot- 
ting trouble ahead are only now being im- 
plemented. It is too soon to know how ef- 
fective they will be (the sceptics are, well, 
sceptical). On crisis management, too, the 
jury is out: Turkey, for instance, has been in 
almost continuous negotiation with the 
Fund since last autumn, and Mr Kohler has 
admitted that, if the Turkish government 
fails to deliver on its promises to the mr for 
a third time, his reputation could be dam- 
aged. Nor are mmr packages noticeably 
smaller. The bailouts agreed for Turkey 
and, more recently, Argentina seemed 
pretty big to most people. 

On conditionality, though, Mr Kohler 
seems to be making some headway. At last 
weekend's spring meetings of the World 
Bank and the ime, he secured backing for 
his proposed changes in the way con- 
ditionality is applied. Countries getting fi- 
nancial support from the Fund cannot be 
expected to do everything at once, says Mr 
Kohler. It is necessary to decide on prior- 
ities, and to focus conditionality on mea- 
sures that are critical to the macroeco- 
nomic objectives of recipient-country 
programmes, leaving those countries some 
scope to make policy choices for them- 
selves. One benefit of this more stream- 
lined approach, in Mr Kohler’s view, is that 
it gives debtor countries the chance to 
build political support at home for their re- 
form programmes—a vital element whose 





absence has, on occasion, caused IMF- 
sponsored programmes to collapse in the 
face of local opposition. 

This new approach was endorsed by 
the main policymaking body of the mr, 
the International Monetary and Financial 
Committee, when it met on April 29th. Its 
communiqué noted that streamlining con- 
ditionality shifts “the presumption of cov- 
erage from one of comprehensiveness to 
one of parsimony.” This echoes what some 
Fund-watchers have been urging for some 
time. Morris Goldstein of the Institute for 
International Economics (11e), a Washing- 
ton think-tank, has long argued that the 
approach of ımr staff to conditionality has 
got out of hand. Mr Goldstein is not 
suggesting that mF funds should be dis- 
bursed without strings. But he has ques- 
tioned the sharp rise in the number of con- 
ditions attached to programmes (140 at its 
peak in the case of Indonesia, for example). 
Efforts to include in conditionality every- 
thing but the kitchen sink, says Mr Gold- 
stein, have brought legitimate charges of 
“mission creep”. 

One of the consequences of this is that 
monitoring compliance becomes more dif- 
ficult. For instance, is a country compliant 
or non-compliant when it observes 30 out 
of 50 conditions? It is hard to tell, says Mr 
Goldstein, in an updated paper recently 
published by the 1e*. 

Mr Goldstein is no enemy of the mr, 
rather a constructive critic. He was, indeed, 
an IMF staff member for nearly 25 years, 
and deputy director of the research depart- 
ment for seven. Yet the prickly reaction that 
his views on conditionality have drawn 
from some Fund staffers shows that Mr 
Kohler needs support from below, as well 
as above, if the new policy is to be effective. 


* “IMF Structural Conditionality: How Much Is Too 
Much?” institute for International Economics working 
paper, April 2003. 





At a recent seminar in Washington, for in- 
stance, one mF official asked whether it 
was wrong to include measures aimed at 
poverty reduction. 

Of course it is not. Even so, such efforts 
may be misguided. They may also be over- 
ambitious, given the finite resources and 
expertise within the Fund for monitoring 
compliance. After all, most mr funding is 
not directly aimed at poverty reduction 
per se, but at helping countries to achieve 
the macroeconomic and financial stability 
that are the foundations of prosperity. Bet- 
ter, surely, to limit the number of condi- 
tions that countries seeking assistance 
should be asked to meet, and then to en- 
sure that they do indeed meet them. 

If eliminating mission “creep” is going 
to be a struggle, so too is cutting back on 
mission “push”—the desire of the imF’s 
biggest shareholders to get the Fund to take 
on extra responsibilities, sometimes even 
as they are voicing support for streamlin- 
ing conditionality. The mr, for instance, is 
now expected to play a leading role in com- 
bating money-laundering and financial 
abuse. This weekend’s communiqué also 
endorsed the idea that the Fund. should 
deal with corruption and poor governance. 
These are important aspects of sustainable 
economic reform. But they could imply an 
extension, not a reduction, of Fund in- 
volvement in domestic policymaking. 

The fact is that it often suits the rich 
countries that largely dictate mr policies 
to tack on specific conditions to individual 
country packages. They may talk about 
giving more focus to the Fund’s activities, 
but in practice they find them useful policy 
tools, especially if they want to avoid the 
expense and bother of bilateral help. This is 
true, above all, for America—much the big- 
gest shareholder in the Fund with, in effect, 
right of veto. The new Bush administration 
came into office amid expectations that 
they would be tougher on countries in 
trouble, and that they would oppose big 
bailouts. So far, though, their approach has 
been wholly pragmatic: after much huffing 
and puffing, the packages for Turkey and 
Argentina won strong American backing. 

For the time being, at least, this has put 
the imF in a stronger position than it might 
have hoped. Whether Mr Kohler can ex- 
ploit this to make what the Fund does more 
effective will be a good test of his mettle. 
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The more complex your enterprise, 
the more you need everything working together. 
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Understanding the biochemistry of bacteria will lead to more relaxed 


bacteria—and healthier humans 


ENETICISTS have long promised that 
their science will bring a revolution to 
medicine. Yet like all revolutions, this one 
has had its victims. It has been built on the 
corpses of legions of bacteria that have per- 
ished in the course of decades of research. 
Now other bacteria may reap the benefits of 
this sacrifice. Using information gleaned 
from studies of bacterial biology, researchers 
are designing medicines that will cure peo- 
ple, while also giving bacteria a bit of a rest. 
That may sound odd: surely the point of 
medicine is to kill bacteria, not to cultivate 
them? But trying to exterminate bacteria has 
had nasty consequences. An antibiotic kills 
the weakest specimens in a population. 
Those that are resistant to the drug survive 
and resume breeding. Over time, the resis- 
tant strains outnumber the susceptible 
ones—and the antibiotic becomes useless. 
Worries about antibiotic resistance now 
loom large. Last year, America’s Food and 
Drug Administration approved Zyvox, a 
drug that introduced a new class of antibiot- 
ics to patients for the first time in 25 years. But 
in April John Quinn, of the University of li- 
nois at Chicago, and his colleagues reported 
in the Lancet that some people had de- 
veloped infections resistant to the new drug 
after using it for only three weeks. 
In March, America’s Centres for Disease 
Control published a new set of guidelines for 
controlling and reducing the dosage of anti- 


biotics in patients. Agricultural use is a pro- 
blem, too. According to the Union of Con- 
cerned Scientists, based in Cambridge, 
Massachusetts, around 70% of the antibiotics 
made in America go directly to farm ani- 
mals, because dosed beasts grow larger. The 
hordes of antibacterial soaps and detergents 
in the shops also increase the pressure on 
wild bacteria to evolve resistance. 

This state of affairs has a familiar ring to 
economists, who know it as the “tragedy of 
the commons”. In the short term, each 
group—of doctors, farmers or vigilant house- 
keepers—overuses a common resource, to 
the detriment of all in the long term. The sol- 
ution could lie in exploiting another idea be- 
loved of economists, game theory, and tai- 
loring it to the constraints imposed by 
natural selection. The idea is toslow the arms 
race between antibiotics and bacterial evo- 
lution, either by interfering with bacterial 
mechanisms of resistance or by suppressing 
them entirely. 


Acting defensive 

When a bacterium detects a dangerous 
chemical, it mounts a host of responses. One 
of the most important is tochew up the toxin 
with custom-made resistance enzymes. The 
natural precision of these enzymes has been 
aboon to medicine makers over the decades: 
chemists have been able to generate new va- 
rieties of antibiotic by tweaking the design of 


existing compounds just enough to fool the 
enzymes. If the resistance enzyme cannot re- 
cognise and destroy the new variety, the 
drug can do its work unhindered. 

Natural selection, however, soon catches 
up. This has prompted researchers to look 
for ways to interfere with the actions of the 


bacterial enzymes themselves. Gerard 
Wright and his colleagues at McMaster Uni- 
versity in Ontario, Canada, found that some 
resistance enzymes bear a resemblance to a 


family of molecules known as the protein ki- 


nases. Because protein kinases seem to be in- 
volved in a variety of disorders, pharma- 
ceutical and biotechnology companies have 
been looking into their structures for years. 
The resemblance between the two groups of - 
compounds means that inhibitors of protein 
kinases also inhibit bacterial resistance en- 
zymes. Dr Wright is now trying to find a way 
to reverse bacterial resistance by modifying 
one of these protein-kinase inhibitors. 
Bacteria also safeguard themselves from 
toxins by turning on an “efflux” system, a 
form of cellular garbage-disposal that ejects 
any offending substance without further 
ado. The efflux mechanism is a molecule 
bound to a bacterium’s outer membrane. It 
locks on to the offending toxin and ejects it 
through the membrane. Some species of bac- 
teria have several types of efflux system. Mi- 
crocide, a firm based in Mountain View, 
California, has found a compound that at- 
tacks three of these systems in Pseudomo- 
nas aeruginosa. As hoped, this compound 
augmented the potency of antibiotics in 
mice infected with this pathogen. 
Eventually, bacteria would evolve 
around such gimmicks, just as they evolved 
around antibiotics. The only way to stop this 
evolution is to neutralise the threat they pose 
without killing them too quickly in the pro- 
cess. That would slow down the arms race 
between the bacteria and the drug makers, 
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and Michael Alekshun and Stuart Levy of Pa- 
ratek Pharmaceuticals in Boston, Massachu- 
setts, think they have found a way to do it. 
They have identified a regulon (a collection 
of genes whose expression is regulated by a 
single protein) in the genome of Escherichia 
coli. This regulon controls the bacteria’s de- 
fences against antibiotics. 

When E. coli senses a dangerous chemi- 
cal, a protein called Mara activates this regu- 
lon, which is known as Mar because its ac- 
tivation confers “multiple antibiotic 
resistance”, Mar starts up the cell’s efflux sys- 
tem, and also stops the cell from allowing 
any more threatening molecules in by halt- 
ing the production of porin, a membrane 
protein that acts as a channel into the cell. 
Once the threat subsides, the Marr (for “Mar 
repressor”) protein turns off the Mar regulon, 
and the cell returns to its normal state. 

To disguise an antibiotic attack from a 
bacterium, all that is needed is an increased 
concentration of Marr and a lowered con- 
centration of Mara. This month, at a meeting 
of the American Society of Microbiology in 
Orlando, Florida, Dr Alekshun and Dr Levy 
will unveil the crystal structure of the Marr 
protein, a discovery that makes it easier to 
find molecules that will interact with it. They 
have started the hunt for molecules that will 
alter its function, and are also analysing a set 
of substances that inactivate Mara. 

Initially, the researchers saw controlling 
the Mar regulon as a means to increase or re- 
store the potency of existing antibiotics. That 
would be good, but would almost certainly 
result in the evolution of resistance in due 
course. Further experiments, though, pro- 
duced an unexpected result. E. coli without 
Mara do not form communities. 

Usually, as bacteria float past a congenial 
surface, they adhere to it and form a mass of 
accumulated layers called a “biofilm”. In 
time, they produce a sturdy sugary coat that 
guards the biofilm’s tenants from antibiotics. 
Infections are often the result of biofilms 
forming on soft tissues. But in the Petri dish, 
bacteria without Mara did not form bio- 
films. Dr Alekshun and Dr Levy believe that 
the Mar regulon must also control some im- 
portant process related to biofilm formation. 

If the phenomenon occurs in bodies, as 
well as glassware, then inactivating Mara 
would stop infections forming. Bacteria 
could not gain a foothold, and the host’s im- 
mune system could simply flush them out of 
the body. Antibiotics could then be used 
more sparingly. By the same token, bacteria 
could stop racing to improve as well: because 
a Mar-based drug would render bacteria 
harmless but would not kill them, it would 
not impose a strong selection pressure. Just 
as game theory suggests, a compromise that 
teduces the damage done by both sides can 
work to their mutual benefit. Sometimes 
metcy is more than its own reward—even 
when it is shown togerms. 
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Cosmology oe 
Inflated ideas 


HE Big Bang which began it all was less, it 

seems, a clamorous noise than a precise 
chord. Researchers studying the microwave 
radiation that permeates space, and is the 
cooled remains of the gamma rays from the 
original explosion, have confirmed thatitisa 
series of harmonics. This is music to the ears 
of cosmologists everywhere, since it bolsters 
their favourite theory of how the universe 
came into being: inflation. 

According to inflation theory the early 
universe underwent a period of intense ex- 
pansion for a fraction of a second after its 
creation, before settling down to its present, 
rather slower rate of growth. This idea solves 
several puzzles, the most pertinent being 
why matter is clumped together, rather than 
spread uniformly as a thin gas. Since this 
clumping is the reason that galaxies, stars, 
planets and—ultimately—people, exist, its 
origin is of some interest. 

Inflation would have turned tiny, 






temporary fluctuations in the early univer 
into huge, permanent features by stretchii 
them to the point where they could not va 
ish whence they came. These variations, 
turn, produced compressions and expa 
sions (in effect, sound waves) in the primc 
dial gas. Since a gas heats up when it is cor 
pressed and cools when it expands, it 
possible, by studying the hot and co 
patches in the modern-day remnant of tl 
ancient radiation, to listen to the universe 
birth pangs. 

At a recent meeting of the America 
Physical Society in Washington, pc, 1 
searchers from a project called the Intern, 
tional Boomerang Collaboration presente 
their latest results on the microwave bac 
ground, as it is known. These show that tł 
patterns of hot and cold ripples in the baci 
ground are consistent with inflation. 

Preliminary data from the Boomerar 
experiment, which consists of a telescor 
suspended from a balloon high above tt 
Antarctic, were published a year ago. The: 
confirmed the presence of the largest ripple 
The new results confirm the existence « 
higher “harmonics” (in other words, smalle 





To is a difference between in- 
formation and knowledge. With the 
completion of the Human Genome Pro- 
ject, biologists have a lot of information 
about what human genes are. Knowledge 
of how they work—and in particular of 
how their products interact to form the 
vast network of biochemical pathways re- 
ferred to as “life”—is harder to assemble. 
But a group of biologists led by Eivind Ho- 
vig of the Norwegian Radium Hospital in 
Oslo has managed to find a way to speed 
the process up, by linking together the 
vast quantities of disconnected biochemi- 
cal information that have already been 
published. 

The source of this information, which 
is sometimes referred to as the biobib- 
liome (after the genome, which is the set of 
all genes in an organism, and the prote- 
ome, which is the set of all proteins), is an 
electronic archive called MEDLINE. This 
contains more than 10m articles pub- 
lished in biomedical journals over the 
past 35 years. Dr Hovig’s knowledge-creat- 
ing tool, unveiled in this month’s Nature 
Genetics, is a computer program that 
searches the titles and abstracts of these 
articles looking for “co-occurrences” of 
the names of genes in a single paper. The 
assumption is that co-occurrence implies 
a functional relationship, so thatif a and B 
co-occur regularly, and s and c do so too, 
then the chances are that a, B and c are 
linked in a pathway. 





A genetic paperchase 





This simple idea, which eliminates the 
tedium of searching for connections by 
hand, seems to work. When tested against 
biochemical networks established the old 
way (ie, in the laboratory), the results 
agreed often enough to make newly sug- 
gested links worth pursuing. And when 
the program searched for connections be- 
tween genes that are known to be turned 
on in certain white blood cells, not only 
was it able to find new links between 
those genes, but, because papers pub- 
lished in MEDLINE routinely contain med- 
ical information, it also provided insight 
into the sorts of diseases, such as particu- 
lar leukaemias, for which such connec- 
tions might be significant. 
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ripples) and show that they have precisely 
the sizes predicted by inflation. 

But it is not only the existence of higher 
harmonics that has physicists singing to 
themselves. The relative sizes of the first and 
second harmonics agree with another part 
of the existing cosmological theory. The new 
data show that the matter in the universe 
that makes up ordinary objects such as at- 
oms and stars accounts for only about 5% of 
the universe’s total mass and energy. The rest 
is so-called “dark” matter, whose exact na- 
ture remains mysterious. 

The harmonics show the ratio of ordin- 
ary matter to dark matter, because the first 
harmonic relates to the quantity of matter of 
all varieties, and the second relates to the 
speed of sound in the primordial gas (which 
consisted only of ordinary matter). The fig- 
ure of 5% agrees with an earlier analysis 
based on the amount of a form of heavy hy- 


drogen called deuterium that was produced 
in the Big Bang. Inflation’s boosters had been 
worried because last year’s preliminary data 
suggested a figure nearer 6%, which would 
have been much too high. 

The theory isnot quitesafe,even so. MAP, 
a satellite due to be launched by America’s 
space agency, NASA, at the end of June, will 
measure the polarisation of the background 
radiation. That will test a theory put forward 
just a few weeks ago by Paul Steinhardt of 
Princeton University. Dr Steinhardt attempts 
to do away with inflation by proposing that 
the universe was “dormant” until struck by 
an offshoot of a hidden parallel universe. 
This theory predicts the same harmonics as 
does the inflationary theory, but it results in 
different polarisations. If the data from mar 
showed those polarisations, it would be the 
first evidence that the universe itself may not 
be alone. 
=< a 





Digital watermarks 


Facing the music 


HE trouble with stirring up a hornet’s 

nest is that you cannot complain when 
you get stung. Such a philosophical attitude, 
though, is beyond much of the music indus- 
try this week, as it faces public humiliation 
over flaws in its plans for the digital “water- 
marking” of music to prevent illicit copying. 

The story began last year, when the in- 
dustry, in the shape of the Secure Digital Mu- 
sic Initiative (spm1), a consortium of 200 
companies, challenged computer hackers to 
break any or all of six technologies devised to 
protect digitally recorded music. The hackers 
had a month, were offered up to $10,000 for 
each broken technology, and were invited to 
“show off” their skills. But when one group 
tried to dojust that at the end of April, by an- 
nouncing its findings at a conference, the 
SMI attempted to stop its solution becom- 
ing public information. 

One way of trying to prevent illicit copy- 
ing is to insert a digital “watermark” into a 
file. This is a pattern of the ones and zeroes of 
which digital information is composed that 
identifies the copyright owner, and also 
whatcan be done with the file. It would then 
be necessary to arrange for all new music- 
playing equipment to be fitted with hard- 
ware that interprets this watermark appro- 
priately. (This should be possible, since the 
spMi includes the equipment manufactur- 
ers.) Such spmi-compliant hardware might 
allow someone to duplicate his copy of, say, 
Britney Spears’s “Oops, I did it again”, but 
not make copies from those duplicates. 

If digital watermarks can be detected, 
however—as is necessary for them to work 
at all—then it seems inevitable that some- 
body will be able to find a way of removing 
them. It was to pre-empt and test that inev- 
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itability that the spm1 issued its challenge. 
However, when Edward Felten, a researcher 
at Princeton University, and his colleagues at 
Rice University and Xerox’s Palo Alto Re- 
search Centre, who had risen to the chal- 
lenge, tried to tell the Fourth International 
Information-Hiding Workshop in Pittsburgh 
about their success, they were threatened 
with legal action by the spmi. That tactic, 
which looked to many like an attempt to re- 
strict academic freedom, backfired. The pa- 
per was leaked and republished on the web, 
drawing much wider attention than it other- 
wise would have done. 

Dr Felten’s team was given three songs to 
analyse for each somı-backed watermark- 
ing technology. Two were unmarked and 
marked versions of the same song; a third 
was a different song with 
the same watermark. The 
team made detailed com- 
parisons of the water- 
marked and unwater- 
marked versions of the 
first song, and then ana- 
lysed the two water- 
marked songs using their 
knowledge of past tech- 
niques for watermarking. 
For example, one ap- 
proach is to add echoes to 
the music. An echo may 
be present or absent; the 
time delay between the 
primary signal and the 
echo can also vary. By 
manipulating these pa- 
rameters, it is possible to 
insert a unique pattern of 
information into a file, 
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ideally without altering what it sounds like 
when played. 

The formal challenge was to remove the 
watermark from the second song, while 
maintaining its sound quality. Dr Felten says 
the team was able to do this for all four wa- 
termarking technologies without damaging 
the sound much (the other two technologies 
were meant to prevent an audio file being 
separated from the cp it came with). 

Yet Verance Corporation of San Diego, a 
company that supplies one of the water- 
marking technologies, says that it was told 
by the spmi that none of the 150 attacks on its 
watermark had been successful in removing 
it while maintaining quality of sound—im- 
plying that, despite the consortium’s desire 
to stop Dr Felten going public, his method 
had not made the grade. The spm1, mean- 
while, will not say anything. 

Whether or not the researchers met ac- 
ceptable quality standards, what bodes ill 
for digital watermarking is that Dr Felten and 
his colleagues got such a long way with only 
three test files per technology. Hackers doing 
it for real would, if the use of such water- 
marks became widespread, have access to a 
large number of files for comparison. They 
would also have access to the watermark de- 
tectors built into equipment in order to stop 
the use of pirated material. The software in- 
side this detector could—and, if the failed at- 
tempt to sell pvps in versions that can be 
played only in certain parts of the world is 
anything to go by, probably would—be “re- 
verse engineered” in order to figure out 
which watermarking technology was being 
employed, and so how to remove it. 

The spm1’s systems are supposed to pro- 
vide the best of both worlds, allowing indi- 
viduals to make unlimited personal copies 
of their cps, while making it difficult to dis- 
tribute such copies to other people. Their 
failure would involve an uncomfortable and 
expensive rethink for an industry that is 
worried enough as itis. 
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BOOKS AND ARTS 


A new wind out of 


East Asia 


Modern-day life is now the focus of the best films from China 


HETHER you raved or yawned, there 

is no doubt that “Crouching Tiger, 
Hidden Dragon” from Taiwan marked the 
arrival of Asian cinema asa box-office staple 
in America and Europe. The balletic martial- 
arts adventure demonstrated its commercial 
reflexes by winning four Oscars and joining 
the select club of films making more than 
$100m at the box office in North America. 

Film scouts in search of such success in 
years past would have con- 
centrated mostly on the Hong 
Kong film festival. But, sur- 
prising as it sounds, the really 
hot gathering for Asian films 
these days is in the foothills of 
the Julian Alps north-east of 
Venice, in the provincial Ital- 
ian town of Udine. Every 
spring Udine mounts a one- 
week festival of the best East 
Asia has to offer. 

Its festival this year, 
which ended last week, 
screened 73 movies, not all of 
them brilliant but sharing a 
strong common characteris- 
tic. These were not art films 
aimed at prize juries in festi- 
vals such as Cannes, Berlin 
and Venice, but the kind of 
intelligent movie that can 
nevertheless hope for a re- 
spectable box-office return. 
Imagine “Confucius in Love” or “Mandarin 
Beauty”, and you will get a rough idea. 

The most striking thing to emerge from 
Udine this year was a clear and novel trend 
in films from mainland China. Until now, 
contemporary Chinese film making has 
been identified in the West with historical 
peasantdramas of great visual beauty which 
allude only allegorically to modern-day pol- 
itics or society. Among the most famous are 
“Yellow Earth” (1984) by Chen Kaige and 
“Raise the Red Lantern” (1991) by Zhang Yi- 
mou. But life in China’s big cities was already 
quite unlike that when those films were 
made, and there has been more change 
since. A criticism of such films heard widely 
in China was that they were too narrowly ar- 
tistic and did not relate directly enough toev- 
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eryday life. Younger directors, to judge from 
Udine, have got the message. 

The eye-opener was a Chinese film 
called “All the Way”:a road movie thatis also 
an off-beat romance that ought not to suc- 
ceed but, given goodwill and a lot of luck, 
just might. It goes back to the basics of cin- 
ema, telling its story visually so that every- 
thing can be understood, whether you need 
to follow the subtitles or not. It is almost en- 





Giving Chinese films a smile 


tirely comprehensible from the images alone 
and from the nuances of expression on the 
actors’ faces. 

“All the Way”, which stars Karen Mok 
(above), was co-produced in China by Peter 
Loehr,an American who speaks fluent Man- 
darin and set up his own production unit 
there, Imar Film, which has now had four 
hits in a row, starting in 1998 with the irresist- 
ibly entitled “Spicy Love Soup”. By keeping 
budgets low and targeting the big cities 
where his movies are likely to find their wid- 
est audience, Mr Loehr has so far struck 
lucky. He is under no illusions, though, and 
happily described his long-term goal as be- 
ing in business in two years’ time. 

Directed by Shi Runjiu, who also made 
“A Beautiful New World” for Imar Film, “All 


the Way” evolves from a thriller involving a 
scam and a robbery into a cock-eyed love 
story that turns on the toss of a coin and the 
blatant trick that a very ordinary truck 
driver plays to ensure that heads he wins, 
tails she loses. In a Chinese context, where so 
many films still follow the party line, this isa 
fresh and exhilarating entertainment. 

After a brave start in the 1980s, Huang 
Jianxin, another Chinese director, became 
known for cautious parodies touching 
mainly local chords and was widely thought 
of outside China as a spent force. He began 
with “The Black Cannon Incident” and “Sig- 
nal Left, Turn Right”, but then something 
went wrong and he seemed to lose his way. 
In “Tell Me Your Secret”, however, Huang 
Jianxin has reinvented himself with a com- 
plete change of tack, revisiting the principles 
underlying post-war Italian neo-realism, in 
particular Vittorio De Sica’s 
film “Bicycle Thieves”. From a 
small incident—here a hit- 
and-run accident—the film 
spirals out until it starts to call 
into question a whole range 
of apparent social certainties. 
The driver who has caused 
the accident quits the scene 
lest it undermine her family’s 
social standing, But in the end 
she comes to recognise that 
her life is linked to others and 
that she must accept respon- 
sibility for her actions. This 
bald summary makes it 
sound stiff and teachy. But it 
is a beautifully crafted story 
with big ramifications. 

Mr Huang is interesting 
for another reason. He was 
part of that so-called fifth 
generation of film makers 
who first opened the world’s 
eyes to modern Chinese cinema but who fell 
foul of official opinion inside China. Many 
of these directors have found it difficult to 
adjust to the shifting demands of Chinese 
movie-going. The later films, for example, of 
Zhang Yimou (“Not One Less” and “The 
Road Home”) have continued to win prizes 
at overseas festivals but have failed to recap- 
ture the sweeping confidence of his early 
masterpiece, “Raise the Red Lantern”. 

With “Tell Me Your Secret”, Mr Huang 
has perhaps opened up a new avenue for 
Chinese cinema, with a gravity and moral 
force appropriate to modern times and ur- 
ban living. It is one of the most encouraging 
developments in Chinese movies since that 
glorious burst of work a generation ago. 

z s 
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American law 


Wholesale attack 


THE Lost ART OF DRAWING THE LINE: How 
FAIRNESS WENT Too Far. By Philip K. How- 
ard. Random House; 255 pages; $22.95 


A complicated legal system has 
pawned a small but busy industry of 
books, magazine articles and opinion 
pieces excoriating its many flaws. The genre 
depends on the myriad cases thrown up 
every year which seem, at a glance, absurd: 
an old lady winning millions from McDon- 
ald’s after spilling coffee in her own lap; a 
jury awarding billions against General Mo- 
tors for a rear-end collision which the com- 
pany did not cause; or local authorities dis- 
mantling children’s playgrounds for fear of 
being sued. 

Few are as adept, or persuasive, at min- 
ing this rich seam of anecdote as Philip 
Howard, a New York lawyer and writer. His 
first book, “The Death of Common Sense”, 
ridiculed government regulation. His latest, 
“The Lost Art of Drawing the Line”, targets 
Americans’ taste for lawsuits. 

Mr Howard writes well, punctuating 
his text with skilfully told tales and choice 
quotations from the good and wise. Unlike 
so many other critics of American law— 
who struggle to control their scorn—Mr 
Howard’s tone throughout is that of an em- 
inently reasonable man, one who sees all, 
or at least most, sides of any issue, but who 
nevertheless has enough courage and con- 
viction to make the right choice. This makes 
his arguments seem very persuasive. 

In fact, they are almost entirely bogus. 
Like so many other books of this type, Mr 
Howard's offers no reasonable prescrip- 
tions. Certainly the American legal system 
requires useful critics, and always will. That 
is because it is one of the world’s most 
highly developed systems of arbitration, 
and is continually trying with varying suc- 
cess to balance clashing interests in a fair 
and open way. One consequence is that the 
rules by which it operates continually 
evolve, and in the process frequently move 
too far in one direction or another. 

Mr Howard's response is to appeal to 
“common sense”, and to call for gov- 
ernment officials to be given back their 
freedom to act like “humans”—by which 
he seems to mean freedom to do what they 
think is right. This first appeal is specious. 
There is no such thing as an agreed “com- 
mon sense” which can deal with every 
clash of interest or conflict of rights. That is 
one reason why cases end up before judges 
or juries. And letting government officials 
exercise authority unchecked by law is not 
something which most Americans, on re- 
flection, would support. 

Despite his moderate tone and feel for 


80 





a quote, Mr Howard exaggerates. American 
officials as he sees it, are frozen into immo- 
bility for fear of lawsuits. He seems to be- 
lieve that anyone at any time can foil the 
will of the nation by going to law, and that 
America is somehow imprisoned by over- 
rigid legal rules. Few who visit, let alone live 
in, the United States would recognise this 
overdrawn description of American gov- 
ernment and society. 

Picking out legal cases where the out- 
come seems silly is easy and entertaining. 
Cases of this kind can raise serious ques- 
tions of whether a particular law, or the 
courts generally, are functioning well. There 
are several aspects of American law which 
seem to need reform—class-action suits, 
punitive damages in civil cases, criminal- 
sentencing policy, the death penalty, to 
name a few. But instead of attempting to 
face such issues, one by one, and suggest in 
detail how change could be achieved, Mr 
Howard and writers like him find it easier 
to rail against the system as a whole. 

— 5 


America and the third world 


Poor relations 





THE IMPERIAL MANTLE: THE UNITED 
STATES, DECOLONIZATION, AND THE THIRD 
Wok bp. By David D. Newsom. Indiana Uni- 
versity Press; 256 pages; $29.95 and £22.95 


HY does the United States have such 

troubled relations with so much of 
the third world? It is a good question, sel- 
dom asked by those who make American 
foreign policy, and even more seldom an- 
swered. In this book David Newsom, after a 
lifetime spent in the service of his country 
as ambassador to Libya, Indonesia and the 
Philippines, and later as under-secretary 
and assistant secretary of state, tries to 


make amends. He rightly points out that 
America is to find solutions to many of 
foreign-policy problems, it will have to 
to grips with the emotions, attitudes ai 
disorder of the countries that started t 
2oth century as colonies of the West. 

The subject is rich, not least because 
involves so many puzzles. How cot 
“George 1's oppressed colony turn into , 
imperialist in its own right”? How could 
country whose national ideology is born 
the pursuit of freedom prop up so mai 
thugs and dictators? Why does anti-Ame 
canism coexist with a love of so mai 
things American—from movies, jeans at 
hamburgers to the essential openness at 
freedom of American life? How cou 
America become the world’s domina 
power and yet remain so ignorant abo 
the peoples who smart at its dominatio 
How could a country that did so much 
create the United Nations manage to ea: 
the hostility of so many of its members? 

Mr Newsom's attempted explanation 
a tour d'horizon of the colonial and pos 
colonial history of Africa, Asia and tl 
Middle East, with glances at Latin Americ 
It is a superficial account, drawn mostly, 
judge by the footnotes, from referen 
books, though interspersed with a few ai 
ecdotes (and too many trivial mistake: 
Educative it may be, but it neither revea 
anything new nor does it properly explo 
the United States’ most contentious activ 
ties in the third world: its interventions i 
Latin America and elsewhere, the prosect 
tion of the cold war, the role of the c1a, tt 
Vietnam war, its failures in the Middle Eas 

Perhaps more seriously, the account o 
fers no coherent line of argument. It 
largely a potted history, and when it is n 
it is often just a disappointment: 


Was there ever a real Soviet and Cuban threat 
us interests in Africa? Was the us manipulatic 
of events in the Congo and Angola ultimately 
the interests of the United States and of the pe: 
ples of the region? If the United States had fc 
lowed the lead of the African consensus woul 
the outcome have been any different? Such que 
tions cannot be fully answered. 


In truth, by concentrating on one ha 
of the story—the third world—Mr Newsor 
was bound to fail, because many of the ar 
swers to his questions lie in America itsel 
He reports some of the symptoms: the shar 
of the federal budget for international relz 
tions has fallen by half since 1980; Americ 
had economic sanctions against 70 cour 
tries in 1999; it gave proportionately less i 
aid to the world’s poorest that year than i 
any year since records began; Congress re 
fused to ratify the Comprehensive Test Ba) 
Treaty, leaving it to moulder beside the 60 
plus other treaties negotiated by one ad 
ministration or another but unratified b) 
the Senate. But what so turned American: 
against the third world? Few answers here 
ai 





THE PECONAMICT MAW eru sar 


Great philosophers 


Meet Mr Green 


Kant: A BioGrarHy. By Manfred Kuehn. 
Cambridge University Press; 566 pages; 
$34.95 and £24.95 


MMANUEL KANT (1724-1804) never set 
foot outside his native East Prussia. For 
all but a few years of his long, uneventful 
life he lived and taught in the Baltic port of 
Königsberg. Yet no philosopher since Aris- 
totle has exercised such influence. Kant’s 
thought transformed how the modern 
world approached enduring problems in 
metaphysics, epistemology, ethics and aes- 
thetics. “The Critique of Pure Reason” ranks 
among the most important works of phi- 
losophy ever written; it is still one of the 
most difficult. Lord Macaulay, a great Eng- 
lish historian, was exasperated to discover 
that he could not understand a word of it. 
Kant was one of the first thinkers to 
concentrate on philosophy alone, and the 
difficulty of his writing arises partly from a 
deliberate attempt to professionalise the 











subject and give it the rigour of 
experimental science. Yet his 
true originality went far 
deeper. Kant sought to rec- 
oncile two dominant but 
conflicting traditions: the 

rationalism of Descartes 

and the sceptical empiri- 

cism of Hume. Our ex- 

perience of the outside 

world is never bare, Kant 

argued, but comes, as it 
were, ready clothed in 

thought; yet thought about 
an objective world is itself 
necessarily limited by the range 
of possible experience. The result, if 
true, was to throw humanity back on its 
own cognitive resources. God, the soul, im- 
mortality became hypotheses, things in 
themselves were inaccessible to human 
perception, and certainty was possible only 
within the limits dictated by the apparatus 
of human thought. The entire structure of 
metaphysics and theology seemed to totter 
under the rigour of Kantian criticism. Even 
though his intention had not been to sub- 
vert religion or the state, he was dubbed der 





HE first thing to no- 
tice about the ten 
c Le most-visited exhibitions 
r of 2000 is the absence of 
Impressionist shows. This 
is probably why the high- 
est daily attendance last year is so well be- 
low the chart-busting 8,597 for the Monet 
show at London’s Royal Academy in 1999. 
But strip out that exception, and the daily 
averages are healthily up on or in line with 
1999 and 1998. No sign, in other words, of a 
drop in public demand tosee fine art. 
And old master, in this context, did 
not necessarily mean old standard. “El 
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And still the crowds come 


Greco: Identity and Transformation” was 
asmash-hit in Greece. St Petersburg’s Her- 
mitage surveyed Islamic art, including 
more than a hundred versions of the Ko- 
ran. “Seeing Salvation” at London’s Na- 
tional Gallery, which traced representa- 
tions of Christ, was a surprise success. 
Japanese art lovers flocked to “Picasso's 
World of Children”. Tokyo's National Mu- 
seum of Western Art released exhibition 
attendance statistics for the first time in 
2000, and the figures are impressive—all 
the more so with an average ticket price of 
$u (£8.50). Who said only painters have to | 
suffer for their art? | 
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Worth queuing for 

Top ten museum exhibitions in 2000, attendance 

Exhibition Venue Daily Total 

El Greco: Identity and National Gallery, Athens 6,843 629,572 

Transformation 

Earthly Art, Heavenly Beauty State Hermitage, St Petersburg 5,876* 570,000* 

Sinai: Byzantium, Russia State Hermitage, St Petersburg 5,495* 500,000* 

Seeing Salvation National Gallery, London 5,002 355,175 

Picasso's World of Children National Museum of 4,290 386,086 
Western Art, Tokyo 

Rembrandt and Vermeer National Museum of 3,892 280,259 
Western Art, Tokyo 

Amazons of the Avant-Garde Guggenheim Museum, Bilbao 3,879 283,181 

The Glory of the Golden Age Rijksmuseum, Amsterdam 3,808 594,122 

Van Gogh: Face to Face Museum of Fine Arts, Boston 3,762 316,049 

Van Gogh: Face to Face Detroit Institute of Arts, Detroit 3,706" 315,000* 

Source: The Art Newspaper “Estimate 
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Alleszermalmer, the  “all- 
crusher”. Yet the instrument 
of his critical philosophy 
was not the blunt hammer 
of a Nordic god, but the 
clarifying precision of 
systematic thought. 
That precision is 
famously reflected in the 
folk memory of the phi- 
losopher, partly based on 
early biographers who 
knew him only in old age, 
which depicts him as a pe- 
dantic, solitary, slightly ab- 
surd bachelor whose entire life 
was run according to inflexible rules 
and whose habits were as regular as clock- 
work. This “machine man” derives from 
the popular image of Kantian ethics, which 
is founded on the metaphysical concept of 
the categorical imperative. Formulations of 
this moral principle vary. Sometimes Kant 
says: “Act as if your maxims were to serve 
at the same time as a universal law.” Alter- 
natively he emphasises the importance of 
treating others “always at the same time as 
an end, never merely as a means.” The cate- 
gorical imperative was easily vulgarised: 
into a duty to humanity in general rather 
than to anybody in particular, and more 
sinisterly into the elevation of race, class or 
any other collective above the individual. 
Kant’s most famous passage evokes “the 
starry heavens above me and the moral law 
within me”, the existence of which, unlike 
that of God, is not conjectural. Though a 
man of the Enlightenment, Kant also be- 
lieved, however, that humanity had a natu- 
ral propensity to “radical evil”. 

Manfred Kuehn’s excellent new life is 
the first substantial biography of Kant since 
Germany's historical catastrophe, and the 
figure who emerges is not the familiar cari- 
cature of a withdrawn Prussian professor. 
The young Kant overcame his humble ori- 
gins to become an elegant man-about- 
town. Oddly, Mr Kuehn glosses over the 
fact, evident from his portraits, that Kant 
was pigeon-breasted and slightly hunch- 
backed. His gregariousness is thus all the 
more striking, and Mr Kuehn goes so far as 
to say that conversational dialogue was of 
decisive importance to his thought: “His 
critical philosophy,” he writes, “is an ex- 
pression of this form of life.” 

Indeed, it is fascinating to learn from 
Mr Kuehn’s account how large a debt Kant 
owed to his daily talks with a scholarly 
English merchant, Joseph Green, of Green, 
Motherby & Co. It was under Green’s influ- 
ence that the dandy developed into the as- 
cetic, devoted to duty and with a mission- 
ary zeal to rescue philosophy from the 
entropy of scepticism. Green it was who 
spent every afternoon conversing with 
Kant until seven o’clock sharp (neighbours 
set their watches by the moment at which 
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the professor emerged from their conclave), 
Green who shared his hero-worship of 
Hume and Rousseau, Green who showed 
Kant how to live his life according to strictly 
applied maxims, Green who guided Kant’s 
modest investments, Green with whom he 
often dozed off as they smoked their pipes 
together. “Green’s effect on Kant cannot be 
overestimated,” concludes Mr Kuehn. 

So the greatest German philosopher 
was also, we learn, a great Anglophile. He 
was, in this respect, not untypical of Freder- 
ick the Great’s Prussia, and especially of the 
Hanseatic ports. The combination of Eng- 
lish commerce and German intellect was 
evidently unbeatable. During the years of 
Anglo-German enmity, Joseph Green was 
forgotten. Today, it would be a splendid 
gesture for the many German firms in Lon- 
don to commemorate the unknown Eng- 
lishman who helped Kant to greatness and 
thereby made Germany a home of philoso- 
phy for the next two centuries. 

— . = ———— — | 


New fiction (1) 


A lot on her plate 


AFTERIMAGE. By Helen Humphreys. Metro- 
politan Books; 240 pages; $23. Bloomsbury; 
£15.99 (£6.99 paperback) 


HE photography of Julia Margaret 
Cameron is the inspiration behind this 
lyrical novel set in the 1860s. It tells the story 
of Annie Phelan, an Irish maid, and her 
relationship with her employers. A secret 
reader, Annie has devoured Charlotte 


Bronte’s “Jane Eyre” and anticipates emo- 
tional complications when she arrives to 
take up a new post at a country house. She 
ends up at the centre of a tense and ambig- 
uous love triangle. Annie’s mistress, the de- 
manding Isabelle Dashell, is a photog- 
rapher who, like Cameron, puts her 
servants in fancy dress and uses them as 
models. Annie is not only beautiful; her his- 
trionic gifts make her equally convincing as 
Guinevere or the Virgin Mary, and she is 
soon not merely posing for pictures but es- 
tablished as a favoured muse. 

In the relationship that develops, the 
hierarchies of servant and mistress, artist 
and model begin to break down. Simulta- 
neously, Annie gets close to Isabelle’s hus- 
band, Eldon, a frustrated armchair cartog- 
rapher who lets her into his fantasy world 
of polar exploration. With Annie torn be- 
tween mistress and master, it becomes 
harder and harder to see who is manipulat- 
ing whom, and the story can only end (like 
“Jane Eyre”) in a symbolic conflagration. 

As an artist, Isabelle is a perfectionist. 
Her creator, Helen Humphreys (the author 
of one previous novel, “Leaving Earth”), is 
equally concerned with detail: her every 
word is carefully weighed. In her limpid, 
elastic prose the business of creating photo- 
graphs is turned into poetry. The chemical 
preparations, the fall of light on drapery, 
the expressions on the models’ faces and 
the mysteries of photographic plates and 
darkrooms take on an almost sacramental 
intensity. As a result, the Isabelle sections 
are more gripping than those involving her 
enervated husband. Indeed, the visual is so 
important in this book that the descriptive 
writing has more emotional charge than 











The work of Julia Margaret Cameron (1815-79) is among the first of the 
Phaidon 55s, a beautiful series of pocketbooks (Phaidon Press; £4.95) with 
55 photographs each by the world’s most famous photographers 





the passages which give us access to t 
main characters’ minds. 

If the dialogue sometimes sounds a | 
tle modern, no matter. Julia Margaret Cai 
eron’s medieval vision was seen througt 
Victorian lens, and Ms Humphreys is, sin 
larly, right not to mimic the style of t 
19th-century novel. Very much a work 
art rather than of history, this beautifu 
written novel edges towards saying som 
thing profound about the relationships k 
tween art and life, men and women, tl 
powerful and the disempowered, witho 
ever becoming a simplistic parable. 





New fiction (2) 


Prairie passions 


THE LAST REPORT ON THE MIRACLES AT LI 
TLE No Horse. By Louise Erdrich. Harpe 
Collins; 362 pages; $26 and £25 


OUISE ERDRICH is the author of seve 
highly acclaimed novels, includir 
“Love Medicine” and “Tracks”, as well ; 
two collections of poetry. She is probab 
the most famous Native American writi 
alive; much of her fiction is set in North D: 
kota, where she grew up, and deals with a 
pects of Indian experience. 

Her new novel, “The Last Report on th 
Miracles at Little No Horse”, starts with 
splendid leap into the unfamiliar. It is 191 
Agnes DeWitt, a young Swabian nun livin 
on a barren reach of North Dakota, discos 
ers, on the convent piano, a sensuous lov 
for Chopin. Once out of the convent sh 
discovers a similar passion for sex, and th 
novel changes tone. She is kidnapped in 
bank robbery and her beau is killed whil 
trying to save her. A great flood the 
washes her into Indian country. Agne 
fetches up on a river bank beside th 
corpse of Father Damien Modeste, a pries 
drowned on his way to an Ojibwe missior 
She takes Father Damien’s cassock and hi 
name and, thus disguised, serves as pries 
and confessor to the Little No Horse res 
ervation until her (that is his?) death. Thi 
deception is, she maintains, “the most sin 
cere lie a person could ever tell”. The ston 
takes shape in letters to the Vatican unde 
the name of Father Damien, concernin; 
supposed miracles at Little No Horse. 

Ms Erdrich’s language is crystalline, anc 
there are wonderful passages on the doubli 
identity of Agnes and the priest, who ac 
knowledge each other only in private 
prayer. It is doubly disappointing, then 
that, once at Little No Horse, the story fall: 
flat. The parishioners’ feuding is so hard tc 
follow that readers may give up before the 
moving description of what proves to be 
Father Damien’s own moral trial. 

a 
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The ins and outs of Europe 


Openly or not, Europe will be a big issue in Britain’s election campaign. We 


examine five short books laying out arguments for and against 


EAN MONNET, a founder of the Euro- 

pean Union, often talked about British 

exceptionalism. The only way for fellow 
Europeans to deal with it, he would say 
with his characteristic tact, was to confront 
the British with facts so clear and compel- 
ling as to virtually dictate the European 
course to be followed. These five books aim 
to help people make up their own minds 
on how far “the facts” really do dictate the 
closer integration of Britain into the £u 
and, in particular, the abandonment of 
sterling for a fledgling common currency. 





THE Euro: SHOULD BRITAIN JOIN? By An- 
thony Browne. Icon Books; 126 pages; 
£3.99 

THE UK AND THE Euro. By Paul Templeton. 
John Wiley; 141 pages; £16.99 


S BETTER late than never the right an- 

swer once again with the euro? Anthony 
Browne reaches noclear conclusion. But he 
provides lucid, jargon-free summaries of 
the answers of the pro- and anti- camps to 
such commonly asked questions as: 
“Wouldn't it mean surrendering our sover- 
eignty?” and “Isn’t the British economy do- 
ing fine on its own, and won't it thrive out- 
side?” In presenting the opposing views, 
Mr Browne, an economics journalist, 
draws freely on the pamphlets of the two 
main lobby groups, Britain in Europe and 
Business for Sterling, a debt he acknowl- 
edges. He keeps his own views on the euro 
to himself but rejects the criticism of Brit- 
ain for fence-sitting. “That isn’t a reflection 
of British indecisiveness,” he says, “but of 
the little appreciated fact that in many 
ways the decision is far more difficult— 
and far more balanced—for Britain than it 
is for other European countries.” 

The chief difference between Mr 
Browne's book and Paul Templeton’s “The 
ux and the Euro” is price: Mr Templeton’s is 
more than four times dearer. His publish- 
ers, Wiley, say they will bring out a paper- 
back, but can’t say when. Mr Templeton, 
for all that, gives value. There are many 
charts and tables. His 15 chapters include 
brief (and briefer) histories of sterling and 
theeuro,a broad discussion of the pros and 
cons of joining, as well as a look at specific 
issues such as the existence of “right” ex- 
change rates, the operation of central 
banks, the eu’s tests for euro entry, the con- 
sequences of not joining and the pos- 
sibility, once in, of getting out. 


— 








THE EUROPEAN UNION: A VERY SHORT 
INTRODUCTION. By John Pinder. Oxford 
University Press; 220 pages; $8.95 and £5.99 


OHN PINDER also strives for even- 
handedness in “The European Union”. 
But as a professor at the College of Eu- 
rope and president of the European Union 
of Federalists, Mr Pinder is hardly neutral. 
The illustrations he has chosen give him 
away, especially a photograph of Bill Clin- 
ton and Jacques Delors with the equipol- 
lent caption, “Two presidents meet”. 
Committed as he is, Mr Pinder is never- 
theless scrupulous with the facts and his 





treatment of the arguments. His examina- 
tion of gu institutions and policies will re- 
vive memories some veterans of Britain’s 
1975 membership referendum would 
prefer to forget. Mercifully, sluicegate 
prices and guaranteed access for New Zea- 
land butter are no longer contentious is- 
sues, but such arcana as generalised prefer- 
ences, own-resources budgeting and 
structural funds still demand the detailed 
attention they receive from Mr Pinder. 





BRITAIN AND EUROPE: THE CHOICES WE 
FACE. Edited by Martin Rosenbaum. Oxford 
University Press; 310 pages; £8.99 


HIS book aims not for neutrality but 

for controversy, not tosay polemic. Just 
about everybody who is anybody in Brit- 
ain in the debate on Europe has contrib- 
uted an essay. They range from Euro- 
phobes such as Christopher Booker, John 
Redwood and Conrad Black to Europhiles 


BOOKS AND ARTS 


31010). 
Ne 


like John Pinder and John Gummer. Each 
author sounds off on a pet subject, includ- 
ing the single currency, culture and iden- 
tity, and the social agenda. 

The clash of so many firmly held and 
strongly argued opinions may well leave 
readers more dazed than enlightened. 
Nonetheless, a few of the essays stick in the 
mind. In “The diplomacy of the heart”, Mi- 
chael Elliott, a former editor of Newsweek 
International, asks the question, “Where 
do you telephone on Christmas day?” For 
the British, he says, the answer is not Eu- 
rope. Rather, he claims, they call Uncle 
Harry or Aunt Flo in San Diego or Sydney, 
or a son or daughter taking a gap year in 
Auckland or Oregon. Is this still true? Per- 
haps less than Mr Elliott imagines. But the 
question is a good one, underlining that 
Europe is not purely an economic issue. 

Lord Owen’s contribution is mea- 
sured—and thought-provoking: broadly in 
favour of a European Rapid Reaction Force 
but doubtful whether it can work. An es- 
say on the euro, “The political case for join- 
ing” by an ex-diplomat, Dame Pauline 
Neville-Jones, shows off that dry, analyti- 
cal intelligence for which the Foreign Of- 
fice is, or used to be, famous. 





BLAIR’s BRITAIN, ENGLAND’s EUROPE: A 
VIEW FROM IRELAND. Edited by Paul Gilles- 
pie. Institute of European Affairs; 326 pages; 
IR£15 and 19 euros 


HE final book provides a valuable 

non-British perspective. Its title is mak- 
ing a point. “Britain’s problem with Eu- 
rope”, says the book’s introduction, “is es- 
sentially an English one. Neither the Scots 
nor the Welsh suffer from the identity crisis 
manifest in the tortured relationship of the 
English with their fellow Europeans.” The 
contributors are Irish politicians, journal- 
ists,academics and industrialists who keep 
a weather eye on their large neighbour. As 
they see it, uncertainty about the outlook is 
caused not by Britain but by an England 
confronted simultaneously by pressure to 
devolve sovereignty to the Celtic nations 
and pressure to share it externally with 
other nation states in Europe. 

Against this background the authors 
explore various ways England’s crisis of 
identity might resolve itself. They are in no 
doubt which one they prefer: Labour wins 
re-election, Britain devolves, shares sover- 
eignty and takes a positive role in the lead- 
ership of Europe. Were Jean Monnet alive 
to see it, he would applaud this outcome— 
but it would not in the least surprise him. 
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OBITUARY 


Richard Schultes 








N AN account by Richard 

Schultes of his experiences 
among the Indians of southern 
Mexico he described a mush- 
room, previously unknown out- 
side the region, used to create hal- 
lucinations. The account was 
mainly academic in style; never- 
theless it excited a writer who 
went to the region and sampled 
the mushroom. His report was 
published in Life magazine in 1957 
under the title “Seeking the Magic 
Mushrooms”. Thus the “magic 
mushroom” came to the United 
States, to be promoted among 
others by Timothy Leary, one of 
the high priests of American drug 
culture of the 1960s, and still re- 
membered for his recipe for su- 
pine living, “Turn on, tune in, 
drop out”. 

Although Mr Schultes never 
expected his botanical discover- 
ies to affect, however indirectly, 
American social behaviour, he 
did not criticise Leary and his 
weird followers for their use of 
drugs. He merely expressed his 
disappointment that Leary had 
not spelt correctly the Latin 
names of plants from which their 
drugs were derived. 

But Mr Schultes was sad that 
the public attention given to their 
hallucinogenic effects distracted 
from the value of plants as a 
source of medicines. After his ad- 
venture in Mexico he spent many 
years among tribespeople along 
the Amazon river. He collected thousands of previously unre- 
corded plants and reckoned that some 2,000 had medical value. 
Many more, he believed, were waiting in the jungle to benefit hu- 
manity. He liked to talk about curare. For many years it had been 
known as a powerful, but short-term, poison on darts and arrows 
used by Amazonian natives. Mr Schultes traced the plants that cu- 
rare came from. They yielded a substance now used as a muscle re- 
laxantin surgery. 

He inevitably became concerned that the Amazonian jungle 
and its inhabitants were disappearing alarmingly quickly. Around 
100 tribes have become extinct in Brazil alone in the past few de- 
cades. As the tribespeople disappear, so does their knowledge. Mr 
Schultes saw it as his job “to salvage some of the native medico- 
botanical lore” before it was lost. Perhaps, he said, the cure for can- 
cer “may come from the witch-doctor’s knowledge of plants”. 


His orchid 

Richard Schultes's parents were immigrants from Germany. His 
father was a plumber in Boston. Young Richard won a scholarship 
to Harvard, the first member of his family to go to university. In 
1941 “as a young botanist, armed with a bright, new doctor’s de- 
gree”, as Mr Schultes described himself, he was sent by Harvard on 





Richard Evans Schultes, jungle botanist, 
died on April 10th, aged 86 


a trip to the Amazon to study me 
dicinal, narcotic and poisonous 
plants. On his first day in the jun: 
gle he found a previously unre- 
corded orchid. He sent it back tc 
Harvard where it was called Pa- 
chyphllum schultesii, the first of 
many plants attached to his 
name. He was due to return after a 
few months but stayed in Ama- 
zonia for 14 years. During the sec- 
ond world war he was told to re- 
main in the jungle to look for 
sources of natural rubber for the 
United States to replace Asian 
plantations lost to the Japanese. 

Mr Schultes sought to travel 
simply. His kit is a reproach to 
overloaded backpackers. He car- 
ried a single change of clothing, 
and little food: he ate the same as 
his native hosts. He did have a ca- 
noe, but it was light enough to 
carry unaided, and anyway the 
natives were usually happy to 
lend a hand. Heavy boots, he 
found, were usually unnecessary 
because jungle snakes generally 
struck at the neck. A pith helmet, 
though, he found indispensable 
in the rainforest. This made Mr 
Schultes resemble an explorer of 
the Victorian era, which in some 
ways he was. One of his heroes 
was Richard Spruce, a 19th-cen- 
tury British naturalist who also 
explored the Amazon region. 

Like the Victorians, Mr 
Schultes had an unquenchable 
curiosity that went beyond his 
speciality. He wrote about the use of hallucinogens in tribespeo- 
ple’s religious ceremonies. Shamans, medical men, under the 
influence of hallucinogens believed that they acquired super- 
natural powers enabling them tocure illness, locate lost articles, af- 
fect fertility and control the weather. Mr Schultes saw a connec- 
tion with stories of European witches who used potions that 
enabled them to fly. “Flying” was an experience claimed by some 
of Leary’s followers. Mr Schultes’s Christianity seems to have re- 
mained untouched, but he accepted that to Indians throughout 
the Americas some plants are sacred. One of his books is called 
“Where the Gods Reign”. 

Back from the Amazon with extraordinary tales to tell, Rich- 
ard Schultes remained at Harvard as a teacher until he retired in 
his 70s. Students remember his prowess with a blowpipe that he 
keptin his laboratory. Each year he returned to the Amazon tocol- 
lect more plants. He received numerous honours. A chunk of 
Amazonia preserved by the Colombian government is called Sec- 
tor Schultes. He edited a journal called Economic Botany, covering 
a science of which he was a pioneer. Mr Schultes remained a mod- 
est man. A reporter, awed by his reputation as the world’s top au- 
thority on ethnobotany, asked how he should be described. “Justa 
jungle botanist,” said Richard Schultes. 
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Templeton College | University of Oxford 








‘Words are but the signs of ideas’ 


Samuel Johnson 


World Views | Individual Focus 


Ideas have always been Oxford's currency. For generations, the 
University has inspired innovation through new ways of thinking, 
a different approach to the issues of the day. 


Templeton’s executive programmes are designed to open minds. 
The four-week Oxford Advanced Management Programme offers 
senior executives a breadth and focus unique among management 
development programmes. The Oxford Strategic Leadership 
Programme considers the nature of leadership and challenges you 
to examine how you lead. The Oxford Senior Executive Finance 
Programme focuses on the drivers of financial performance and 
equips you with an understanding of the elements of your business 
which create value. 


The programmes are fully residential and the College's self-contained 
environment — Templeton is set in its own wooded parkland — 
offers an ideal location for learning and reflection away 

from distractions. 


An innovative faculty, discussion with global thought leaders and 
some of the world’s most international and high calibre programme 
participants together generate cutting-edge ideas — and new 
understanding of the way business works. Elements such as poetry, 
jazz and conversation are used to provoke personal insights. 
You will leave with an enhanced view of the global picture — 
and your own place in it. 





For further information, please visit 
www.templeton.ox.ac.uk/executive, 
or return the coupon below: 


Dorothy Cooke 

Templeton College, University of Oxford 
Oxford OX1 5NY, England 

Tel +44 (0)1865 422734 

Fax +44 (0)1865 422501 

Email enquiries@templeton.oxford.ac.uk 


Please send details of (tick box) 
[C] The Oxford Advanced Management Programme 
[C] The Oxford Strategic Leadership Programme 


[C] The Oxford Senior Executive Finance Programme 
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Templeton College| University of Oxford 
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MSc Banking and International Finance 
MSc Finance, Economics and Econometrics 


Are you aiming to establish a career in investment banking, securities 
trading, commercial banking or international finance? These MSc 
degrees have been specifically designed, in collaboration with 
practitioners, to provide the intellectual and technical foundation you 
will need to achieve your ambitions. Our MSc in Banking and 
International Finance offers a broad coverage of analytical techniques 
applied in today's banking and financial markets. The MSc in 
Finance, Economics and Econometrics provides a rigorous exposure 
to modern techniques in quantitative analysis and economics 
relevant to the analysis of financial markets. 


Whilst each course has its own focus they also have common 
components offering a wide range of possible specialisations ranging 
from advanced derivatives through IT in banking to emerging markets. 





We are located in the heart of the City of London and both courses are 
taught by academic staff of international renown with wide experience 
as well as contributions from established practitioners in the City. 


Scholarships available for well qualified applicants. 
For additional information and an application package: 


+44 (0)20 7040 8611 


E-mail: c.o.abdul-obitayo@city.ac.uk 
www.business.city.ac.uk/postgrad/mscbif.html 
Information Session: 17 May 2001 from 6.15pm 





AT 


THE 


City University 
Business School 
London 


The University for business and the professions 








CENTER 
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School of ALL 


Business 
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Master of 
Fj Science in 


mance 


THE MSF PROGRAM 


Builds upon prior degree in business, economics, 
law, or other quantitative disciplines. 


Provides advanced education in financial theory 
and management. 


Emphasizes applied research and modeling, as well as 
the international and regulatory dimensions of finance. 


Holds classes on Thursday and Friday evenings and 


on Saturdays to accommodate working professionals. 


Can be completed in one year full time 
or two years part time. 


Facilitates the development of a network of 
professional colleagues from a cross-section of 
prominent organizations. 








AN INTENSIVE 
PROGRAM FOR 
INDIVIDUALS WITH 
A CAREER Focus 
IN FINANCE 


Contact us today 
for more information, 


(202) 994-1576 
msfinan@gwu.edu 
www.gwu.edu/~msf 
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re Study in three different i 
2 European countries, free Kerib 
choice of locations 


UNIVERSITY OF 


STIRLING A joint programme, offered by: 


University of Groningen, The Netherlands 
University of Stirling, Scotland, UK 
CERAM Graduate School of Management 
& Technology, Sophia Antipolis, France 


Master of Science in 


International Business 


A truly international academic programme 











If you're a graduate with at least three years 
business experience but would much rather 
be working in the net economy, SDA Bocconi 
has some excellent news for you. A limited 
number of scholarships are available for 
a European Master in Internet Business, a 
one-year course designed to create managers 
with the specific skills e-world demands 
But that’s not all: once you've gained your 
Masters, you'll have the opportunity to get an 
© management job with one of the major partner 
companies. The course is held in Milan, entirely 
in English, and includes both simulation 
methods and three months working in the field 
Find out more at www,sdabocconi.it 


E-mail: MINB@sdabocconi. it or call 02.5836.3125 


M.IN.B 


Master in Internet Business 


@s| SDA BOCCONI] 


Scuola di Direzione Aziendale 


One programme, 
two continents, 
three top universities, 


"SFM 
four terms 


A joint programme, offered by: 
University of Groningen, The Netherlands 
Uppsala University, Sweden 
University of Florida, U.S.A. 


UPPSALA UNIVERSITY 


Master of Science in 
International Financial Management 


A unique intercontinental programme 


For more information, 
please contact 


MSc Office 

Faculty of Management 
and Organization 
University of Groningen 
P.O. Box 800 

Landieven 5 

9700 AV Groningen 
The Netherlands 


Tel ++ 31 50 363 7343 
Fax ++ 31 50 363 2341 
e-Mail: ibp@bdk.rug.nl 
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This one year, full-time programme offers a 
foundation programme in International 
Business, free choice of specialization 

(e.g. International Marketing, International 
Management, International Finance) and a 
dissertation project with the possibility of 
doing an internship, The programme starts 
every year in September. 


Admission requirements 

You need a good Bachelor degree (e.g. BSc 
or BA) in Business, Economics or a related 
subject, and fluency in English. Students with 
a non-business background will need to 
complete a pre-programme in August. 





This 16-month, full-time programme offers 
an in-depth study in the field of interna- 
tional financial management, leading to a 
Master of Science degree. It is a joint effort 
of three highly respected universities and 
students will study at each of them. The 
programme starts every year in September 
and is taught entirely in English 


Admission requirements 

You need a good Bachelor degree (e.g. BSc 
or BA) with Economics or Management 
(Business Administration) as main field of 
study, with some background in finance. 
You also need to be fluent in English. 


http:/www.masterprogramme.nl 


For more information, 
please contact 


MSc Office 

Mr. Rieks Bos 

Course Manager MSc (IFM) 
Faculty of Management 
and Organization 
University of Groningen 
P.O. Box 800/Landleven 5 
9700 AV Groningen 

The Netherlands 


Tel ++ 31 50 363 4305 
Fax ++ 31 50 363 2341 
E-mail: ibp@bdk.rug.n! 
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COURSES 





Expand Your Horizons 
in U.S. Law and Business 
in Chicago 


Northwestern University School of Law 


An intensive interdisciplinary program in U.S. law and business 
taught by leading practitioners and faculty of the Law School 
and the Kellogg Graduate School of Management 


Third Annual Summer Institute in 
Corporate Law and Business 


SESSION I SESSION II 
JULY 9-13, 2001 JULY 16-20, 2001 


Corporate Law, Mergers 
Securities Regulation, & Acquisitions 
and Corporate Finance 


SESSION III 
JULY 23-27, 2001 
Creating Value in the New Economy: 
Strategic Alliances, Joint Ventures, and E-Commerce Strategies 


Info: Northwestern University School of Law 
Executive and Professional Education 
357 East Chicago Avenue, Chicago, Illinois, 60611-3069, U.S.A. 
Tel: 312/503-0192 + Pax: 312/503-2930 
Web site: www.law.northwestern.edu/lawexec 
E-mail: s-futterman@law.northwestern.edu 


DINBURGH 
BUSINESS RETI 


HERIOT-WATT UNIVERSITY 


VNE 


proven 


Contact quoting HECo1: tel. +44 (0)1704 508 301, or 
e-mail: hwattmba@ftknowledge.com 


www.hwmba.edu 
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Sciences Po Paris 
European Union Today and Tomorrow 
Summer Program in English 


è June 11 - July 28, 2001 
Intensive multidisciplinary program on Europe 


e For college graduates and graduate students 
in Business, Political Science, Engineering or Law 


è Distinguished international faculty at Sciences Po 
founded in 1871 


© Paid internships or long term employment 
opportunities with sponsoring companies 


e Urban campus in the heart of Paris 


Applications available at www.europaris.edu 
E-mail at eusp@sciences-po.fr (reference / econ2001) 


$$ 


Sciences Po - EU/SP 
27 rue Saint-Guillaume * 75007 Paris France 
Tel. (33.1) 45 49 50 67 © fax (33.1) 45 49 51 42 





LL.M./Masters 


in INTERNATIONAL and 
OFFSHORE TAX PLANNING 


INTERNET DELIVERED 


ONLINE delivery - Study anytime, anywhere. 
Prestigious Masters in Intemational Taxation (M.I.T) for non-lawyers, 
E-Commerce - Tax Planning speciality. 


St. Thomas is accredited by the Commission on Schools of the 
Southern Association of Colleges and Schools. 


American Bar Association acquiesced programme. 





Course Modules include: 

* Principles of International Taxation * Tax Treaties 
* Offshore Financial Centres * Anti-avoidance 

* Trusts and other entities * Transfer Pricing 

* International Tax Planning * E-Commerce Taxation 
* Global Estate Planning & Asset Protection 


A ioe 
A St. Thomas University 


School of Law - Miami, Florida 
For more information please contact: 
HONG KONG UNITED KINGDOM USA 
Michael Foggo Simon Denton Coleman Foster 
Tel: +852 2542 1177 Tel: +44 (0)20 7479 7070 Tel: +1 (877) 301 4736 
Fax: +852 2545 0550 Fax: +44 (0)20 7439 4436 Fax: +1 (305) 474 246) 
hk@SovereignGroup.com  uk@SovereignGroup.com _cfoster@SovereignGroup.com 


www.stu.edu/tax 
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Macroeconomic Policy 


INTERNATIONAL MBA PROGRAM in FINLAND Global Finance 
since 1983 
www.hkkk.fi/mbafi 



















information Technology nel. M-Commerce) & Finance Management 
infamational Faculty, Multicultural Exposure, High-Tech Business Environment 


Programs designed for executives, analysts, and policy makers 
» Excellent network of Alumni & Corporate Recruiters 


in both the private and public sectors who are involved with 


MBA Business Project (hence on experience with companies) macroeconomics and financial sector issues. 


Accredited by Association of MBAs, London 





Macroeconomic Policy and Management 
June 25-July 20, 2001 


FULL TIME MBA PROGRAM 

* One-yeor intensive program on campus + optional Study Abroad. 

« Two-week modules, classes meet 5 days/week 

* Program starting September & January. Orientation Session 2 weeks prior 


The Global Financial System: Structure, Crises, and Reform 


PART-TIME MBA PROGRAM July 23-August 3, 2001 


* Can be completed in two years 

* Two-week modules, classes meet 3 evenings/week & Saturdays 
* Program starting January. Orientation Session 2 weeks prior For more information about these programs and others, please contact: 
Enrollment Services 

Tel: (617) 496-0484, ext. 212 

Fax: (617) 495-3090 

Email: KSG_ExecEd@Harvard.edu 


Internet: http://www.execprog.org 


Applications review all year round 
Please, visit us at the MBA Fairs: 

May 14th: Directors institute, 116 Pail Mall, London SWI 
October/Navernber GMAC & MBA Worid Tour Fairs 
@oww.gmac.com, www topcareers.net 
New York, Washington DC, Tokyo, Seoul, Frankfurt, Munich, Paris, Madrid, Moscow 


Helsinki School of Economics and Business 

Administration MBA Program B 
Runeberginkatu 14-16, 00 100 Helsinki, Finland 

Tel. +358 9 43138 631, +358 9 43138 642 

Fax +358 9 43138 613. e-mol: mbofi@hikk.f 


THE NEW SCHOOL 
VS. OLD SCHOOL 


Introducing a problem-solving, 
hands-on, in-class and in-the-field 
International Affairs Graduate Program 
unlike any that’s 

ever been offered before. 


HARVARD UNIVERSITY 
JOHN F. KENNEDY SCHOOL OF GOVERNMENT 





Anywhere. 


piia? months) providing han 
ompany or European -Chinese 


e now calling for a inge 

1 Sep ptember 2001 in oa "oh ication deadline is May 

Pi sae or European Co- 
edure: 


Join us at our Open House on 
Thursday, May 17, 2001, 6 PM 


For information about our MA and MS degree 
programs call 212-229-5630 (ext.768) or 
visit our website at www.nsu.newschool.edu 


hamicfi 
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( Recognized as ane of the world's most flexible 
$ WWW. r US more, u Distance- Leaming MBA/Masters- or DBA/PH.D. 
) po ams; No bachelors degree required for the 
Learn how te wa Professional S. j; M: y : B. or Master's for DBA) if you have significant work 
Consaliant (CPC) in your own field, Write for free e : experience. No time limits, minimum or maximum, ME 
catalogue. “NO COST eliana Sie resume. usually takes one year, DBA two, Transfer students 















The Consultants Institute 6400 UPTOWN BLVD NE + SUITE 398-W j : welcome, You will not have to study material you 
Dept EG, ANGGE Dept.34 + ALBUG., NM 87716-USA alteady know or do not need. No exams, instead yo: 
Princes Williami Street, p 34 @centuryuniversity-edu write papers. Leam from successful business 
AER g, $ 5 


leaders/authors (many are millionaires), Facul uty 
: members wanted, Rushmore University, 1-800-662- 
insiinte. com z 7622, ec@rushmote.edu, wwwdistancembacom 





wwerw.consilta 














Teaching French to adults for 32 years 


INSTITUT DE FRANCAIS 


Overlooking the Riviera’s most beautiful bay 
A UNIQUE TOTAL IMMERSION PROGRAM 
8 /: hrs a day with 2 meals. 8 levels : Beg. I to Adv. H 
ACCOMMODATION IN PRIVATE APARTMENTS 
Next 2-4 week course starts June 4, July 2 and ali year 
05230 Villefranche/Mer EES, France, Tel.: (33) 493 0i 88 44 Fax: (33) 493 76 92 17 
, www.institutdefrancais.com 











The Executive MBA 


* educates managers from all over the world 
* taught in 8 intensive modules each lasting for 7 days 
* or by evening study 

















"HE UNIVERSITY tg pee Taso, al Tse enh 
OF BIRMINGHAM * Birmingham faculty teach in the UK and Singapore 
‘Developing global competence 
for a changing world’ y 
TI { E Full time MBA programmes: B 
; Een MBA International Business A 
BIRMINGHAM MBA International Banking and Finance lae 
BUSINESS The European MBA with ESC Montpellier 
L EL Uk = 
TENTEN HTTP://www.bham.ac.uk/business Email: MBA@bham.ac.uk 
SCHOOL Tel: 44 (0)121 414 6693 Fax: 44 (0)121 414 3553 








ADULTS, EARN YOUR “Intensive 12-Month M.5. in 
DEGREE AT HOME IN COMPUTATIONAL 
B-M-Ph.D 


JUST ONE YEAR! FINANCE 
WASHINGTON INTERNATIONAL UNIVERSITY i p 2001! 
In most fields. Student Comm. Ctr. 144 apply now for Fail 2001! 
ivy Lane, King of Prussia, PA 19406 - www.cse.ogi.edu/CompFin/ 
USA, FAX: 610 205 0960, 
E-MAIL: admissions @ washint.edu Be SRADUATE INSTITUTI 


; A OREGON 
WERSIE: waw washintedu fa OF SCIENCE AND TECHNOLOGY 
It’s not the letters after your name, 
it’s the name after your letters. 























IMPERIAL COLLEGE AT WYE 
External Programme 


Daiman patra aa a aare aanne 


UNIVERSITY OF LONDON 


DISTANCE LEARNING 


MSc, Postgraduate Diploma and Individual 
courses available worldwide in: 




















* Environment * Applied Economics 
* Biodiversity * Agribusiness and 
* Sustainable Agriculture Food Management 
* Rural Change 









Our name matters, your location needn't with the 
Warwick MBA available worldwide by 
Distance Learning. 







Individual courses from these programmes can be taken 
under the Occasional Student Scheme 


For a full programme guide contact us today 
External Programme imperial College at Wye 
University of London Ashford Kent TN25 5AH UK 
Tel: +44 (0)207 594 2680 Fax: +44 (0)1233 812138 
Email: epadmin@ic.ac.uk Web: www.wye.ac.uk/EP 
Enhancing access to continuing education worldwide 


























Tel:+44 (0)24 7652 4100 
Fax:+-44 (0)24 7652 4411 
Email: dimbainf@wbs.warwick.ac.uk 
http://dimba.wbs.warwick.ac.uk 









WARWICK 


BUSINESS SCHOOL 
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APPOINTMENTS 





Fachhochschule Reutlingen 


PK Hochschule fiir 
FR Technik und Wirtschaft 


‘Im Fachbereich European School of Business (ESB) ist ein Lehr- 
“stuhl für einen/eine 


Professor/in 
(Besoidungsgruppe C 2) 


zum 01.03.2001 fur das Lehrgebiet 


Wirtschaftsinformatik 


i zu besetzen. Das ESB Reutlingen ist eine der führenden, öffentlichen 
_ Business Schools in Deutschland und gleichzeitig Teil einer inter- 
v nationalen. multi-campus Netzwerkuniversitat. Die Ausbildung im 
Undergraduate- und Postgraduate-Bereich erfolgt in enger Koopera- 
~tion zwischen Professoren, Studierenden und der Industrie an min- 
destens zwei Standorten dieses Verbundes. Zielsetzung der Ausbil- 
dung ist die Vermittlung exzellenter Kenntnisse im betriebswirtschaft- 
lichen Bereich sowie die Entwicklung multikultureller Sozialkompetenz. 
Von dem/der Stelleninhaber/in wird erwartet, dass er/sie die Gebiete 
Business Engineering, Anwendungsentwicklung bzw. Customizing/Ein- 
führung von betriebswirtschaftlicher Standardsoftware - auch unter 
Berücksichtigung neuerer Entwicklungen im e-Business Bereich - 
in Theorie und Praxis vertreten kann. 

Aufgabe des/der Stelleninhabers/-in ist es, Studierenden der Betriebs- 
wirtschaftslehre die Entwicklung und Einführung von aktuellen Pro- 
blemlésungen im IT-Bereich zu vermitteln. 


Berufungsvoraussetzungen: 

+ Abgeschlossenes Hochschulstudium 

+ Pädagogische Eignung 

* Besondere Befähigung zu wissenschaftlicher Arbeit 
(in der Regel nachgewiesen durch Promotion) 

* Mindestens 5-jahrige berufliche Praxis nach dem Hochschulab- 
schluss, davon mindestens 3 Jahre außerhalb des Hochschulbe- 
reichs 

« Bereitschaft und Fähigkeit, auch in englischer Sprache zu lehren 

* Bereitschaft zur Mitwirkung in der Selbstverwaltung. 


Die Berufung erfolgt zunächst in einem zeitlich befristeten Beamtenver- 

hältnis. Bei nachgewiesener Eignung und Erfüllung der Voraus- 

setzungen erfolgt in der Regel nach 3 Jahren die Ubernahme in das 

Beamtenverhdltnis auf Lebenszeit. Die Bewerber/innen sollten das 

45, Lebensjahr noch nicht vollendet haben. 

|.Die Hochschule strebt eine Erhöhung des Anteils von Frauen bei 
dem wissenschaftlichen Personal an und fordert deshalb qualifizierte 

Frauen auf, sich zu bewerben. 

Schwerbehinderte werden bei gleicher Eignung bevorzugt. 


Bewerbungen mit handgeschriebenem Lebenslauf, Lichtbild, beglau- 
bigten Zeugniskopien, vollständiger Verdffentlichungsliste und Dar- 
stellung der beruflichen Tätigkeiten werden bis 08.06.2001 erbeten 
an das Rektoramt der Fachhochschule Reutlingen - Hochschule 
für Technik und Wirtschaft, Alteburgstrafe 150, D-72762 Reutlingen, 
Telefon: 07121/271 454. 


COURSES 




















University 
of Surrey 


SeMS ~ the widest choice of MBA study mode: 
including Virtual (with no attendance requirement). 
Offering unparalleled quality, outstanding teaching, a wortd- 
class research base and a thriving postgraduate community. 





. FREE TOSHIBA LAPTOP 
with all SeMs’ 
: Masters programmes 


Weak) TA eee EER ran sand 


THE UNIVERSITY OF HONG KONG 


The University of Hong Kong is a leading international 
comprehensive research university in the Asia-Pacific region, with 
more than 100 teaching departments and sub-divisions of studies and 
learning, and more than 60 research institutes and centres. There is 
currently an enrolment of more than 17,000 students (6,500 at 
postgraduate level). Research students are from more than 
48 countries. The medium of instruction is English. The University is 
committed to its vision of globalisation, together with excellence in 
scholarship and research. 


Research Assistant Professor in Health 
Economics and Health Policy 


Applications are invited for appointment as Research Assistant 
Professor in Health Economics and Health Policy in the Medical 
and Health Research Network and the Department of Community 
Medicine (Ref: RF-2000/2001-311), tenable from as soon as possible, 
The appointment will initially be made on a three-year fixed-term 
basis, with a possibility of renewal, 


The Medical and Health Research Network is a university-wide 
multidisciplinary think tank dedicated to the study of health policy 
and related issues. The Department of Community Medicine is an 
internationally recognised centre of excellence in epidemiology, 
public health research and scholarship. Its major focus areas include 
tobacco control, environmental health, maternal and child health, 
behavioural! sciences, health economics and health policy analysis. 


The appointee will be expected to contribute to the following existing 
research areas: valuation of health, health care and the factors which 
influence health (using contingent valuation techniques); financing 
of long term care; evaluation of changes in methods of financing and 
delivering health care; modelling of demand for health care; and to 
develop his/her own research in the fields of health economics and its 
application to health policy. 


Applicants should have a PhD degree (or be expecting an award of 
a PhD soon), preferably in a subject area relevant to the above 
research topics; and should have published, or be about to publish, 
papers in academic journals. Applicants with a first degree or a 
master's degree in economics or health economics or in health care 
policy with a substantial amount of economics will have a definite 
advantage. Those who are qualified in economics but have no 
experience in the health care field will also be considered if they 
are interested in developing their expertise in health economics. 


The appointment will normally be made on the first point of the 
four-point scale: HK$516,720 - HK$628,860 per annum (approx. 
£46,084 - £56,085; Sterling equivalents as at 24 April 2001). 


At current rates, salaries tax will not exceed 15% of gross income. 
The appointment carries leave, medical and dental benefits, and an 
allowance for children’s education in Hong Kong. A (taxable) 
financial subsidy fixed at HK$7,000 per month (approx. £624) 
towards rented accommodation, subject to the Prevention of 
Double Housing Benefits Rules, may be offered. 


Further particulars and application forms can be obtained at 
http://www. hku-hk/apptunit/; or from the Appointments Unit 
(Senior), Registry, The University of Hong Kong, Hong Kong 
(Fax (852) 2540 6735 or 2559 2058; E-mail: apptunit@reg.hku.hk). 
Further enquiries about the post should be addressed to 
Dr Sarah McGhee (Tel: (852) 2819 9193; E-mail: 
smmeghee@hkuce.hku.hk); or Dr Gabriel Leung (Tel:(852) 2819 
9209. E-mail: gmleung@hku.hk); Department of Community 
Medicine, The University of Hong Kong. Closes 18 May 2001. 


The University is an equal opportunity employer and 
enjoys a smoke-free environment 
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Successful Sentar International Executive Available x pe 
i Ae Ualversity 
aculty of Law 
Mc Gill Institute of Air and Space Law 
DIRECTOR INSTITUTE OF AIR AND SPACE 
LAW AND TOMLINSON CHAIR IN GLOBAL 
GOVERNANCE IN AIR AND SPACE LAW. 
Applicants for the position should write by June 1, 2001, attaching a 
curriculum vitae and the names and addresses of three referees to : 
Dean Peter Leuprecht, coeur of Law, 3644 Peel St, 
Montreal, Qc, Canada, H3A 1W9. 
Fax: 514-398-4659 / leuprecht@falaw.lan.mcgill.ca 
A full oe of the position is to be found f the IASL website 


ttp:/ /www.iaslmegill.ca 
McGill University is committed to Employment Equity. 












A’senior executive with comprehensive international experience and a proven record 
of success, operating at the CEO and GM level, whose most recent experience has 
been five years in the People’s Republic of China as CEO of a major pharmaceutical 
joint venture. Recruited to turn around the company’s China business suffering heavy 
financial losses, severe difficulties in every department, and facilities in very poor 
condition. 


In several years I successfully turned this company into a highly respected, 
professionally staffed, efficient, and profitable operation with a bright future. 
Facilities and systems are now state of the art, meeting local and international GMP 
standards. 






























In achieving the above I received numerous awards from local, provincial and central 
Chinese governments for outstanding business accomplishment. Have also been a 
frequently invited speaker on the art of joint venturing in unstructured environments. 
I am now seeking a new challenging senior level position, preferably in China, but 
will consider other interesting challenges. 


If I may be of service to your company, please contact me directly on 610-353-2944, 
or write to: 









GM Denty, 
188 Cranbourne Dr. 
Broomall, 
Pennsylvania 19008, USA. 













The AFRICAN DEVELOPMENT BANK is the premier pan-African development finance institution established in 1964 to foster economic growth 
and social progress in Africa. The Bank is owned by 77 member states in Africa, Europe, Asia and the Americas. It is based in Abidjan, Côte d'Ivoire, 
West Africa. 


Nationals of member countries are invited to apply for the following positions. 













PRINCIPAL INVESTMENT ECONOMIST - PRIVATE SECTOR DEPARTMENT 
TECHNICAL SUPPORT SERVICES DIVISION (VN ADB/01/039) 


Under the supervision of the Division Manager, the incumbent will: contribute to the development, formulation and enhancement of the ADB private sector strategy; prepare and/or coordina 
the preparation of strategies, policies, procedures and processes for private sector operations; lead, undertake and/or and/or contribute to the preparation of economic and sector studies ¢ 


government bodies concerned with the promotion of the private secto 
Economics or related fields. At least 6 years practical experience in the Bank or in a similar institution. Stron 
ly competent in the use of standard software applications, ability to communicate and write effectively in Frene 








INFRASTRUCTURE AND PRIVATISATION DIVISION (VN.ADB/01/040) 


Under the supervision of the Division Manager, the incumbent will; prepare and/or contribute to the preparation of strategic plans and programmes in the area of private financing « 
infrastructure, generate or contribute to the generation of a healthy pipeline of private infrastructure projects and programmes which could be considered for assistance by the Bank; lead « 
participate in business development missions and identify projects for possible financing; evaluate project proposals and assess their feasibility for financial assistance and/or technical suppo. 
by the Bank; participate and assist project teams; plan, conduct or lead appraisal and fact-finding missions ‘to evaluate potential private infrastructure projects; prepare or coordinate th 
preparation of appraisal reports and investment proposals; conduct negotiations of preliminary terms and conditions with project sponsors and co financiers; process disbursements for approve 
projects sponsors comply with all contractual obligations; plan and carry out the supervision of approved projects to ensure that they are being implemented according to design; this involve 
reviewing progress reports, conducting supervision missions, preparing project supervision reports and recommending appropriate measures to deal with problem projects; prepare periodi 
reports on investee companies; represent the Bank in international seminars/conferences/workshops dealing with private financing of infrastructure; liaise with all parties involved wit 
engineering firms, suppliers, investment banks, DFIs, infrastructure regulators in Regional Member Countries (RMCs) as well as relevant departments within the Bank to build an effectiv 
network for infrastructure financing; prepare and/or contribute to the preparation of briefs and various reports on private financing of infrastructure. Qualifications; At least a pos 
graduate/Master's degree in Finance and Business Administration and/or related fields; at least 6 years of practical experience in project finance. Experience in private financing o 
infrastructure. would be an advantage; highly competent in the use of standard software applications; ability to communicate effectively in French and/or English, with good knowledge of th 
her language. 

















Under the supervision of the Head of Unit, the incumbent will; develop and maintain country risk databases and assessment models; develop methodologies for risk assessment; collaborat 
with system specialists in database and model implementation, design databases including the preparation of user specification and prepare documentation for future database. users; asses 
country risks of Bank's loan portfolio; analyze trends in the Bank’s country exposure and risk indicators, loan repayment arrears and collectibility risk of regional member countries; prepar 
an annual report for Management on changes in risk profile of portfolio and recommend changes to loan loss provisioning; formulate policies, guidelines and practices for the assessment an 
management of loan portfolio risks, loan products and the financial policies: review the indicative lending program for the ADB countries; analyze loan portfolio implications of propose: 
lending program and collaborate with colleagues in the preparation of Country Risk Notes; prepare statistical macro-economic and debt data; review initial drafts and suggest modification 
and provide support at the presentation of notes to the management committee. Qualifications: At least a post graduate/Master's degree in Economics/Finance and/or related fields; at least. 
years of relevant experience in the Bank or in a similar institution; competence in the use of standard software applications; ability to communicate and write effectively in French and/o 








General requirements: At least a post graduate degree: Ability to communicate and write effectively in English and/or french with good working knowledge of the other language 
Familiarity with moder software applications. The Bank offers an internationally competitive salary and attractive benefits package. Applications with complete curriculum vitae (pleas: 
indicate date of birth and nationality) in French or English must be sent by 25 May 2001 to the address indicated below. Women are encouraged to apply. Due to the large number o 
applications expected only shortlisted candidates will be acknowledged. 
Division Manager 
Recruitment and Staff Development Division 
African Development: Bank 
01 B.P. 1387 ABIDJAN 01 - COTE D’IVORE 
FAX: (225) 20.49.43 ADB Homepage: http://www.afdb.org - E-mail: recruit @afdb.org 
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\PPOINTMENTS 





Statistical Research 
Global Hedge Fund Manager, London 


Fast growing, entrepreneurial financial markets 
trading company seeks top quality statisticians to 
join its research team. 


Candidates should have post graduate statistical 
qualifications and a demonstrable record of 
employing practical statistical methods to explore 
real world data. Knowledge or experience of 
financial markets would be useful but not essential 
for fast learners. This is an opportunity to join a 
unique and innovative company and to carry out 
challenging and interesting work of direct and 
practical relevance to the company’s commercial 
activities. It would be ideal for candidates of strong 
intellect who wish to pursue a research career in 
statistics but achieve the rewards of success in a 
dynamic commercial environment. 


Salary is dependent on candidate (£35 — 60k) + 
BUPA + Bonus Potential 


Send CV and letter outlining reasons for 
applying to Petra de Souza Thomson, via email 


at: pdst@another.com 








USAID/Cairo Position for 
‘ae Workforce Development Technical Specialist 


The United States Agency for International Development. seeks qualified 

applicants, U.S. citizens or permanent residents, for a two-year renewable 

contract as a Technical Advisor in Workforce Development. The Advisor's 

primary responsibility will be to assist the USAID/Cairo Workforce 

Development team to launch and implement human resource development 
interventions designed to enhance the global competitiveness of Egypt. 

Special emphasis will be given to management and information technology 
sin high growth sectors. 


Qualifications sought: 

1) An MBA or advanced degree in a related field (e.g. economics, 
business administration, education, or related fields). 

2) Proven analytical research skills, writing excellence. and ability to 
meet tight deadlines. 

3) Excellent management skills, including ability to lead and negotiate 
in meetings and to work effectively in a cross-cultural environment, in 
both the public and private sectors. 

4) Experience in working with teams to design and implement projects. 

5) At least seven years of professional experience in organizing, designing 
and implementing workforce development programs. 

6) Prior work experience in developing countries, with preference given 
to previous experience in Egypt or other Arabic-speaking nation. 

7) Knowledge of Arabic is not required but desired. 


Submit letter of interest and a complete CV, including previous work 
experience, salary history and professional references with contact 
telephone numbers to: Cynthia Judge, Contracting Officer, USAID, Unit 
64902, APO AE 09839-4902, no later than June 4°, 2001. Courier address: 
USAID Building, Laselky St. New Maadi, Cairo, Egypt 11435. Faxed 
applications are accepted. Fax to +2-02-516-4739 in Cairo, Egypt. AH 
qualifications above should be directly addressed in the submitted material. 
A. complete deseription of this position including medical and security 
‘¢learance requirements is available on the USAID website at 


fife: //weww.usald gov/procurement_bus_ opn/ptocurement/pse_solielt. 
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ECONOMIST 
Market Intelligence Unit 






The Market Intelligence Unit in the Lord Chancellor’s Department 
(LCD) is seeking to recruit an Economist. The Unit was recently 
established to provide economic intelligence, advice and analysis on 
the legal services market. As part of a small, newly created team, 
you will have a unique opportunity to influence the direction of this 
venture and to shape policy and decision-making at all levels. The 
post would suit a highly motivated and self-confident strategic 
thinker, with a commitment to applying economics to determine 
policy and the role of government in the market. 


The job involves senior contact both within LCD and the legal 
services sector. You will be involved in a wide range of activities 
within the unit, many with lead responsibility. 





Key activities: 

* Economic analysis of domestic and international policy in the 
legal sector 

* Economic advice to senior members of LCD on pertinent 
market-related issues 

+ Maintaining a regular dialogue with the sector 





You will have: 

+ A good degree in economics or quantitative subject and 
excellent analytical skills 

* Good oral and written communication skills 

* Intellectual curiosity and rigour, including in such questions as 
how the State can best intervene in the market to encourage 
efficiency and competitiveness 

* Enthusiasm for proactively innovating policy formulation 

At least two years’ work experience is desirable. 


The salary for the post is highly competitive and will depend on the 
qualifications and experience of the candidate. Please submit your 
application, including a detailed CV to: The Selection Team, 
Room 842, Lord Chancellor’s Department, Selborne House, 
54-60 Victoria Street, London SWIE 6QW or e-mail: 
ray.morrison@Icdhq.gsi.gov.uk, quoting reference 56/01. 

Closing date for applications: 31st May 2001. 














LCD welcomes applications from eligible people De ( 
regardless of disability, gender, marital status, race, EVNA TON 
religious affiliation or sexual orientation. saa 


JOB HUNTING INTERNAT 


Executive $75K-500K-+. Career searching into, within or out of 
Asia / Europe / M-East / U.S.? Contact for Free Info & Critique 


www.careerpath.co.uk 
Fax: Email; 
USA/Canada +1 202 4781698  cpameric eerpath.co.uk 
Europe +44 20 75048280 cpeurope@ecareerpath.co.uk 
Asia / M. East / Aus +66 2 2674688 cpasi kk. loxinfo.co.th 
























The creme always rises to the top, so 
why shouldn’t you? 


Looking for the way to achieve that higher level of income? If you're an 
international senior executive, over 40 and currently earning $100K+ per 
year, we can assist you in attaining your goals. Resume Broadcast 
International, will manage your career search with the personal contact 
necessary for success. Our commitment is not just 40 hours per week, but 
24 hours a day, 365 days a year. Contact us at Tel: (619) 224-9257, Fax: 
{619} 224-9268 or Email: 102224.3306 @compuserve.com and open the 
doors to opportunity today. 


Broadcast t 


Resume Broadcast international 
P.O. Box 6930, San Diego, California 92166, USA. 
Tel: 619 224 9257, Fax: 619 224 9268 
Email: 102224.3306 @compuserve.com 
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INVESTMENT 


www.raiffeiseninvestment.at 


Opportunities 
in CEE 


Raiffeisen Investment AG (RIAG), the investment and corporate finance advisory 
arm of the Austrian Raiffeisen Banking Group, is the leading privatisation and M&A 
advisor in Central & Eastern Europe (more than 120 privatisation transactions over the 
last five years) as well as a provider of technical assistance for donor funded projects. 
We seek highly qualified candidates for short and long-term consulting assignments for 
our expanding businesses in CEE & CIS countries for the following activities: 





+ MBA, Privatisation and Restructuring (corporate finance, structuring and 
arranging mergers & acquisitions, capital markets) 

» Financial Analysis (valuation, business plans, feasibility studies, financial 
modelling) 

+ SME Development / Investment Promotion / Regional Development 
(technical assistance, restructuring & institution building, promotion and 
implementation of support schemes / fund management) 

* Commercial Banking (credit, loan workout, management of distressed assets, 
treasury, audit, general management, markets, IT systems, institution building, 
banking supervision) 

+ . Legal Services related to the above activities 

* Industrial Sector Experience related to the above activities 

Requirements: 

* Minimum of 5 years of experience with a successful track record in the area of 
expertise and a relevant advanced degree 

« Experience in privatisation and project management 

* Experience in project management and working with international funding 
institutions (World Bank, Phare, Tacis, MEDA, EBRD etc.) 

* Fluency in written and spoken English 

* Knowledge of an Eastern European language is desirable 

* Experience in emerging markets, particularly the Central & Eastern European 
region, is highly advantageous 

* Three references 

Interested candidates are invited to send their detailed CVs to 

office @ riag.raiffeisen.at 

(CV format can be found on our website: www.raiffeiseninvestment.at/job.htm) 


The EUROPEAN BUSINESS. SCHOOL Schloß Reichartshausen 
(ebs), the oldest private University for Business Administration in 
Germany, located within the Rheingau region near Frankfurt am 
Main, is seeking a 


Full Professor 
Endowed Chair of Asset Management 


Asset Management should be the main research focus of this 
chair. Lecturing will cover the entire area of this subject at 
undergraduate and graduate levels. Cooperation with the existing 
endowed chairs of Banking and Finance and of Investment and 
Risk Management is expected. 


Qualifications: 

* A PhD in Finance or a German Habilitation or 
comparable qualifications. 
Publications in international academic journals. 
Fluency in English, working knowledge of German. 


For more information regarding ebs please visit our website: 
hitp://www.ebs.de 


Closing date for applications is June 8th 2001. Please send your 
detailed application including examples of publications 
addressed to: 


EUROPEAN BUSINESS SCHOOL 
Herrn Prof. Dr Georg H. Kiister 
Vorsitzender der 
Berfungkommission 

Schloß Reichartshausen 
D-65375 Oestrich-Winkel 
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Eidgenössische Technische Hochschule Zürich 
Swiss Federal institute of Technology Zurich 


Professor of Economics 


(with an emphasis on Resource Economics) 


The holder of this new position will be required to teach economics, | 
particular microeconomics and resource economics, to students of a 
departments of ETH Zurich, to carry out research in these fields, and to k 
actively involved in the Department of Humanities, Social and ‘Politic: 
Sciences. Collaboration in research and teaching will concentrate’ on th 
Departments of Agriculture and Food Science, Forest Sciences, and Envirot 
mental Sciences. The chair will focus on issues involving the current and futur 
use of natural and cultural resources. 


Candidates suitably qualified in economics, preferably with a microeconom 
orientation, will be expected to impart a comprehensive knowledge < 
national and international aspects of resource utilization, and to hav 
demonstrated this in internationally recognized research and publication 
We are looking for a candidate who can interest students in economic issue 
especially in interdisciplinary discourse, as well as in issues concernin 
sustainability, overuse. of ground and forest resources, land are 
depopulation, property- and use-related conflict, biological and technologic: 
innovation, landscape development, etc. The holder of this chair will also b 
expected to engage in challenging research work, and to cooperate in a 
interdisciplinary manner with the humanities, social and political sciences ¢ 
well as with the environmental and engineering sciences. 


Please submit your application together with a curriculum vitae and a list € 
publications to the President of ETH Zurich, Prof. Dr. O. Kübler, ETH Zentrun 
CH-8092 Zurich, no later than June 30, 2001. The ETHZ specifically encourage 
female candidates to apply with a view towards increasing the proportion ¢ 
female professors. 






MANAGING EDITOR, QUANT 


Bristol based 





We are: an international publisher of scientific and technical books, 
journals and magazines and a world leader in electronic publishing. 
As part of our continual growth, we are now looking for an editor to 
manage the content of our new journal, Quantitative Finance. 


You will: 

* Play an active role in the development and growth of editorial 
content. 

* Raise and maintain the visibility of the journal in relevant 
academic and financial institutions. 

* Contribute to the overall publishing strategy and objectives for 
the title. 


Ideally, you will hold a relevant degree in finance, economics or a 
mathematical science and have a broad knowledge of capital markets 
and institutions, modern finance and financial economics. Excellent 
communication and organisational skills are essential, as is the ability 
to work effectively in a team and also under pressure. You must be 
able to demonstrate sound project management skills and take a 
pro-active role in improving journal visibility and editorial content 
through new submissions, commentary and research articles. An 
interest in writing/editing skills would be advantageous. 


In return a competitive salary and attractive benefits are offered. 
For further information or to apply please send your CV together 


with a covering letter stating salary expectations to: 

Beth Wilson, Institute of Physics Publishing, G3 
Dirac House, Temple Back, Bristol, BS1 6BE. W2 
E-mail: beth.wilson@iop.org mote 


Closing date for applications is 25 May 2001 


() 


j Institute of Physics PUBLISHING RAA eae 
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NATIONAL FORESTRY 
AUTHORITY 
UGANDA 





THE REPUBLIC OF UGANDA 


Chief Executive Designate — Initial contract followed 
by 3-year contract, renewable 


“The. National Forestry Authority (NFA) will be 
established as the successor institution to the present 
Forest Department. A launch date of mid-2001 is 
planned, and a Chief Executive designate is being 
sought to contribute to the initial planning for the 
¿new organisation, and to take responsibility for its 
day-to-day operations. 


The NFA will manage the nation’s 1,150,000 hectares 
Lof central forest reserves, and provide high quality 
forestry-related products and services. 


Applications are invited by 14 May 2001. 
An application letter, C.V., and details of availability, 


plus the names and addresses of three referees should 
-be sent to mail@ugandaforests.org 












IMPERIAL COLLEGE OF SCIENCE, 
TECHNOLOGY & MEDICINE 


The Management School 


Faculty positions at all levels 
available in: 


Accounting 
Entrepreneurship 
Financial Economics 
Health Economics 
Health Policy 
Industrial Organisation 
Marketing 
Strategic Management 
Technology Management 
The above posts offer exciting opportunities to join the continuing 


growth of the Management Schoo! of Imperial College, one of the 
world's leading Higher Education institutions. 


Senior positions require an international research reputation together 
with excellent teaching records. For lecturer appointments, experience 
of teaching is desirable but candidates with limited teaching, yet 
excellent academic credentials, should not be deterred. 


if you are interested in joining the Management School, please send 
your curriculum vitae to Mrs Karen Tweddle, Programmes & Services 
Administrator, imperial College Management School, 53 Prince's Gate, 
Exhibition Road, London SW7 2PG. If you would like further 
information about these posts, please email: k.tweddle@ic.ac.uk or 
telephone 020 7594 9152. 


Closing date: 18 May 2001. 
The College is striving towards Equal Opportunities 








THE ECONOMIST MAY 5TH 2001 


Ministry of Water, Lands & Environment 

























































EDUCATION PLANNING ADVISER 
RWANDA 


CfBThàs been requested by DFID to provide consultancy services in 
respect of the management of the Rwanda Education Sector 
Support Programme, working closely with the Government of 
Rwanda, and other donors to improve education as part of an 
overall poverty reduction programme. C/BT's role is to support the 
Ministry of Education in developing: its strategy for education with 
the aim of initiating a. Sector-Wide Approach (SWAp). 


CfBT seeks to appoint an Education Planning Adviser who will 
strengthen the capacity of the Rwandan Ministry of Education in 
formulating policy and plans for the education sector, and giving 
strong support to the development of the SWAp. Located in Kigali, 
the role will involve working closely with the Planning Directorate 
and other parties including the Ministry of Finance, in providing 
professional advice and support, developing and utilising the 
Education Management Information System and providing periodic 
reports on the progress of developments in the sector as a whole. 





Qualifications and Experience 

* A working knowledge of education sector reform within developing 
countries, preferably within Africa. 

* Experience of Sector Wide Approaches to educational policy 
and planning 

» A degree in Education and knowledge of Educational Planning. 

* A further degree in Educational Planning in developing 
countries is desirable. 

* An ability to work in both English and French will be. an advantage. 


Terms of Appointment 
The post will be a fixed term period of two years and will include 
salary and benefits commensurate with the role. 


Interested parties please contact: 
Email: dknott@cfbt-hq.org.uk 
David Knott Tel: (+44) (0) 118 952 3914 Fax: (+44) (0) 118 952 3924 


Other opportunities: C/BT seeks suitably qualified and experienced 
educationalists (from teachers to government advisers) to work 
worldwide for private and public sector clients. 


CBT is committed to equal opportunities 


www.cfbt.com 


Executive Jobs 
$50,000-$1 Million + Pkg. 
“Targeted Resume Mailings 
64.1 Million Co. Database-39 Countries 
*$80k Exec. mailed 3k letters. Had 21 calls, 3 

offers & acepted $175K+pkg as V.P. 

*$230k Exec., unemployed, mailed 12k letters. 
Had 42 calls, 3 offers and started at $325k+pkg 
as C.F.O. 














TRAINING SEMINAR 
at Columbia University, N.Y, July 9-20 © 


with UNITAR Programme of 
Correspondence Instruction 


WEB SITE: 
httpy/sipa.columbia.edu/FUNC/un 
E- MAIL: unstudies@col umbia. edu 


Executive Job Finder 
Phone: 1.415.383.6200 Fax: 1.415.388.5164 
www. Executly um 


BUSINESS OPPORTUNITIES 


CAN YOU SPOT THE NEXT DELL BODYSHOP OR AMAZ OM? 
Expand Your Product Anes and Increase Profits Through an Exclusive Licensing Opportunity 


CCT is currently i it an expansion som and we are recruiting Syndicated Underwriter 
“ss n fi si; vonne, andin depl: 





sings’ loan you arrange os. behall of ant 


eurochamberwarti.org and stiek ong 


s representing businessds worldwide, please contact: 
European Chamber of Commerce & Industry ye 
Tek 2431-20601 4154. Fax: 4434-20-24 8263, Email: benefits @eurochamberworkLarg, Home Page: waw.eurochamberworld arg: 


DELAWARE (USA) 
Ae 
Bare Cp wm PEA 
We 
(ee “eee 


3511 Siveride Rd, #OSEC © 
3024779800 © 80032110P Em 
Emak cop@deteg con 


25 Years Experience in immigration Matters 
The law firm of Somjen & Peterson 
ie Jiwww.somjen.com: 


a. On 
Tek ORE 8083 ae 
“We Can Help” 































i POUR if RARA ON 
DES CAPACITES ENATRIQUIL 














LEGAL OFFICER 


The African Capacity. Building Foundation (ACBF) is seeking a seasoned 
lawyer to fill the position of Legal Officer at its headquarters in Harare, 
Zimababwe. 






“Role and Responsibilities 





Under the supervision of the Manager of the Legal Services, Program Support 
and Outreach Department, the Legal Officer will: 







+ Assist in providing advice to the Executive Secretary on legal issues related 
to the Foundation’s operations and administration. To this end, will assist in 
the design and implementation of relevant internal rules, standards, proce- 
dures and policies; 

è © Participate in all phases of the legal relationship between ACBF and its ben- 

eficiaries. To this end, will be involved in project development activities in 

order to understand objectives and issues and provide counsel on legal 
approaches to be followed; collaborate with program officers in the drafting 
of Grant Agreements; examine the legal issues and documentation relating to 
the negotiation, signing and monitoring of Grant Agreements; participate in 
the negotiation of Grant Agreements and assist in the provision of legal opin- 
ions on issues related to interpretation of, and compliance with, Grant 

Agreements; 

e.> Provide support towards the servicing of meetings of the Board of Governors 
and the Executive Board, including preparation of Agendas and drafting of 
Minutes for approval; 

* Collaborate in establishing, monitoring and recommending actions to main- 
tain legal relationships with participating governments, including in particu- 
lar those with the host country; and 

+ — Carry out such additional tasks as may be assigned to her/him from time to 
time by the Manager of the Legal Services, Program Support and Outreach 

Department. 























Qualifications, Experience, Competencies and Skills 







* — Post graduate degree in Law from a first rate university; 

* — Atleast five (5) years’ post qualification experience. Possession of grounding 
in, and/or exposure to, both the common law and civil law systems would 
constitute an advantage; 

High technical and conceptual competence as well as rigorous intellectual 
integrity; 

* Excellent drafting skills in respect of legal and administrative instruments; 
L* Exposure to project development, monitoring and evaluation processes in 
Africa as well as familiarity with development challenges and development 
finance issues on the Continent, in particular in the area of capacity building; 
+ Possession of a teamwork orientation and ability to interact harmoniously and 
effectively with colleagues from diverse disciplines, perspectives, countries 
and cultures; 

Proven ability to negotiate and build consensus with diverse stakeholders; 
Superior oral, written and electronic communication skills ideally in English 
and French (or at least cémmand of one language and good knowledge of the 
other); and 
Computer literacy. 






















The Foundation offers a competitive salary and benefits package in line with that 
offered by similar international organizations. 






The Foundation will acknowledge receipt only of applications from short listed 
candidates, 






Women ate strongly encouraged to apply. 






| Applications - quoting ACBF-HQ-LEGPSO-1 and including cover letter, 
curriculum. vitae and brief writing sample - must be received by 28 May 
2001 at the address below; 











The Executive Secretary 
The African Capacity Building Foundation 
P.O. Box 1562 
Harare, ZIMBABWE 
Fax: (263-4) 702 915 
E-mail: root @ acbf-pact.org 
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PRIVATISATION COMMISSION 
PAPUA NEW GUINEA 


Request for Proposals 


Business and Legal Advisers for the 
Privatization 
of 
Telikom PNG Ltd and Post PNG Ltd 


The government of Papua New Guinea is implementing a 
program to privatise State-owned enterprises. The 
Privatisation Commission has been appointed to oversee 
this program. 


The Commission now wishes to engage qualified 
advisory firms to assist it in arranging the privatisation of 
both Telikom PNG Ltd and Post PNG Ltd through open 
competitive processes. 

It proposes to engage business and legal advisers to 
undertake the preparation for and management of, both 
sales. The legal adviser will be engaged directly, and 
separately from the business adviser. Advisers will work 
in PNG as required under the direction of the Commission 
and its project managers. 


Advisers will be selected by open competition. They will 
need to demonstrate successful experience in the 
provision of relevant privatisation services, particularly in 
the communications sector. 

Preference will be given to firms that can deploy teams 
with experience of working in PNG or like situations. 
Proposals must address the terms of reference and 
criteria set out in the selection documentation. 


A short list of firms may be required to attend interviews in 
Port Moresby before the end of May. 


Terms of Reference and selection documentation are 
available from the Secretary. 


Privatization Commission, 
PO Box 45, Konedobu, 
National Capital District, 
Papua New Guinea, 
Tel: +675 321 2977; fax: +675 321 3134. 


They may also be downloaded from the website of the 
Commission's project manager at www.elvet.com.au 


The firm closing date for receipt of proposals in Papua 
New Guinea is 16th May 2001. 
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Department for 
International 
Development 


DFID 


Most of the world’s poor depend on agricultural enterprises 
for a significant part of their income and all poor people 
depend to a greater or lesser extent on the productivity of 
such enterprises for the availability and affordability of their 
food. Low productivity of agriculture in developing countries 
is a pervasive obstacle to poverty elimination. The purpose of 
this. two-phase study is to assist the Department for 
International Development (DFID) to: 


(a) explore the scope for increasing private investment in 
research, development and technology transfer (RD&TT) 
for agricultural enterprises in developing countries and 


(b) determine the feasibility and design of a set of measures 
to improve the enabling environment for, and encourage 
specific, private RD&TT initiatives. 


These measures would be orchestrated under an umbrella 
facility provisionally entitled the Rural Enterprise Technology 
Facility (RETF). Phase | will involve extensive consultations 
and analysis to explore issues and identify the most 
propitious options with respect to technical areas, 
operational mechanisms, geographical regions, and partners. 
if approved by DFID, Phase If will entail the feasibility and 
design work for the establishment and operation of the RETF. 
Terms of reference for the RETF are set out at 
hitp://www.dfid.gov.uk/public/working/buspart/retf_april01. 
htm The organisation invited to undertake the study, will not 
be permitted to submit a proposal for the implementation of 
the Facility. It is envisaged that the work on Phase I will 
commence in October 2001 and be completed by December 
2001. It is envisaged that the work on Phase I will begin in 
January 2002 and be completed by March 2002, with the 
possibility of an extension should this be required. 


QUALIFICATIONS 


DFID is inviting Expressions of Interest (EOD from suitably 
qualified organisations to undertake this two phase study, 
which will be expected to effectively demonstrate in the EOI, 
expertise and experience in the following:- 


SCOPING, FEASIBILITY Al 
STUDY FOR RURAL ENTERPRISE 





AND DESIGN 





TECHNOLOGY FACILITY 
SCOPE OF WORK 


commercial research and development of agricultural 
technology, 


commercial marketing and distribution of seed, inputs 
and other products that embody technical innovation, 


the financing of commercial research, development, 
marketing and distribution, 


the policies and activities at National Agricultural 
Research Systems and Centres of the Consultative Group 
for international Agricultural Research, 


the policies and activities of public and private 
agricultural extension systems in developing countries, 


f) the factors, including RD&TT, that improve the 
productivity of agricultural enterprises in developing 
countries, 


problems and opportunities with respect to agricultural 
productivity in developing countries, 


participatory assessment processes, 
i) policy formulation and project design, 


j) senior level contacts in agribusiness and private 
government.and donor-funded research and extension 
organisations. 


EXPRESSIONS OF INTEREST 


EO! should be submitted in the form of a Capability 
Statement of no more than 3 A4 pages, size 12 font, 
accompanied by 1 page CVs of key personnel. 6 copies are 
required. Following assessment of the EOls, DFID will invite 
short listed applicants to submit full technical and 
commercial proposals. It is envisaged that invitations to 
tender will be despatched on 20 June 2001. Prices are not 
needed at this stage, however when required, prices must be 
in sterling and all payments under the contract will be in 
sterling. 


This request for EOls is also advertised in the supplement to 
the Official Journal of the European Communities. 


d) 


e) 


EOIs must be submitted to Marie Blue (email: m-blue@dfid.gov.uk), Room AH 409/2, Department for 


International Development, Abercrombie House, Eaglesham Road, East Kilbride G75 8EA, to be received no later 
than 14:00 on 5 June 2001, Please quote reference no. EOI 2596/TE. 


The Department for International 
Development (DFID) is the UK’s 
government department responsible for 
promoting development and the 
reduction of poverty. DFID is committed 
to the internationally agreed target of 
halving the proportion of people living 
in extreme poverty by 2015. 


The 


DFID works in partnership with 
governments, international and national 
non-governmental organisations, the 
private sector and institutions such as the 
World Bank, UN agencies and the 
European Commission. Mast of the 
assistance is concentrated on the poorest 
countries in Asia and sub-Saharan Africa, 


but we also work elsewhere, including 
Latin America and in Central and Eastern 
Europe. 

DFID is committed fo a policy of equal 
opportunities and encourages applications 
from all parts of the community. Selection 
is on merit. 


Economist 


TO ADVERTISE WITHIN THE CLASSIFIED SECTION, CONTACT: 


Will Wilkinson, 
London 
Fax: (44-20) 7830 7111 
willwilkinson @ economist.com 


Tel: (1-212) 541 5730 


Stephen Welch, 

New York 
Fax: (1-212) 247 1325 
stephenweich @ economist.com 
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Innovative approaches to reproductive health 


Options is a leading provider of project management and consultancy services ir 
health, focusing on reproductive health. We have 
experience in over 40 countries and our clients 


Q 
include: national governments + the World Bank » Options 


DFID © GTZ + UNFPA « the EC « the Asian 
Development Bank. Options, 129 Whitfield St, 
London WIT SEQ, UK. 


e-mail info@options.co.uk 


Tel + 44 20 7383 2494 





For details visit our website. 


www.options.co.uk 












STARTING OR EXPANDING A BUSINESS? 
From its convenient proximity to Atlanta International Airport, GBS provides services te 
enterprises starting or expanding a business in the US or Canada. Services provided includ 
but are not limited to facility location, introduction to potential customers, competitiv 
intelligence, marketing research and trip itineraries. Our help can mean a great deal. 
Please contact: Donald Yates, CED 

Geographic Business Services, Inc. 

1010 Windsor Trail Roswell, GA 30076 USA 
TEL: 770.642.9951 FAX: 770-642-1606 EMAIL: geobiz@bellsouth.nct 


NEW AUTHORS] |. 


a nA 
FOR OUR 110 PAGE COLOUR BROCHURE CO | PUBLISH YOUR WORK 4 LO N DO N 
CW Forster (Director) : - 4 ALL SUBJECTS CONSIDERED BB Quality serviced apartments offering best value 


é WRITE OR SEND YOUR MANUSCRIPT TO: for shee errno offer aran sonna 

3 < compared to hotels. Fully serviced, private 

lene CARR | M I N E R VA P R ES S E bathroom, kitchen, TV, telephone, centra 
ACCEPTED 315-317 REGENT ST 


heating, elevator, 





























LONDON W1B 2HS. UK a Centrally located in Kensington area. 
www. minerva-press.co.uk = 
Grosvenor Court, ‘ £ E Tourist Board Approved 
isle of Man, IMB 1 ‘ | E Ashburn Garden Apartments 


TEL: +44 1624 815 3 Ashburn Gardens 


EE South Kensington, London SW7 4DG, UK 












Readers are recommended 
to make appropriate enquiries and take appropriate 
advice before sending money, incurring any expense or 


FAX: +44 1624 817080 eS ‘ 
E-mail: economist@ocra.com 26 Offices Worldwide j entering into a binding commitment in relation to an 
i advertisement. The Economist Newspaper Limited shall 


Ww m not be liable to any person for loss or damage incurred 
or aap A D = a == or suffered as a result of his/her accepting or offering 
1509002 94 Certificated + A member of the Estate and General Group established in 1935 he Bee oe EORI Birtad Mt any Advertise 








|| www.ashburngardens.co.uk 
re] info@ashburngardens.co.uk 


Tel: ++44 207 370 2663 
LS Fax: ++44 207 370 6743 


EEETTETI. 
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BUSINESS & PERSONAL 


o OWNED BY LAWYERS AND ACCOUNTANTS e CONFIDENTIALITY GUARANTEED @ BANK INTRODUCTIONS 





Since 1987 The Sovereign Group have been 

assisting individuals and companies to achieve SOVEREIGN 
savings in tax. We provide a full range of onshore 

and offshore services designed to save tax for VISIT OUR WEBSITE: 
you and/or your company. Call us and we will 

be pleased to show you how our services 

can save you money and maximise the 


value of your assets. 


business & personal = 
tax solutions jE 3 


ISLE of MAN: 

Paul Greneock 

tet +44 1624 699806 

Fax +44 1624 699801 
jovercignGroup.com # SovereignGroup.com 
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The SCF Group, est. in 1989 provides full ranges of offshore services at what we believe are the 
most competitive rates currently available by a licensed professional firm. 


LONDON: For immediate, friendly advice, please contact: 





at Q fa 
90:100 Sydney Stona, Helen Harper LL. B (Hons), Dip. Law, AO] Janson Lotery B.Sc (Hans) 
re conan ia thes E-mail: helen@scfgroup.com E-mail: janson@scigraup.com 
Tel:+44 (B) 20 7352 2274 Charles Baker M.A. (Hons) 
Fax +44 (Ø) 20 7795 0016 E-mail: charles@scigroup.com 


OFFSHORE COMPANIES, TRUSTS, FOUNDATIONS, 
BANES, INSURANCE COMPANIES 


r Sale for Reve rse Mergers to "G blic” in the US 
e E JURISDICTIONS - Tax Planning Se 
solutions fo PROTECT your ASSETS and MINIMISE your TAXES 
Best Prices Available Worldwide - Special Offers 
http:/Awww.global-money.com, hitp://jwww.flagsofconvenience.com 
gmc @ globai-money.com Faxes: +1-416-3525168, +3120-5241407 
GLOBAL MONEY CONSULTANTS S.A. - FLAGS OF CONVENIENCE S.A. 


Established in 1985 


CANADA... 


ust one click away 


& cost-effective prices 
United Kingdom 








Tek +44 {0} 20 76369618 keen o 20 76597 F RAN CH is ES 


Delaware mee 
15 incorporations only! 314 
Tel: +.1.{302) 478 4460 kes 
Faki +1 (302) 478 4467 

e-mail: econ-dHi@com-oxp.com:. 


OF FSHORE 


SovereignGroup.com e Uni tque Programs for Parents 

| with Children Through 4 Years 
| e Comprehensive Training, 

| Guidance & Support 

Master Franchises Available 

| © Over 440 Locations Worldwide 


e U.S. Publicly Traded Company 


Rated #1 children's fitness 
franchise by 
Entrepreneur Magazine 2001 


if you're as serious about play 
as we are, contact: Burt Yarkin, 
Director of Franchise Development, 
Tel: (U.S.) 650.373.7628 


Fax: (U.S.) = 696.7452 





bi: +357- 4-636- 919 





Manage your own 
broker account ! 
stock.laveco.com 
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OUTPUT, DEMAND AND JOBS Growth in American cpp picked up to an annual rate of COMMODITY*PRICE INDE} 
2.0% in the first quarter, double most forecasts. Britain’s first-quarter growth wasslower thanex- | Mila Sugar prices rose 8% this weel 
pected: cpp rose by only 0.3% over the previous quarter, the smallest quarterly increasesince the | on rumours that China may have bougt 
end of 1998. In the year to March, industrial production in Japan fell by 2.9%. up to 500,000 tonnes on the world marke 
% change at annual rate The Economist poll Industrial Retail'sales. Unemployment | China’s sugar production has fallen by 
GBP “GDP forecasts production (volume) - % rate | third since the 1999-2000 season, when abi 
3mthst 1year 2001 2002 3mthst 1 year year A latest year ago freeze damaged the crop;output this seaso 
Australia -22 +21 Q4 +21 + 40 +08 + 3.1_94* - 01 Qa 6.8 Mar 6.8 is about ém tonnes. Even though China ha 
Austria +17 +2604 +22 +25 na + 7.0 feb* + 49 jan 3.7- Feb 3.6 n : K f 
Belgium +49 +3198 426 +26 na + 38 feb" - 28 re 103 wae i06 | Peen selling off its stockpile, C. Czarnikow 
Britain +14 425 Q1 423 +28 -26 + LO fe +48 Mə 52 rb? 58 a firm of traders, says it may need to impo 
Canada +26 +4003 +21 +32 -31 +15 feb +39 Jn 70 vw 68 | 15m tonnes of sugar this year—twice a 
Denmark +49 +11 04 +19 +22 na + 5.2 fe — ~ 0.6 feb 5.4 fb 5.3 =| much as in 2000. Sugar consumption il 
France +39 +28 04 +26 +27 + 2.1 + 2.4 Feo + 0.1 Feb 87 Me 10.0 | China has levelled off in recent year! 
Germany +08 +419 04 +19 ¥* 2:5 +74 + 47 feb ~ 6.7 feb 9.3 Mar 10.7 Cheaper saccharin has filled the gap in de 
tay 2s ease ae 112 | mand for sweeteners, The governmer 
Netherlands +38 +28 %4 +28 +29 +25 +19 fe +25 in 22 Mas 29 | Aims to cut output of saccharin, but hig 
Spain +29 +37 Q4 +28 +31 -12 -35 feb na 13.7 feb 15.0 sugar prices have led to more substitutior 
Sweden 24 42608 +26 429 na + 62 feb +49 lan 39 mar 51 | China’ssoft-drinks and food industry use 
Switzerland +18 +25 04 +19 +22 na + 5.0 Qat +49 an 18m 23 | 4.5m tonnesof sugar last year. 
United's! +20 +2701 +15 +30 ~47 +08 Ma + 15 feb 43 Mar 40 | 
Spey T +28 +30 a Tao 426 453 38m0 123kn BIr g4” | 1995=100 % changa on 
- > Apr24th May ist* one one 
*Not seasonally adjusted, T Average of latest 3 months compared with average of previous 3 months, at annualrate. *Dec-Feb; claimant count rate 3.3% month yea 
in March. 3Jan-Mar. Dollar index 
: FI tn? : All itens 69,7 708 +39 = 5¢ 
PRICES AND WAGES In April, annualconsumer-price inflation in Germany hit 2.8%, the fast- | oi es aa — F 
est since August 1994; and Italian prices, clocking their fastest increase for nearly five years, rose | Ta a eae 
by 3.1%. Japanese consumer prices fell by 0.4% in the year to March.Over thesame period French | “n, 36 1430471 = 44 
producer-price inflation slowed to 2.8%. Niat 722 720 4105 ITE 
% change at annual rate The Economist poll Metals 748 762 + 46 - 44 
Consumer prices* consumer prices forecast Producer prices* Wages/earnings _ Sterling index 
3mthst 1 year 2001 2002 3 mthst 1 year 3mthst 1year All items 76.5 779 + 35 + 29 
Australia +43 +600 +36 +23 -49 +52% -28 +5104 | food 733 71 + 10 + 08 
Austria na + 2.7 Mar +18 + 1.4 ~02 +27 Ma +54 + 2.6 Feb industrials 80.8 81.8 + 6.7 + 5.6 
Belgium A +29 + 28 Ap +19 +17 -9:9 +43 fb +37 + 1.6 Qa | Euro index 
Britain ~ 05 +23 Mar +19 +23 ~ 27 +08 Mar +105 + 5.0 Feb All items 102.5 1045 + 33 ~ 39 
Canada +17 +25 Mar +23 +21 -05 +24 ma +05 + 0.2 Jan? Food 98.2 100.7 + 09 - 58 
Denmark 417 +23 Mar +22 +22 ~ 22 +30 Mar +37 +38 Q4 Industrials 108.3 1096 + 66 -13 
France ~ 0.1 + 1.3 Mar +13 +14 -29 +28 Mr +26 + 5.0 Qa Yen index 
Germany +46 +28 Ap +20 +14 -01 + 3.3 Mar 0a + 2.4 feb* All items 90.6 920 +07 +58 
Italy + 3.5 + 3.1 Apr +24 +19 +06 +41 Ma +12 + 2.0 Febe B Food 86.8 886-17 + 36 
Japan ~ 12 ~ 04 Mar -0.4 -03 +25 +11 Mar na + 09 Feb i industrials 95.7 965 +38 4 86 
| Netherlands t+ 69 +46 Mar +39 +22 - 0.9 + 5.3 Feb + 2.7 + 2.9 Mar | Gold 
Spain +29 + 3.9 Mar + 3.1 + 26 -~ 06 +36 Feb +19 +22 04 | $ per oz 263.45 26395 + 26 - 39 
Sweden na + 1.9 Mar +17 + 17 -15 +26 Mar + 3.2 + 15 feb Crude oil North Sea Brent 
Switzerland ga + 12 Ap +12 +12 ~ 3.0 +05 Mar na + 0.2 1999 $ per barrel 25.69 28.21 4146 4118 
United States + 42 + 2.9 Mar +29 + 2.3 + 5.7 + 3.1 Mar + 43 + 4.3 Mar West Texas intermediate 
Euro area +23 + 2.6 Mar +21 +16 -02 +44 Feb +24 + 24°04 $ per barrel 26.88 2835 + 65 + 57 
*Not seasonally adjusted. ‘Average of latest 3 months compared with average of previous 3 months, at annual rate. *New series. TORDE TY — 
| * Provisional. ? Non-food agriculturals. 
@ ECONOMIC FORECASTS Every month 
The Economist surveys a group of econ- 
omic forecasters and calculates the average 
of their predictions for economic growth, 
inflation and current-account balances for 
| 15 countries and for the euro area. The table 
also shows the highest and lowest forecasts 
| of growth. The previous month’s forecasts, 
| where different, are shown in brackets. This 
month our panel has again lowered its aver- 
age predictions for growth in the euro area, 
in both 2001 and 2002. German cpp is now 
expected to expand by only 1.9% this year, 
down from the 2.4% rate forecast two 
months ago. The prediction for growth in 
Britain in 2001 has also fallen slightly, to 
2.3%. For the first time this year, the panel 
has raised its forecast for American growth 














in 2001—albeit modestly, from 1.4% to 1.5%. 
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FINANCIAL INDICATORS 


a 
MONEY AND INTEREST RATES Growth rates of both broad- and narrow-money supply in 
Australia continued to rise in March, to 14.1% and 7.5%, respectively. Danish money supply con- 


tracted again in March. 
Money supply* 
% rise on year ago over- 3-mth money market banks 


Interest rates % p.a. (May 2nd 2001) 
2-year 10-year gov't 


corporate 


N pierut a fide ae v i a A ae | 7p 


a 
@ UNFAIR TRADE The worldwide steel 
and metals industry was the subject of the 
biggest number of anti-dumping investiga- 
tions initiated by members of the World 
Trade Organisation last year. A report by 


narrow broad night latest yearago prime gov't bonds latest? yearago bonds Rowe & Maw, a corporate-law firm, records 
Australia ar 075 We 500 408 628 600 476 5R 652 7.31 95 cases involving steel and metals—more 
Britain +83 +84 Ma 5.50 5.25 5.25 6.50 4.96 5.04 5.24 6.60 than a third of the year’s total. Of these 
Canada SRo, +56 Me An AM S50 G50 MR 575 62O 73 hy Atnerica, Wan ste 
Denmark TE ae Oe Sg EE igs started by as) 
Japan ST Eo el a ME 7 a pa pea ailing steel industry 
Sweden +50 +14 Me 410 401 403 466 438 5.07 550 528 from foreign competition. The steel busi- 
Guitzefend -39 +11 Me- S107 S 320 543 21) 345. 402 423 ness has entered a period of restructuring 
United States -02 +98 mar 450 417 657 7.50 4.05 529. 639 7.17 amid a wave of consolidation by the 
Euro area’ +18 +47 feb 4799 478 4.18 4.50 4.58 495 534 5.70 world’s biggest producers. Steel accounted 


poeu a aaa a tn 00 1 3A. US SOS yA. EGarman, fox onma and bonds: SADNI 25th) — 
tFrance 5.04, Germany 4.89, Italy 5.38. Benchmarks: Japan No.229 1.34, US 30-yr 5.75. ‘Germany for prime and bonds. April 25th, 
*Narrow: M1 except Britain and Sweden MO, broad: M2 or M3 except Britain M4.Sources: Commerzbank, Danske Bank, J.P. Morgan Chase, Royal Bank of 


Canada, OM Fixed income Exchange, Warburg Dillon Read, WEFA Gp, Westpac, Thomson Financial Datastream Rates cannot be construed as banks’ 


opinion polls showed firm support for Japan’s new prime minister, Junichiro Koizumi. 























——Ė 
STOCKMARKETS The Nasdaq Composite index rose by 7.8%, boosted by an unexpected first- 
quarter rebound in the American economy. Tokyo reached its highest level of the year after 





for 80% of America’s anti-dumping investi- 
gations in 2000, and American companies 
are clamouring for even more cases this 
year. In relative terms, the paper and wood 
industries showed the biggest drop in anti- 
dumping activity over the past year: 25 




















































































































Market indices woi % change on cases were begun in 1999, but just eight got 
iava E aioe O epo gc 31st 2000, | going in 2000. Investigations involving tex- 
currency terms | tiles and related products also fell sharply, 
Australia (All Ordinaries) 32715. 33121 3,0943 +09 +63 -18 +37 -29 | from37to16. 
Austria (ATX) 1.2209 1.2209 1.0522 +18 +81 -297 +137 + 80 
Belgium (Bel 20) 2839.6 3,0304 2,5916 +10 +01 -229 -6l -108 
Britain (FTSE 100) 59042 63345 531448 +13 -45 -48 -51 - 89 
Canada (Toronto Composite) 8,018.4 9,3484 74155 + 09 -137 -296 -102 -120 
Denmark (Copenhagen SE) 870.7 1,002) 8183 +10 -05 -162 -40 -88 
France (SBF 250) 3.5659 3,820.2 3,1079 +31 -124 -188 -54 -102 
Germany (Xetra DAX) 62138 6,7951 53880 +16 -158 -230 - 34 -83 
Italy (BCI) 1,791.9 1,948.4 1,609.6 +22 -105 -179 -65 -112 
Japan (Nikkei 225) 74,4216 144255 11,8197 +43 -208 -629 +46 - 21 
(Topix) 14242 14242. 11,1620 +62 -163 -506 +110 + 39 
Netherlands (EOE) 5079 6423 5183. +38 -107 -148 -62 -109 
Spain (Madrid SE) 9246 9639 48186 +28 -131 -193 +50 - 03 
Sweden (Affarsvariden Gen) 251.65 292.75 21729 +53 -96.0 -371 -93 -165 
Switzerland (Swiss Market) 73699 81354 65740 +22 -17 -%24 -94 -152 
United States (DJIA) 10.8767 10.9836 9,3895 + 24 +38 -72 +08 +08 
(S&P 500) 1,267.4 1,373.7 1,103.3 + 31 - 10.4 -17.0 - 40 - 40 
(Nasdaq Comp) 2,220.6 2,8592 1,6388 +78 -401 -560 -101 -101 
Europe (FTSE Eu 300)* 1,448.6 1,545.5 1.2790 +23 -120 -150 - 55 -103 
Euro area (FTSE Ebloc 100)" 13206 1,4041 1,1439 +30 -108 -148 -51 -99 
World (MSCI) 3153.8 1.2492 10146 +30 -144 -204 W e 
World bond market (Salomon) 432.1 447.8 427.5 - 03 + 3.5 - 60 na - 27 
*In euro terms. tMorgan Stanley Capital international index includes individual markets listed above plus eight others, in dollar terms. 
*Salomon Smith Barney World Government Bond Index, total return, in dollar terms. SRebased 
LS 
TRADE, EXCHANGE RATES AND BUDGETS In February, the European Union’s current account jumped into surplus for the first time in 
five months; the 12-month deficit shrank by nearly 10% compared with January. Hurt by weak data from purchasing managers, the euro shed 
0.9% against the American dollar. But the greenback fell by 3.0% against the Australian dollar. In trade-weighted terms, the yen rose by 0.2%. 
Trade balance*, Sbn Current account Exchange rate Currency units Budget 
latest latest 12 Sbn The Economist poll trade-weighted? per per per per balance 
month months latest 12 mths % of GDP, forecast May 2nd year ago $ £ euro ¥100 %ofG 
2001 2002 May 2nd year ago 2000 
Australia + 0.28 Feb = 36 = 15.1 a4 29 -32 726 778 192 1.69 275 im è 158 09 
Austria = 05718 - 46 = AT feb 25 2.0 100.3 99.1 154. 154 221 S 126 16 
Belgium T 185 roS + 136 + 11.6 Dec 42 43 989 973 45.2 452 649 403 37,1 01 
Britain = 3.32 Feb - 433 - 245 04 21 2.0 105.7 1136 0.70 0.64 = 062° 057 27 
Canada + 3.86 Feb + 393 + 127 @8 12 1.0 735 799 153 149 219 137 1.26 25 
Denmark + 0.34 Feb + 55 + 3.6 Feb 14 1.4 101.8 988 837 836 120 746 686 27 
France + 0.89 Feb FoR: + 22,6 jan 16 16 1016 999 736 7.36 i05 656 603 14 
Germany + 574rb + 519 — 24.2 Feb 1.4 EE 38.6 96.4 219 219 314 1.96 180 14 
Italy + 0.71 Feb +: +8 - 5.8 tan -0.3 nil 72.5 714 2,171 2,171 3,113 1,936 1,780 -0.1 
Japan + 886 Fes  +108.6 4112.1 Feb 22 22 138.3 153.0 122 109 175 ‘109 = 60 
Netherlands + 1.88 fæ5 + 160 + 13.7 Q4 41 4.0 978 960 247 247 354 220 203 1.6 
Spain = 3,10 Jan — 39.6 = 17.7 Dec 29 -2.6 742 730 187 187 267 166 153 03 
Sweden + 1.07 Mar + 11.0 + 51 Feb 23 22 76.5 85.1 10.25 905 147 9.14 8.40 34 
Switzerland + 0.09 Mae - 05 + 31.1 Qa 118 114 106.7 104.8 173.2173 248. 154 142 na 
United States -3335 Feb -453.9 -434.9 Q4 43 40 1185 112.5 m = 143 089 082 23 
Euro area = 0.92 Feb = St — 28.9 Feb 03 01 78.7 156 TA the 1.61 — 092 03 
* Merchandise. Australia, Britain, France, Canada, Japan and United States imports fob, exports fob. All others cit/fob. 1:990=100, Bank of England. *OECD estimate. 
SNot seasonally adjusted 
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2 49 countries according to 286 criteria, in % change on year earlier Latest 12 months, $bn Foreign reserves*, $bn 
x 3 GDP Industrial Consumer Trade Current Latest Year ago 
four categories: economic performance, tico balanos - account 
government efficiency, business efficiency | Thina +81 +121 Mar + O8 mat 423.7 Ma +15.7 1999 1780 mo 1595 
and infrastructure. Some criteria are “hard” | HongKong +68% -02a - 13w:  -ll6wa BB Q: 1146 Ma 938 
data, such as Gpp. Oth: such as execu- | India + 6.0 Q2 + 0.6 fb + 3.0 Feb - 67 Fb - 5.404 39.5 Mar 35,7 
tives’ beliefs about the availability of good Indonesia + 5294 + 45 gat + 10.5 Apr +26.9 Ma + 5.5 3 22.3 Feb 27.6 
managers, are “soft” data intended to cap- + 65 a4 + 43 Feb + 1.5 Mar +15.3 Ma + 9,7 Q3 26.8 Mar 33.2 
ture perceptions. As in 2000, IMD believes Philippines + 36 oa - 3.0 Feb + 6.7 Ma + 7.2 feb + 9:3 dec 12.2 Feb 12.7 
that America is the best country at fostering Singapore + 46q1 + 64 Me + 1,7 Mae + 38 Mar +218 Q4 80.2 Feb 74.8 
Sn 3 South Korea + 46% + 6.2 Mar + 53 Ape +14.0 Mar +12.8 Mar 94.4 Mar 83.6 
competitiveness, followed by Singapore. | Taiwan +410) = Apie + O4My +103 ma + 96 06 110.1 re 1136 
After a strong economic performance last | Thailand +31 +240 + 26a +37 Mw + 7.3 Mer 31.7 Max 317 
year, Hong Kong ranks third among the | Argentina =—200. 0S wero 10m A iene = DA 219 mar 246 
`: countries in our chart (and sixth of all 49), | Brazil +44Qq0 +156 + 63m - 1dap -270 Mar 35.1 feb 370 
up from eighth (and 12th overall) in 2000. Chile en ee ee ee ee IOG 145 Mar 14.2 
TE ie TOKU AN Colombia +21% + 1.5 feb + 7.8 Mar +13 Feb - 0.1 ga 93 Mar 8.3 
ie ess Mexico +514 -37rb + 72m è -89m -177% 40.2 mar 36.4 
5 Peru — 2.5 Feb + 0.2 Jan + 3,6 Mar = 0.4 Feb - 1.7 Q 8.2 feb 9.1 
100 Venezuela + 5604 na + 12.1 Aor +72 Nw +134% 12.9 Mar 11.4 
[]| | Egypt + 65 200 + 94200 + 26n -104% -08o 12.9 un 140 
[2] Israel + 3.0 os +10.7 an + 07 Mar -72 Mr — 0.7 93 23.9 Mar 22.8 
South Africa + 3.3 a + 1.6 feb + 7.4 Mar + 3.6 Mar - 0.5 a4 6.2 Feo 6.4 
[6] Turkey + 83 Qa - 5.2 Feb + 37.5 Mar -27.0 feb = -10.2 ian 18.6 Mar 23.1 
Czech Republic + 3.9 %4 + 6.5 fe + 41 Mer -35 mr -230 12.8 mar 12.6 
[9] Hungary + 42 Q +18.5 feb + 10.5 Mar - 24 mar — 1,7 Mar 10.7 Mar 10.7 
Poland +240 +28 Max + 6.2 Mar -10.3 Mar = — 9.0 Mar 27.1 Mar 25.3 
Russia + 77 2000 + 3.6 Ma + 23.8 mar +60.9 Mar +46.4 Q4 25.9 Mar 11.5 
[12] *Excluding gold, except Singapore; IMF definition. tYear ending June. *New series. 
[E 
FINANCIAL MARKETS Istanbul shot up by 18.7%, following the approval of about $10 billion- 
worth of new loans from the mr and World Bank. The funds are intended to help Turkey tore- 
solve its financial crisis. Taipei lost 3.8%, as a slowing economy and disappointing first-quarter 
corporate profits unsettled investors. 
[21] Currency units Interest rates Stockmarkets % change on 
[ea] per $ per £ short-term May 2nd Dec 31st 2000 
5) May 2nd yearago May 2nd % p.a. one in local in$ 
week currency terms 
China 8.28 8.28 11.9 na 2,214.5 + ON R 0 +. 40 
Hong Kong 7.80 7.79 11.2 4.20 13,814.2 43 = S5 = ES 
India 46.8 43.7 67.4 7.71 3,538.4 =12 =< 109: = 112 
Indonesia 11,225 8,000 16,161 16.28 362.7 tal = RO = M9 
Malaysia 3.80 3.80 5,47 3.30 611.4 +67 - 100 = 100 
By] Philippines 50.7 41.3 73.0 13.00 1,435.9 = As. oe 26 = SA 
Singapore 1.82 1.72 2.61 2.28 1,737.7 +40 - 98 - 139 
G3] South Korea 1,307 1,110 1,881 5.90 583.7 +31 + 157 + 120 
[35] Taiwan 329 30.7 47.3 4.60 5,304.2 - 38 + 118 + 126 
Thailand 455 38.4 65.5 2.50 299.5 +09 +4 13. 4 63 
Argentina 1.00 1.00 1.43 12.77 433.4 +30 + 39 + 42 
Bs] Brazil 2.23 1.82 3.21 16.29 14,898.3 C52 Ss AS 468 
Chile 603 517 867 3.42* 5,091.7 ELA 2 Me = OA 
ao) Colombia 2,345 2,018 3,376 12.75 819.3 +02 +49 + 96 
Mexico 9.28 9.40 13.4 13.25 6,103.1 +29 + 80 + 118 
fi] Peru 3.59 3.48 5.2 14.34 1,205.1 =O c=8 O08 tS 
[a2] | | Venezuela 712 676 1,026 12.31 7,520.0 $210 AOT + 87 
Egypt 3.89 3.44 5.60 9.11 6,274.2 $05 =A = 181 
(a3) Israel 4.14 4.09 5.97 5.25 424.3 EAI = 142 = 163 
faa) South Africa 8.03 6.84 11.6 10.70 8,968.5 SES a t5 
[a5] Turkey 1,166,500 616,490 1,679,410 73.00 12,008,5 +18.7 + 272 - 269 
Czech Republic 389 40.8 56.0 5.01 414.9 ZAO 133 = 161 
[a6] Hungary 300 289 432 11,30 6,959.4 203. = 13 — 165 
Poland 3.96 4.49 5.70 17.14 15,234.8 =12 = .146 - 109 
fas) Russia 28.9 28.4 41.6 25.00 180.7 SS 200 271 #261 
*inflation adjusted tin dollar terms. 
J Sources: National statistics offices, central banks and stock exchanges; Thomson Financial Datastream; EIU; Reuters; Warburg Dillon Read: J.P Morgan 
ee Mees Kong Moonia, SN Sales for Monitoring indian Economy; FIEL; EFG-Hermes; Bank Leumi Le-Israel: Standard Bank Group; Garanti 
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Defending America 

President George Bush sent se- 
nior officials abroad to 
persuade sceptical allies to 
support his missile-defence 
plan. At the same time Amer- 
ica seemed to abandon its 
long-standing doctrine that its 
armed forces should be able 
to fight two wars at once. 


Further violence in the Mid- 
dle East claimed the lives of, 
among others, a Palestinian 
baby and two Israeli boys. An 
American-led committee in- 
vestigating the violence called 
for an end to Palestinian ter- 
rorism and Israeli settlement 
building. 


Macedonia’s army shelled 
ethnic-Albanian villages sup- 
posedly held by armed rebels. 
The government, a coalition 
of Slav and ethnic-Albanian 
parties, tried to bring into its 
ranks the main opposition 
parties of both communities. 
Not while the shelling goes 
on, said the Albanian one. 
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Doubts about the sustainabil- 
ity of the gains from the new 
economy persisted. America’s 
productivity fell for the first 
time since 1995, dropping by 
0.1% at an annual rate in the 
first quarter. America’s unem- 
ployment rate rose to 4.5% in 
April, more than analysts had 
expected. 


The European Central Bank 
unexpectedly cut interest rates 
by a quarter-point to 4.5%. Al- 


though inflation has recently 
been rising in the euro area, 
the Ecs is clearly concerned 
about the impact of America's 
economic slowdown. The 
Bank of England also trimmed 
interest rates by a quarter- 
point to 5.25%. 


Germany’s industrial produc- 
tion unexpectedly fell by 3.7% 
in March, including a sharp 
13.6% decline in building. The 
fall came after a modest 0.6% 
rise in February. Manufactur- 
ing orders plunged by 4.4%, 
the biggest decline for nearly a 
decade. Unemployment also 
edged up, raising fears that 
Germany faces recession. 


Winners and losers 

Italians prepared to vote in a 
general election. Probable 
winner: Silvio Berlusconi’s 
centre-right coalition, now in 
opposition. 


Spain's Basques prepared to 
vote on May 13th for a re- 
gional government. Probable 
big loser: the one party close 
to the separatist ETA gunmen, 
who on May 6th killed a lead- 
ing conservative politician in 
Aragon, their 30th victim since 
early 2000. 





Britain’s prime minister, Tony 
Blair, called an election for 
June 7th. Certain winner: Mr 
Blair and his Labour Party, 
probably with a big majority. 


With approval ratings of 80%, 
there was speculation that 
Japan’s prime minister, Juni- 


chiro Koizumi, might call a 
snap general election. 


Despite President Jacques 
Chirac’s objections, France's 
Constitutional Council ap- 
proved parliament's decision 
to prolong its life until mid- 
June next year. A general elec- 
tion will now take place after, 
not before, the presidential 
one due next April and May. 


The trial of Morgan Tsvangirai, 
the leader of Zimbabwe's 
MDC opposition, who is fac- 
ing charges of terrorism, was 
moved to the Supreme Court 
where it will become a test- 
case for freedom of expression 
in the country. 


After forcing through changes 
in his party’s constitution to 
allow him to run for a third 
term as Zambia's president, 
Frederick Chiluba puzzled ev- 
eryone by announcing that he 
would not be a candidate. 


Battles of the nations 
America once again blocked 
Iran from joining the World 
Trade Organisation. But Iran's 
application will be resubmit- 
ted at the wTO’s general 
council in July. 


The United States received 
two snubs from the United 
Nations. First it was voted off 
the UN's Human-Rights Com- 
mission. Then it was ousted 
from the UN’s International 
Narcotics Control Board. 


The OECD will pair next 
week's meeting of rich-coun- 
try ministers in Paris with a 
big forum on sustainable de- 
velopment. Simultaneously, 
the European Union—oEcD 
members all—will hold the 
un’s third, ten-yearly meeting 
on poor countries up the road 
in Brussels. 


Stanley Fischer, number two 
at the rmF to Horst Kohler, 


said that he would step down 
later this year. Two months 
ago, Michael Mussa, the chief 
economist, said he would go. 
Other senior staff are also said 
to be thinking of leaving. Mr 
Kohler’s management style 
has been cited as a possible 
reason for the exodus. 


American power 

More big power cuts in Cali- 
fornia and talk of $3-a-gallon 
petrol prices prompted further 
warnings from the White 
House about energy short- 
ages. Gray Davis, the governor 
of California, fancifully urged 
residents to make big cuts in 
electricity consumption. 





After last month’s thwarted ef- 
fort to buy Australia’s 
Woodside, Shell, an Anglo- 
Dutch oil giant, lost out in a $2 
billion bid for Barrett, an 
American gas concern. Barrett 
instead fell into the arms of 
Williams, a gas-transport com- 
pany, for $2.4 billion. 


Valero Energy, a Texas oil re- 
finer and retailer, agreed to 
pay $3.9 billion to acquire a lo- 
cal rival, Ultramar, subject to 
regulatory approval. Together, 
they would be America’s big- 
gest refiner after Exxon Mobil. 


War footing 

As the United States reviews 
its policy towards Iraq, the 
commanders enforcing the 
northern and southern no-fly 
zones recommended reducing 
or halting patrols because of 
the danger of a plane being 
shot down. 





> UNITA rebels in Angola killed 
at least 200 people in a raid 
near the capital, Luanda. 


Celebrating victory over Hitler 
in 1945, Belarus’s President 
Alexander Lukashenka 
claimed that western coun- 
tries were planning “a fourth 
war against us”, the third hav- 
ing been in Yugoslavia. 


In a defence review, New Zea- 
land said it was not directly 
threatened by any country 
and would scrap its air-com- 
bat wing, which consists of 17 
ageing Skyhawk jets. 


The high-tech low-down 





Profits at NTr DoCoMo rose 
by 45% to ¥365 billion ($3.3 bil- 
lion) for the year to the end of 
March, as Japanese consumers 
took to i-mode, a mobile tech- 
nology allowing Internet 
access. DoCoMo expects to 
reach 30m i-mode subscribers 
in a year’s time, suggesting 
that third-generation services, 


the next step for mobile In- 
ternet, may catch on fast. 


British Telecom announced 
its long-expected rights issue 
of £5.9 billion ($8.4 billion). It 
will be heavily discounted to 
help persuade shareholders to 
take it up. BT also announced 
the scrapping of its dividend, 
and confirmed the demerger 
of its wireless division and the 
sale of many assets. 


Germany’s telecoms regula- 
tor gave in to telecoms firms 
that have taken on huge debts 
to pay for third-generation 
mobile-phone licences and 
decreed that the costs of build- 
ing and running networks 
could be shared between li- 
cence-holders. 


Cisco, a network-equipment 
firm, announced losses in its 
latest quarter of $2.7 billion, 
slightly less bad than Wall 
Street's expectations. John 
Chambers, Cisco’s boss, said 
that the new economy offered 
“peaks...much higher and val- 
leys much lower”, but 
admitted that he had not fore- 
seen the depth of the current 
chasm. 


Dell Computer followed in- 
dustry trends by announcing 
that it would lay off 4,000 
workers, about 10% of its total, 


over the next six months. 
Compaq, which lost its crown 
to Dell as the world’s largest 
pc maker, at least stays ahead 
in job cutting: it said in April 
that 7,000 workers would go. 


WorldCom raised $11.9 bil- 
lion in America’s largest 
corporate-bond offering and 
the third-biggest ever behind 
Deutsche Telekom and France 
Telecom. 


Trouble at the top 





Problems for Brazil’s presi- 
dent, Fernando Henrique 
Cardoso. One minister re- 
signed over corruption 
allegations. Another stepped 
down to reclaim his seat in 
Congress and so vote against 
an opposition plan for a sleaze 
inquiry. Political turmoil and 
a looming energy crisis helped 
weaken Brazil’s currency. 


In an effort to save Indone- 
sia’s president, Abdurrahman 
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Wahid, from impeachment, 
Cabinet members urged him 
to share more power with his 
vice-president, Megawati Su- 
karnoputri. 


Over 130 football fans died ir 
a stampede after violence ati 
football match in Accra, 
Ghana’s capital. Last month, 
43 died in South Africa and 
seven in Congo after similar 
incidents. 


Hands off 

Guy Hands quit as head of 
Nomura’s private-equity bus 
ness in London to set up on 
his own. Mr Hands, a special 
ist in buying unfashionable 
underperforming assets, turn 
ing them round and selling 
them on, hopes to continue 
managing assets he purchase 
for Nomura. He will thus re- 
main Britain’s biggest pub 
landlord, with some 5,500 
hostelries. 


After a long search the Bush 
administration is nominating 
a new boss for America’s Se- 
curities and Exchange 
Commission. Harvey Pitt, a 
Washington lawyer, will 
switch from a lucrative posi- 
tion representing companies 
on Wall Street and instead reg 
ulate them for a relative 
pittance. 


Novartis, a Swiss drug com- 
pany, bought 20% of the 
voting shares in a home-cour 
try rival, Roche, for SFr4.8 
billion ($2.8 billion). Though 
Novartis remained coy about 
its intentions, a fuller union 
may be on the cards. 


General Electric’s $40-billior 
takeover of Honeywell, re- 
cently cleared by America’s 
antitrust authorities, ran up 
against the European Com- 
mission. The commission 
extended its investigation, ob 
jecting to the “bundling 
effect”: the market power tha! 
a combined entity would 
wield by supplying a com- 
plete range of aerospace 
components. Jack Welch, Ge’: 
boss, dismissed bundling as é 
discredited economic theory. 


Other economic data and news 
can be found on pages 112-11: 





< + More navigational information, to help readers find their way around the 
_ publication more easily—a double-page spread for Contents; extra contents lists for 


write to meat any of the addresses listed on the new contents page, or send an 
e-mail to be@economist.com. 
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- Our new design 


Dear Reader, 


There are few things more boring than long articles by editors about how their — 
redesigns are going to produce a sharper, more modern, publication, brightening 
readers’ lives and furthering world peace. So I will keep this short. We have 
introduced a new design for The Economist this week, the first full redesign since 1987. 
The main elements are: 


» Full colour on all editorial pages, used in a cool, restrained way in pictures, 
drawings, charts and maps to serve our basic purpose, namely clear description and 
analysis of an often confusing and complicated world. 


each section; a red band at the top of the page to signal the opening of each section; 
flytitles and short summaries on articles to show at a glance what each piece is about. 


> Anew typeface (Officina) for cover headlines and all navigational information; a 
redrawn version of our main typeface, Ecotype, to make it easier to read. 


> Anew, stand-alone, cartoon on “The world this week”, giving our caricaturist’s 
view of an international event or theme. E 


Good design, like good writing, should blend into the background; it should be the 
servant of editors and readers alike, not their master. After afew months, I hope you 
will see our new servant as merely a natural part of The Economist. But while the 
design is new and noticeable, it would be useful to hear your views about it. Please 


Yours faithfully 


‘The Editor 
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On the cover 

The Brazilians are starting 
to show how tropical 
rainforests can be managed 
in a sustainable way, and 
one that does not harm 
economic development: 
leader, page 11; a report 
from Amazonia, pages 
87-89 


Economist.com 


Global agenda: business and 
political analysis updated 
throughout the week 
www.economist.com 


Country briefings: 
intelligence on 60 countries 
www.economist.com/countries 


Cities guide: our 
business-travel section 
www.economist.com/cities 


Archive: search issues since 
1997 
www.economist.com/search 
The print edition is available online 
y a London time on 

u 


; full access is free for all 
print subscribers 


Next week 

The first of a series of case 
studies on how old economy 
companies are applying new 
economy, or e-business, 
techniques 


A survey of the European 
Union’s planned 
enlargement: will it happen? 
If so, when? And what 
difference will it make? 





3 The world this week 


Letter from the Editor 


wo 


Our new design 


Leaders 
11 Conservation 
Saving the rainforest 
12 Timothy McVeigh’s 
execution 
The rights and wrongs 
13 Tony Blair’s challenge 
Britain’s election drama 
14 America and the UN 
Shameful all round 
14 Europe’s capital markets 
Takeover troubles 
15 Israeli settlements 
Stop building, please 


Letters 

18 Oncloning, “Blazing 
Saddles”, child slaves, 
the Union Jack, 
Microsoft, jet engines, 
opening paragraphs 


Special report 
29 Gypsies 
Europe's spectral nation 


Asia 
33 China and Hong Kong 
Jiang almost meets the 
Falun Gong 
34 Chinese arrests 
When scholars become 
suspects 
34 Reform in Japan 
Eyeing the debt mountain 
35 The Philippines’ election 
The charm after the storm 
35 Caspian pollution 
Oil, caviare and worried 
eagles 
36 Islam in Indonesia 
God's warriors and Wahid’s 


United States 
37 Timothy McVeigh’s 
execution 
A covenant with death 
39 California’s power crisis 
Praying for a cool August 
39 Anew defence policy 
The revolution continues 
40 Talking about history 
Kalamazoo, forsooth! 
40 The mid-west’s 
fight-back 
Pulling the big bird 
42 Lexington 
A tale of two dynasties 


The Americas 


43 Brazilian politics 
Cracks open up beneath 
Cardoso 


44 Corruption in Mexico 
A pact with the angels 


46 Canadian politics 
British Columbia’s Liberal 
landslide 

46 Venezuela and 
Montesinos 
Spy’s rest home 


International 


47 Iran’s clerics 
In defence of their own 


48 Wagner in Israel 
To play or not to play 

48 Syria and Judaism 
The disappearance of the 
Jews 

49 Zimbabwe's judges 
Standing firm, at least for 
now 

49 West Africa 
Diamonds are a war's best 
friend 

50 Development in poor 
countries 
Not by their bootstraps 
alone 

50 Nigeria and Shell 
Helping, but not 
developing 


United States 





Special report Gypsies 
Europe's attitudes to its 6m 
Gypsies, most of whom live 
in former communist 
countries or scattered around 
the Mediterranean, are both 
ignorant and prejudiced, 

It is time to do better, 

pages 29-32 









Special report New economy 
This week's figures showing a 
fall in American productivity 
might be seen as the last nail 
in the coffin of the once 
much-vaunted new economy. 
But any announcement of the 
death of the new economy 
would be premature, pages 
83-86 





The execution of Timothy 
McVeigh, the Oklahoma City 
bomber, on May 16th in 
Indiana will be a media circus 
and may make him a martyr: 
leader, page 12; Europeans 
criticise, Americans unite, 
militias decay, page 37 






Europe 

51 Italy's general election 
Will Silvio Berlusconi romp 
home for the right? 

52 Italy's independents 
Squeezed out? 

53 Germany's pension 
reform 


Go private, says the state 
53 Germany's poor east 
More cash, please 
54 Russia’s economy 
The glow begins to fade 
54 Spain’s Basques 
Once more for the 
nationalists? 
55 France and Algeria 
The chagrin and the 
belated pity 
56 Charlemagne 
Bernard Tapie 


Britain 


57 The general election 
Now you can make me 
perfect 

58 Shopping 
The towns fight back 

59 Branding 
Seeing purple 

60 
Lend me your ears 


Business 


63 Shareholder activism 
Revolting in Europe 
64 GE/Honeywell 
European antitrust 
objections 
64 Multinationals and 
lobbyists 
Firm resolutions 
65 San Miguel 
An alcohol-fuelled fight 
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Saving the rainforest 


Tropical forests need protection—and proper exploitation is the way to deliver it 


SE it or lose it. The mantra is 

applied as much to the rain- 
forest and the rest of the natural 
world as to the artificial. But 
exploitation does not have to in- 
volve destruction. And there are 
powerful reasons for seeking to 
avoid the destruction of wilder- 
ness and the concomitant extinction of species. 

The strongest argument for conserving biodiversity is to 
protect the “ecosystems” on which humanity itself depends. 
Diversified ecosystems protect watersheds, local rainfall, food 
supply and soil. The Amazon ecosystem is so vast that it 
creates its own climate. Most rainfall is recycled, and the forest 
affects light reflection, cloud formation, regional rainfall and 
temperature. Most important, the rainforest is also a bulwark 
against global warming. You cannot chop it down or burn it 
without running large climatic risks. 

From the American mid-west to Bangladesh to Mozam- 
bique, the costs of deforestation are now being felt in the form 
of altered climates, droughts, flash floods, landslides and soil 
erosion. The result can be human and economic suffering on a 
grand scale. Once created, such suffering is not easy to cure. In 
the long run, reforestation may be the only answer, but planta- 
tions do not function as well as a diversified forest that is the 
product of several thousand years of evolution. 

Ten years ago, few people appreciated the effect of wide 
biodiversity on ecosystems. But it is not hard to grasp the case 
for keeping more species. Having more species in an ecosys- 
tem gives it more stability, allows it to retain more nutrients 
and makes it more productive. There is an analogy with the 
diversification gains to be had from spreading an investment 
portfolio. Species, like shares, differ from one another, and 
they respond differently to external events. The more species, 
therefore, the less volatile and unstable the ecosystem. More- 
over, different species specialise in particular niches that make 
the best use of different resources and of changes in, say, soil 
acidity and temperature. 

Some ecologists reckon that the rate at which species are 
being lost is so high that, if it continues, palaeontologists of the 
future will look at the fossil record now being laid down and 
liken it to earlier mass extinctions such as the one that killed 
the dinosaurs. Those previous extinctions are thought to have 
been triggered by external shocks such as an asteroid impact 
or a huge volcanic eruption. But how much of each previous 
extinction—in which around 95% of all species were lost—was 
caused directly by the shock, and how much by a subsequent 
unravelling of the ecosystem due to the loss of specific habi- 
tats and species, remains unknown. What seems certain is 
that finding out by repeating the experiment will be a risky 
and unpleasant experience: people, for all their artificial cush- 
ions, are part of the ecosystem too. 

There is also opportunity cost to consider: the things extinc- 
tion could make harder. All crops, garden plants and domestic 
animals have wild ancestors. Corn, rice and wheat alone pro- 
vide 60% of the human food supply. Their continued viability 





depends on the maintenance of the genetic diversity of their 
ancestors, which alone makes possible the breeding of new 
strains that are resistant to evolving diseases and pests. 

For many rich-world conservationists the value of preserv- 
ing biodiversity is more a matter of sentiment and aesthetics 
than of pragmatism. People do not burn Picassos or cathe- 
drals, so why should they burn the Amazon rainforest? There 
is nothing wrong with this question—economic arguments 
sometimes come second to ethical or aesthetic ones—but it 
does need to be recognised that all such “external public 
goods” have to be paid for, even if the cost comes only in bene- 
fits forgone. 


From greenery to greenbacks 

Fortunately, the world’s growing understanding of the value 
of biodiversity is coming at the same time as the discovery of 
ways to make it pay without destroying it. The new approach 
is, with fits and starts, being adopted in Brazil (see our special 
report on page 87). This has included the removal of subsidies 
and of perverse tax incentives that encouraged otherwise un- 
economic forest destruction. It also identifies the forest as a 
sustainable resource that can yield a crop rather than being a 
one-off “mine” for timber that, when cleared, is largely unsuit- 
able for farming. New systems of reduced-impact logging ap- 
pear to be just as feasible as conventional reckless logging, 
while being far less damaging. The environmental sensibil- 
ities of western consumers are also being co-opted by selling, 
at a premium, forest products from areas that can be certified 
as following good management practices. 

Another encouraging change arises because Brazil, though 
not exactly a rich country, is no longer a poor one. A conserva- 
tionist movement is stirring among the new middle classes, 
and beginning to win some battles. One gram of patriotic pres- 
sure is often worth a tonne of well-meaning foreign meddling. 

Ultimately, the new conservation boils down to a more so- 
phisticated approach by private firms—from loggers to fruit 
distributors—to working out how a stretch of forest can be 
made into a long-term source of profitable business. It seems 
that Brazil is groping for ways of reconciling the interests of 
people who live in the forest (including those living in towns 
in the forest), those who live off the forest, those who depend 
on the forest for other services such as hydropower (see page 
43)—and those who simply want to keep the forest as itis. 

A report this week from the World Conservation Union 
and a Washington-based organisation, Future Harvest, says 
that biodiversity hotspots are often being threatened by the 
demands of agriculture. But the report also points to an emerg- 
ing set of strategies it calls “ecoagriculture”, which show how 
to minimise conflicts between the demands of agriculture and 
those of biodiversity. Out of the woods, in short, come some 
new grounds for optimism. If Brazil can also deal with the pro- 
blem of lawlessness and corruption, it can easily improve on 
the abysmal record of largely deforested first-world countries 
(from which Brazil is understandably unwilling to take hypo- 
critical lectures). With luck, Brazil might even inspire other 
tropical countries to follow suit. m 





Timothy McVeigh’s execution 


The rights and wrongs 


Should America kill the Oklahoma City bomber? 


T WENT out to Charing 
Cross to see Major-General 
Harrison hanged, drawn and 
quartered,” Samuel Pepys casu- 
“i ally noted in his diary on Octo- 
~ bera3th 1660, adding that “the 

~ general looked as cheerful as 
any man could do in that condi- 
tion.” The execution next week in Indiana of Timothy 
McVeigh by lethal injection will be a less bloody, more private 
affair; it will be witnessed by “just” 30 people, with a further 
250 relatives of his victims watching on closed-circuit televi- 
sion. But the event already has the grisly carnival atmosphere 
of a public execution. It harks back to a time when the taking 
of a criminal’s life was a spectacle, an event children begged to 
go to, which diarists attended after a good lunch and where 
soldiers were needed to hold back the onlookers. 

Some 1,600 journalists are descending on the one-prison 
town of Terre Haute. T-shirts are on sale. An attempt to broad- 
cast the event on the Internet seems to have failed. The Tv net- 
works are squabbling about which correspondents will 
witness the deed. A famous novelist will be in attendance, in- 
vited by the Oklahoma City bomber, who has already chosen 
his last words (“I am the master of my fate; I am the captain of 
my soul”) from W. E. Henley’s poem “Invictus”. 

Inevitably, the ghoulishness of Terre Haute has become an 
issue in itself. Broadcasting the death of anybody seems gro- 
tesque, even pornographic. On the other hand, execution is 
not something that a government should do in secret. For it is 
the killing, not the recording of that killing, which is the real is- 
sue. Should Mr McVeigh be killed? 

For many people on both sides of the debate, the answer is 
alarmingly simple and instinctive. In the United States, where 
most people support the death penalty, barely one in four 
would spare a man who killed 168 Americans—20 more than 
were killed by Saddam Hussein during the whole Gulf war. By 
contrast, some Europeans have already seized on the circus in 
Terre Haute as a symptom of what they see, rather arrogantly, 
as the new American barbarism (see page 37). While most 
other civilised countries have forsaken the death penalty, the 
United States has increasingly resorted to it, placing itself 
alongside countries such as Congo, Iran and China. 







A guilty monster 

Both sides are rushing to judgment too quickly—particularly 
the critics. The Economist has long disliked America’s attach- 
ment to the death penalty. But Mr McVeigh is hardly a typical 
victim of that system. Indeed, he might have been designed to 
test the faith of abolitionists everywhere. 

At least five of the main arguments against the death pen- 
alty in America fall away in the case of Mr McVeigh. First, there 
is no question that he murdered 168 people. He has admitted 
it; indeed, he has boasted of it. Second, although nine in ten 
people on death row cannot afford their own lawyers, there is 
no evidence that Mr McVeigh has been poorly represented in 
the courts. There are none of the usual tales about drunk law- 


yers or uncalled witnesses. Third, Mr McVeigh, as many of his 
supporters never stop reminding people, is white, so there is 
no question of discrimination (blacks account for one in three 
people executed). Fourth, while some of the people that 
America has executed more properly belonged in a psychi- 
atric ward, Mr McVeigh is not clinically insane or ill—just evil. 

Indeed, the fifth point is the crime itself. Mr McVeigh is not 
being executed for a robbery that went wrong or a crime of 
passion. He cold-bloodedly killed 168 people, the worst act of 
terrorism on American soil. The Oklahoma City bomb was a 
genuine outrage; months later, some body parts had still not 
been linked to any known victims. Mr McVeigh has shown no 
remorse. Quite the contrary. He boasts in a new book about 
delaying his bomb till just after 9am, to get as many victims as 
possible. He has dismissed the 19 children under six who were 
killed in the blast as “collateral damage” in his war against the 
federal government. 

For some abolitionists, all that is beside the point. The state, 
they argue, should never execute anybody, ever. We disagree. 
The Economist would, for example, have executed the Nazi 
chiefs at Nuremberg. As John Stuart Mill argued, the death 
penalty is not inherently illiberal; when the state executes a 
murderer, it is not because it holds life in low regard but pre- 
cisely because it holds the lives of those that the murderer dis- 
patched in such high regard. All punishment contains an 
element of retribution, as well as representing a statement by 
society. Execution is the strongest statement you can make. 


Cruel, unusual 

The trouble with not being an absolutist, however, is that you 
then have to find somewhere to draw a line. Where, between 
Hitler and Mr McVeigh, should you draw it? There is no easy 
answer. Certainly execution, given the enormity, irreversibil- 
ity and cruelty of the act, ought to be highly unusual, espe- 
cially in peacetime. Killing of any sort brutalises society. The 
death penalty does not work as a deterrent and, as a form of re- 
venge, it is crude, to say the least. 

Then, there are the precedents. Accept Mr McVeigh’s death, 
and how could you refuse the noose for the Libyans who 
planted the Lockerbie bomb (which killed more people), at 
least once you were sure it was them? Or those Palestinian 
youths who bomb Israeli buses? Or a serial killer such as Har- 
old Shipman, a British doctor who murdered hundreds of his 
patients? Sadly, Mr McVeigh is notall that unusual. His crimes, 
terrible though they were, fall a long way short of Hitler’s. 

Clear lines are hard to draw. But there is one practical rea- 
son to spare Mr McVeigh. It would deprive him of what he as- 
pires to most: martyrdom. Had he been left to rot in jail, there 
might have been the occasional documentary, but no media 
circus. He would not appear heroic; he would not be an inspi- 
ration to anybody. He would certainly not be boasting about 
being the master of his fate. 

It is not hard, even for opponents of the death penalty, to 
understand America’s need to take vengeance on Timothy 
McVeigh. But next week's spectacle in Terre Haute is merely 
giving an evil man the notoriety he craves. m 





Tony Blair's challenge 
Britain’s election drama 


The conclusion may look foregone, but Tony Blair has much to prove in the run-up toJune 7th 







T script for general-elec- 
tion campaigns is supposed 
to be full of heroic phrases, in- 
spiring speeches, enthusiastic 
audiences and all the usual 
noises off. “Once more unto the 
breach,” cried Britain’s prime 
s a minister this week, as he duti- 
fully announced the least surprising start to a campaign for 
years. “Off to the beach, dear friend,” the voters might well 
have replied, weather permitting, for the outcome of this elec- 
tion hardly looks in serious doubt, and hardly looks likely to 
enthuse the audience. That would be a pity, in any democ- 
racy. But it would especially be a pity for Tony Blair. 

Usually, the reason Mr Blair’s Labour Party gives for fearing 
“apathy and cynicism”, for wishing, with Shakespeare, to 
“stiffen the sinews, summon up the blood” is that compla- 
cency might lead Labour voters to stay at home rather than 
bothering to vote, and this might, horror of horrors, permit the 
Conservatives to win. One joy of elections does, itis true, lie in 
the fact that upsets can never entirely be ruled out. But for the 
Tories to win would not just require an upset; it would require 
a catastrophe (the Tory word for which would be “miracle”). 
Complacency might indeed lead Labour voters to stay in bed. 
Yet Conservative voters also feel apathetic, distinctly unen- 
thused by their own leader, William Hague. They may well 
join the Labour voters in bed, metaphorically of course. 

No, the real reason why Mr Blair needs three weeks’ worth 
of sinew-stiffening lies in his own government and his own 
first term in office. He won the election in May 1997 promising 
to be “radical”, to build a “better Britain”. He won by a land- 
slide in terms of parliamentary seats, but notin terms of votes; 
despite all the hype and supposed eagerness for change, fewer 
people voted for Labour in 1997 than had elected John Major’s 
government at the previous poll in 1992. Turnout dropped on 
all sides but especially among Tory voters, and tactical voting 
by Liberal Democrats and Labour supporters helped drive out 
many Tory mes. The first Labour government in 18 years, with 
the biggest parliamentary majority of the 2oth century, never- 
theless had no strong, popular mandate. 

It governed accordingly. Mr Blair’s first term has been char- 
acterised by cautious, mostly competent incrementalism, not 
by boldness either of vision or action. There are exceptions, to 
be sure: granting independence to the Bank of England, a 
move the Tories ought to have made years earlier; devolution 
of power to Scotland and Wales (albeit not much); an ambi- 
tious “welfare to work” programme of benefit cuts and job 
subsidies. But they prove the rule. 

That rule is no bad thing. Given that the purest, simplest 
thing to ask of government is that it should do no harm, La- 
bour has not done badly. It has presided over a strong econ- 
omy, and has not messed that up with reckless fiscal policy. It 
has steered schools more in the right direction than the wrong 
one, by sticking to strict testing and inspections, as well as per- 
formance-related pay for teachers. It has trimmed social-secu- 
rity spending much as its Tory predecessor did. Like that 


predecessor, it has struggled to keep the National Health Ser- 
vice’s head above water, but has not fared any worse at the 
task and has now thrown some more money at health. 

Yet those lukewarm judgments point to the problem. To re- 
peat, Mr Blair and his government have been cautious, compe: 
tent and (note that this is a term of praise) mildly conservative. «: 
They have not been bold or radical, despite frequent claims to 
the contrary. Most important, they have not been bold despite 
MrBlair’s aggressive speeches about confronting “the forces of. 
conservatism”. In particular, in the two most important and 
sensitive areas of public policy, education and health, those 
forces have barely been confronted at all. Mr Blair, it seems, 
does not actually like rocking any boats. He does not like an- 
noying or offending people. He wants to be liked. That served : a 
his purposes in his first term, one of which was to be re-elected- 
onJune 7th. It will not serve him so well in the second term. 


























































Show us your stomach for the fight : 
The temptation, as for any politician, will be to carry on being > 
liked during the next three weeks. Offending people will not- 
be high on his advisers’ list of objectives. But he does need to 
enthuse people, to build momentum, to earn a mandate. For 
he will need to offend people during his second term—at least, _ 
he will if he wants to leave office, still a young man, having 
achieved something to be proud of. Not as disastrous as previ- 
ous Labour governments: that is not exactly the line Mr Blair is 
going to wantin the history books. And nor should he. 

As he has said, time after time, the second term will be 
about delivery. But the question is whether it will just be 
about delivering more money to public services that are runin 
more or less the same way as before, in the hope that they 
might improve; or whether it will be about reforming those _ 
public services in order to make improvement a great deal like- - 
lier. If itis merely the first, few will be offended but, in the end, 
many will be disappointed. Their hospitals and their doctors’ 
surgeries will still be worse than those in France or Germany. __ 
So will their schools. Tolerance of continuing problems in __ 
other public services, such as transport, will wear thin. It will o 
no longer be possible to blame it all on 18 years of the Tories. ‘ 
There will have been eight years of Labour to blameit on. 

If the second-term debate is to be about more than whether _ 
to offend the Sun by holding a referendum next year onjoining _ 
the euro, and about more than merely how much money to __ 
devote to public spending, Mr Blair is going toneedtodrumup ` 
support, as well as nerve. To shake up Britain's schools, he _ 
would need (and could get) the support of parents when he __ 
takes on the teachers. To shake up the nus, he would need _ 
(and could get) the support of patients. Though itis a less pop- 
ular issue, he could also use support among voters to help: 
complete the task of reforming Britain’s constitution by replac- 
ing the House of Lords and making the voting system fairer. 

Will he? No doubt, only Mr Blair can lose this election, _ 
given that he starts it with such a commanding lead. But also, _ 
he is the man with the most to prove, partly in this campaign, 
certainly in his second term. He must now, like Henry V, imi- = 
tate the action of a tiger. E ; 





America and the UN 


Shameful all round 

























N EPISODE that does credit 
to no one: that is not often 

the judgment when those in- 
volved are countries from east 
and west, north and south, rich 
and poor, democratic and auto- 
cratic, yet it seems the proper 
verdict on the vote last week 
that removed the United States from the un Human Rights 
` Commission. Not that the Human-Rights Commission is such 
a splendid outfit. It sets standards, takes stock of shortcomings, 
appoints inspectors and passes resolutions; but its record on 
upholding human rights is patchy at best. So why is America’s 
defenestration so shameful? 

First, because if the commission’s record were ever to be- 
~ come less patchy it would be thanks to countries with a genu- 
ine belief in human rights, notably the United States. The 
reason the outfit is so feeble is that its members include several 
countries best known for their brutality and contempt for the 
rule of law. Among the commission’s new members this year 
were Algeria, Congo, Kenya, Libya, Saudi Arabia, Syria and 
Vietnam. Joining them now will be Pakistan, Sudan and Togo. 

Second, because America’s defeat came partly at the hands 
of European “friends”. Some European countries, such as Swe- 
~ den, which with Austria and France was elected to the seats re- 
_ served for the West, have been staunch in fighting for human 
rights. But some, such as France, have been all too ready to 
swallow their principles when these have seemed to clash 
with commercial advantage. This has been especially true 
where China is concerned. The United States, by contrast, has 
in recent years taken a conspicuously firm line with China in 
the commission, giving the body some of its most marked suc- 








Voting the United States off the UN’s Human-Rights Commission is bad for human rights, bad for all concerned 


cesses—and making the Chinese particularly cross. 

Third, because the United States itself was far from blame- 
less in the affair. Its embarrassment was no doubt partly a con- 
sequence of incompetence. It has no ambassador at the UN at 
present, and even when one isin place he is often no match for 
the professional diplomats from other countries who know 
how to get their way in international organisations. But any 
American ambassador would have had his work cut out last 
week. Even many of America’s allies have been alarmed atthe 
apparent disdain for multilateralism of the new administra- 
tion. The humility that George Bush preached as a candi- 
date—“If we are an arrogant nation, they will resent us,” he 
said—seems to have got lost in the scramble to reject the Kyoto 
treaty on climate change, the treaty to set up a world criminal 
court, the Anti-Ballistic Missile treaty, the effort to make cheap 
Aps drugs available in poor countries, a convention on disap- 
pearances, and so on. If so many traditionally friendly coun- 
tries failed to come to America’s support, that was partly 
because America itself has been unnecessarily peremptory. 

The most regrettable consequence of the episode is that it 
has played straight into the hands of the right-wing members 
of Congress who like to believe that the UN and all its doings 
are resolutely opposed to the United States. Never mind that 
this outfit, sitting in Geneva and reflecting not the UN secretar- 
iat but the governments of some 53 members, has little to do. 
with the UN proper. Plenty of far-right Republicans are al- 
ready tempted to seize last week’s vote as a chance to throw 
out the deal, negotiated in the final days of the Clinton admin- 
istration, whereby America at last coughs up its unpaid dues 
in return for a cut in its UN contributions. That would set 
America’s relations with the UN on a downward spiral once 
more-—to the detriment of even more than human rights. = 









Europe's capital markets 


Takeover troubles 


ARELY a year has gone by 

since Britain’s Vodafone ac- 
quired Germany’s Mannes- 
mann. The success of this huge 
hostile takeover, the outcome of 
which was settled not by gov- 
ernments but by shareholders 
in the two companies, was 
widely hailed as a sign that Europe's single capital market was 
starting to deliver its promised benefits. More cross-border 
mergers would surely follow, speeding up the long-overdue 
restructuring of Europe’s economies. 

Such optimism now seems to have been a bit premature. 
There have been plenty of European mergers, but remarkably 
few have been cross-border. And this week the German gov- 


The disarray over the EU’s takeover directive bodes ill for completion of its single financial market 


ernment confirmed that it is now opposed to a key article in 
the European Union’s proposed takeover directive, which 
would stop incumbent managements from employing “poi- 
son pills” and other fearsome defences against a bidder with- 
out first seeking the consent of their shareholders. German 
Euro-mps had already succeeded in stripping this provision 
from the draft text; but it had been hoped that a unified Coun- 
cil of Ministers, backed by the European Commission, would 
reinstate it. Now, unless the other member countries are will- 
ing to outvote the Germans and the parliament changes its 
mind—neither of which looks likely— there is every chance 
that the takeover directive will fall by the wayside. 

The Germans argue that other countries, notably the Un- 
ited States, permit the use of poison pills and similar devices, 
and that it would be wrong to expose Europe to unfair, one- » 






sided competition. It is true that American corporate law is too 
tolerant of poison pills, which is one reason why hostile take- 
overs have become rarer there. But America’s strong share- 
holder culture and fondness for litigation make it harder than 
it would be in Europe for managers to employ these devices. 
Besides, who benefits from such protection against outside 
bids? Not shareholders, who lose their chance to vote on a 
change of management; and not employees or other stake- 
holders, whose interests may well be better served by new 
and more dynamic ownership. The only beneficiaries from 
obstacles to a market in corporate control are managers. 

This week, the European commissioner responsible for the 
takeover directive, Frits Bolkestein, called its possible demise a 
“tragedy”. That may be an exaggeration, but there are other 
reasons for fretting over the directive’s fate. For it has serious 
implications also for the unfinished agenda of creating a sin- 
gle European capital market. 

The directive has, after all, been a tortuous ten years in the 
making. Such long delays were behind the proposals in a re- 
cent report by a group of “wise men”, led by Baron Alexandre 
Lamfalussy, for a streamlined procedure for the adoption of 
EU directives on financial services and securities markets. The 
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Stockholm summit endorsed the Lamfalussy plan. But the par- 
liament is resisting it, because it fears a diminution of Euro- 
ps legislative role. In any case, even streamlined procedures 
will not work if governments of such big countries as Ger- 
many balk at opening up their markets. 


European shareholders, arise! 

Not everything is moving in the wrong direction in Europe. 
Companies are becoming more sensitive in their treatment of 
minority shareholders. A recent court decision in France over- 
turned the Schneider/Legrand merger because it discrimi- 
nated against small shareholders. The spread of share 
ownership, and especially the growing influence of foreign in- 
vestors, is spreading an equity culture across Europe (see page 
63). The single European currency is also increasing competi- 
tive pressures right across the continent. 

Yet too many barriers to the operation of a Europe-wide 
capital market, and so to the consolidation of a powerful Euro- 
pean equity culture, remain. A big chunk of the potential econ- 
omic gains from both the 1992 single market and the arrival of 
the single European currency depends on the liberalisation of 
the £u’s financial markets. Time to finish the job. m 





Israeli settlements 


Stop building, please 


The Mitchell report links Palestinian violence to Israeli settlement-building 


HE whole point of planting 
settlers in Israeli-occupied 
land was to make it hard ever to 
return this land. The settlers in 
Sinai were uprooted in the over- 
whelming interests of an Israeli- 
Egyptian peace treaty, but in 
` Syria, the West Bank and Gaza 
they stay on, and are encouraged to multiply, even when 
peace with the true owners of these territories is being sought. 
This is a glaring contradiction that successive Israeli govern- 
ments have declined to recognise. Now, to Israelis’ great dis- 
may, the illogic is being hammered home to them, not by 
Syrians and by Palestinians, but by an American-led interna- 
tional committee representing a wide consensus. 

The committee, chaired by George Mitchell, the former sen- 
ator who has striven for peace in Northern Ireland, was set up 
last October to investigate the latest Israeli-Palestinian crisis. 
Its comments and recommendations are admirably even- 
handed. Careful not to blame either side for the start of the vi- 
olence, it concentrates on ways of rebuilding confidence, and 
so getting talks going again. And here it has startled the Israelis 
by the prominence it gives to settlements. The Palestinian Au- 
thority, it says, should take “all measures to prevent terrorist 
operations and to punish perpetrators.” But then, in the next 
breath, it says that “the cessation of Palestinian-Israeli vio- 
lence will be particularly hard to sustain unless Israel freezes 
all settlement construction activity”. 

The 200 or so Jewish settlements, which vary from fair- 
sized towns to hill-top outposts, are scattered profusely, yet 
strategically, over the West Bank and Gaza, forming a barrier 
between Palestinian towns and villages, and between East 





Jerusalem and its West Bank hinterland. Throughout the 
seven years of the Oslo peace process, when Israeli govern- 
ments were presumed to be pursuing ways of removing some 
settlements and consolidating others, the number of housing 
units grew by more than 50%, though many houses and flats 
already stood empty. In addition, special settler roads were 
built, destroying chunks of Palestinian land as they plunged 
their way through orchards and farms. 

Palestinians saw this expansion as clear evidence that they 
would never get even the small portion of mandated Palestine 
that they had agreed would be their state. When the al-Aqsa 
uprising against Israel's occupation took hold, settlers were 
seen as the enemy noless than soldiers. They were soon in real 
danger and, to protect them, yet more roads and buffer zones 
were created, at the expense of yet more land. Violence has 
been answered with ever greater violence: the victims this 
week included a Palestinian baby and two Israeli boys; Israeli 
commanders now have umbrella permission to storm their 
way into Palestinian areas. To end this bloody cycle, says the 
Mitchell report, the Palestinian Authority must stop its men 
from shooting and terrorism, and the Israelis must stop the 
provocative ballooning of settlements. It might have said that 
all building should have been stopped long since, and existing 
settlements handed over to the rightful owners of the land. 

Ariel Sharon, who is committed to the settler movement at 
its most ideological, has summarily rejected the committee's 
recommendation. But the prime minister has promised to re- 
store security to the Israeli people, and in that promise, at least, 
he is sincere. However distasteful it may be for him, he should 
take cognisance of the fact that most of the world, including Is- 
rael’s closest friends, see an end to settlement building as part 
and parcel of an end to ever escalating violence. m 
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Unnatural selection 








SIR - I disagree with your 
blanket assertion that genetic 
alterations to embryos in or- 
der to select arguably desir- 
able traits will represent a 
“potential loss of dignity and 
of autonomy” (“Perfect?”, 
April 14th). 

The necessary technology 
to enact genetic choice is, by 
your estimates, many years 
away but it will not exist in 
isolation. A capacity for prena- 
tal alteration of a child’s eye 
colour, for example, will al- 
most certainly be accom- 
panied by a similar postnatal 
capacity to allow individuals 
to make a choice of their own. 
It may be as simple as a cos- 
metic choice (tinted contact 
: lenses), a more complex surgi- 
cal one, or even a tailored 
‘retrovirus to alter an estab- 
lished genome. As one 
technology develops, so will 
the other. It is possible that 
there will be more economic 
motivation for postnatal alter- 
ations than prenatal ones. 

The upshot of the bio-ge- 
netic revolution is the birth of 
somatic flexibility: our bodies 
will no longer be such deter- 
ministic creations. This will be 
just as true of adults as it is of 
zygotes. 

FRANK LOWTHER 
Los Angeles 


SIR ~ Your concerns about the 
mass cloning of humans in 
America are mistaken. As 
usual, the issue will be re- 

» solved in the courts. After the 

© first multimillion-dollar ver- 
dict for “wrongful cloning” is 
awarded to a baby clone born 
with deformities, there will be 
an end to insurance cover for 
all doctors, hospitals and firms 
: involved. That will put a swift 
«end to the business. 

ALEXANDER MARGULIES 

Mauritius 


SIR - I fail to see how cloning 

< will alter things. As a college 
professor, I face rooms of 
identically clad students who 
all watch the same sitcoms, 
have all seen that month’s 
two or three mass-produced 
Hollywood films and all listen 
to the same six indistinguish- 
able musical groups on the 








two local commercial radio 
stations. Perhaps that, like, 
also totally like, explains, like 
why they all, like totally talk 
the same. They are often all 
identically named. In 1996, my 
first year of teaching, I had 11 
Jennifers and six Jasons in one 
class. American capitalism has 
already produced far more 
comprehensive cloning than 
chemistry could ever hope to 
achieve. 

SAM MUSTAFA 

Charleston, 

South Carolina 





Film buff 


SIR ~ Your reference to the leg- 
endary William J. LePetomane 
from the film “Blazing Sad- 
dies” in your article on 
pornography in Utah is wrong 
(“Utah sets the pace”, April 
21st). Rather than a mayor, he 
was governor of some 
vaguely defined territory in 
the American west and ut- 
tered those famous lines, 
“work, work, work, work”, 
only once while staring into 
the voluptuous, exposed 
breasts of his secretary, “Miss 
Stein”. Evidently, the current 
porn tsar of Utah would have 
been unemployed in his ad- 
ministration. 

KEVIN KEARNEY 

Geneva 





Children as slaves 


SIR - Two points in your arti- 
cle about child slavery in 
Africa need clarification 
(“Slave-ships in the 21st cen- 
tury?”, April 21st). First, the 
International Programme on 
the Elimination of Child La- 
bour estimates there are 250m 
child workers between the 
ages of five and 14, not 250m 
child slaves. Of these, some 
80m are forced to work in the 
so-called “worst forms” of 
child labour—prostitution, 
pornography, illicit activities 
such as drug trafficking, haz- 
ardous work, forced labour 
and slavery. The extent of 
child trafficking in west Africa 
is not yet fully researched but 
indications are that it is on the 
rise in all regions of the world. 
Second, you state that only 


have ratified a UN convention 
(actually ILO convention 182 
of 1999) aimed at eliminating 
the worst forms of child la- 
bour. In fact, this is an 
impressive number. So far, the 
number of 110 member states 
to ratify the convention is 72 
and we hope to register sev- 
eral dozen more in the coming 
months. No convention in the 
82-year history of the 110 has 
ever received so many ratifica- 
tions so quickly. This provides 
a basis for hope that the pro- 
blem of child labour in its 
worst forms can be addressed 
sooner rather than later. 

FRANS ROSELAERS 

Director 

ILO International Programme on 
the Elimination of Child Labour 
Geneva 





Evil empire 


SIR - I can well understand 
the fervour over the Confeder- 
ate flag and other Confederate 
symbols (“Not as simple as it 
looks”, April 21st). Why is 
there no similar uproar over 
the state flag of Hawaii? Like 
southern flags that display the 
Stars and Bars, the Hawaiian 
flag prominently displays the 
Union Jack, a symbol of op- 
pression worldwide. The 
Union Jack has been hoisted 
in every corner of the globe as 
a symbol of British imperial- 
ism; few people have not been 
victimised by English over- 
lords at some time. Just as the 
Confederate flag is a symbol 
of racism and intolerance, so 
the Union Jack is a symbol of 
imperialism and oppression. 
The global memory needs to 
be rid of them both. 

DOUG SCHADEN 

Santa Rosa, 

California 





Breaking up is hard to do 


SIR ~ Your advocacy of a Mi- 
crosoft break-up seems to 
assume that any ties between 
operating system and applica- 
tions would be broken (“What 
to do about Microsoft”, April 
28th). Not so. Business part- 
ners everywhere are finding 
that common ownership is ir- 


20 African countries out of 53 
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relevant to joint strategic 


initiatives. New technology is 


lowering inter-company trans- 
action costs and alliances are 
growing at several times the 
rate of acquisitions. 
Preventing Microsoft and 
any successor organisations 
from installing competitively 
objectionable linkages will 
take more than a break-up. Ev- 
ery possible linkage with 
every other possible partner 
across the divide between 
application and operating sys- 
tem will have to be monitored 
and litigated. This is unlikely 
to succeed. The industry sim- 
ply moves too fast. 
DAVID SADTLER 
London 



































Bomb surprise 


SIR - You slip up by saying 
that the v1 flying bomb of the 
second world war was 
powered by a ramjet 
(“Scram!”, April 21st). In fact, it 
used a pulse jet. As you men- 
tion, a ramjet needs to fly 
supersonically, which a v1 fly- 
ing bomb did not. I witnessed 
several flying not much faster 
than a Spitfire. 

MIKE KINGSTON 

London 





Wasting time 


SIR - Bagehot (April 28th) 
thanks me for putting up with 
his opening paragraph. No 
thanks are needed. I never 
waste time reading the open- 
ing paragraph of any 
newspaper article. With rare 
exceptions, the first paragraph . 
contains nothing needed to 
understand the rest of the arti- 
cle. At most, one need only 
glance at the opening sen- 
tence. Other than a single 
paragraph item, like this letter, 
I urge all readers to omit open- 
ing paragraphs in future. 

JAN HARRINGTON 

New York m 





Imperial College 


OF SETENCE, TECHNOLOGY AND MEDICINE, 





Development and External Affairs Director 


“ar aes 


Central London 


@ Founded in 1907, Imperial College is now. one of the 
three most highly rated research-based universities in the 
UK. The college employs 7,000 staff and teaches 10,000 
students, with a turnover of more than £350 million. 


è Imperial College has considerable untapped fundraising 
potential to augment income from research and 
government grants. There isa wide range of planned 
projects requiring funding and ambitious fundraising 
targets. 


@ The Development and External Affairs Director will 
report to the Rector, Sir Richard Sykes, and will lead a 
newly created department tasked with taking over all 
aspects of fundraising internationally, including alumni 
relations, marketing and communications. 


mananan 


LEADING A MAJOR NEW INTERNATIONAL MARKETING AND FUNDRAISING VENTURE 


Excellent Package 


@ Candidates will possess sufficient seniority, gravitas 
and intellect to-engage with donors at the highest level 
and should have a relevant track record in fundraising 
and communications. This could have been gained in 
academia, the charitable sector, financial services or 
further afield. 


e This is an influential, demanding and high profile 
position within a prestigious, world-renowned institution. 
The successful candidate will travel extensively and energy, 
enthusiasm and self-confidence will be required, combined 
with diplomacy, tact and discretion. 


e A substantial package is offered, reflecting the seniority 
and impact of the role. 


Please apply quoting reference 11152AA(E) with full career and salary details to: 
Patrick Johnson, Whitehead Mann GKR, 11 Hill Street, London W11-SLG 
Tel: 020 7905 0265. Fax: 020 7290.2168 
Email: kate.williams@wmann.com. Web-site: www.wmann.com 


Whitehead N 





‘The International Federation of Red Cross and Red Crescent Societies is a humanitarian organisation working to improve the lives of vulnerable 
people in more than 176 countries. Its main activities are disaster relief, disaster preparedness, health programmes and promoting humanitarian 
values, It also encourages co-operation between member Societies. We are seeking a 


Head of Human Resources 
Geneva, Switzerland 


- Your role will be to make people a powerful ‘competitive edge’ in enabling the Federation to achieve it’s organisational strategy (Strategy 
2010). We currently have a staff of 220 in Geneva and 350 in the field. : 


‘Specifically this will require you to lead and drive initiatives on pro-active recruitment - maintaining our high levels of diversity; instilling: 

a high performance management culture; putting in place a world-wide personal development process for all staff; growing a ‘talent pool’ 

for succession planning; developing an appropriate and motivating reward policy, and encouraging good employee relations. You will. 
: manage a team of 22 staff and will report to the Director, Corporate Services. ES 


“We require 10 years’ senior experience in an international, multi-cultural organisation with more than 5 years in HR plus appropriate 
academic qualifications, Communication. skills and professional credibility are key to be able to build and maintain relationships with 
our partners worldwide; exceptional coaching and influencing skills are also pre-requisite. Fluent spoken and written English is necessary 
with good skills in French - Spanish or Arabic would be an advantage. 


For more information you may visit our web site: www.ifrc.org. 
Interested parties may submit their applications (which will include motivation letter and complete CV) quoting VACANCY No. 2001-21 
HEAD OF HR no later than 25th May 2001 to the following address: 


Director, Corporate Services, International Federation of Red Cross and Red Crescent Societies, 
P.O. BOX 372 — 1211 Geneva 19, Switzerland. Fax: +41 22 730 4965, email: head_hr@ifrc.org 
The Federation seeks to be an equal opportunity employer. 


International Federation of Red Cross and Red Crescent Societies 
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ENERGY CHARTER SECRETARIAT 


The Energy Charter Secretariat, an international 
organisation located in Brussels, consists of a small 
multinational team, serving the Charter Conference and 
assisting Member States in implementing the 
Energy Charter Treaty. 


The Energy Charter Treaty, which entered into force in 
April 1998, involves 51 States, with broad coverage of both 
East and West. The Treaty establishes a legal framework 
for international energy co-operation in the areas of 
investment, trade, transit and energy efficiency. 


INVESTMENT EXPERT 


The Energy Charter Secretariat is seeking a first class 
investment expert to take up duties no later than 
1 January 2002. 


Under the supervision of the Director for Energy Efficiency 
and Investment, the expert will deal with all investment 
related aspects of the Energy Charter process. He/she will 
particularly focus on legislative developments, liberalization, 
market restructuring, privatization and competition in 
countries with economies in transition, as well as 
compliance with the investment-related provisions of the 
Energy Charter Treaty. 


The successful candidate will have an excellent university 
degree, preferably in law or economics, and proven 
professional experience pertinent to the above functions. 
Experience pertaining to international investments and 
familiarity in dealing with issues related to transition 
economies will be required. 


Oral and written communications skills will include an 
excellent knowledge of English with proven drafting ability. 
Knowledge of other languages, particularly Russian, would 
be an asset, The capacity to function well in a multinational 

environment, together with the ability to be a good team 
player, is important. 


A fixed-term contract of initially three years will be offered. 
Salary will be according to experience, up to A4, on the 
Co-ordinated Systems (OECD) scale. The Energy Charter 
Secretariat is an equal opportunities employer. Candidates 
must be nationals of a signatory country. 


The applications and curriculum vitae from potential 
candidates should be submitted to the Head of 
Administration and Finance of the Energy Charter 
Secretariat as soon as possible, to arrive no later than 
8 June 2001. 





THE ENERGY CHARTER SECRETARIAT 
Boulevard de la Woluwe 56, B-1200 Brussels, Belgium 
Tel: (432-2) 775.98.00 Fax: (+32-2) 775.98.01 
E-mail: recruitment@encharter.org 











A multimillion dollar global 


‘software house wants to 
make you a millionaire. 


H you are an entrepreneur at heart, if you have the 
industry contacts in health care, financial services, 
telecom industry, if you love to have fun, meet challenges, 
if you don't want to earn a salary but a percentage of thé 
profits - a global software company is looking tof you a; 
fo make you a millionaire. And if you are already a 
millionaire... may be you can add some more! 


Now, here is a million dollar opportunity for al! those well connected people. A 
multimillion dollar global soltware services provider with clients and projects 
spread over 22 countries and the youngest global software services provider 
to be assessed enterprise wide as SEI-CMM Level 5 company is looking for 
Business Development Consultants. With over 2500 highly qualified software 
professionals, with 24 hours 7 days a week. offshore onsite model... the 
company has helped many globat institutions which include Airlines, Banks, 
insurance Companies and Governments in gaining that software edge. In the 
recent past, the company has successfully executed many challenging and 
compiex projects worldover. Being flexible, responsive and quality obsessed 
with accelerate time to market as the ‘mantra’ has made the company an IT 
giant in just 4 years. Today the company is growing at an even greater pace 
and is. keen to increase its global share and presence. The company is looking 
for new Business Development Consultants who can add new businesses. So 
if you are one of those who regularly golfs with CEOs, ClOs and CEOs, who 
wines and dines with the who's who of the society, who is well connected with 
the high and the mighty in the governments... then you čan become our 
Business Development Consultant. Yeu won't be on the company. 
Payroll but for every new business you add you will earn a 
percentage of the profits which could run into millions. interested? Apply 
in confidence: E-maii : tsamuels@best.com 

Please send your applications to Box Number 4114,C/o The Economist 

25 St. James's Street, London SW1A 1HG, England, UK. 


The International Center for Transitional Justice (ICTJ) 


ICTS is a visionary, newly-established human rights organization based in New 
York City dedicated to strengthening the field of transitional justice by focusing 
on strategies to document abuse, establish effective truth commissions, prosecute 
perpetrators, reform abusive institutions, provide reparation to victims of 
violence, and promote reconciliation. 


VICE PRESIDENT 


Reporting: to. the..President, the Vice President will manage the day-to-day 
operations and activities of the Center during this critical period of maturation 
from startup to becoming a preeminent, highly visible, international organization 
of 20+ employees. Based in New York City, this individual will work in close 
partnership with the President to lead the execution of the ICTJ’s long-term 
programmatic direction and, together with the Director of Finance and 
Administration, will directly oversee the ICTJ’s administrative, financial, and 
information technology functions. 


The successful candidate for Vice President will possess a balanced repertoire of 
both management experience and prominence in international human rights issues. 
This individual should be a recognized authority within the field and also have 10- 
15 years of experience in managing organizations in the not-for-profit world, This 
position also requires a high sense of professionalism, comfort working in. a 
multicultural, international environment, and excellent written and spoken 
English. An advanced university degree in law, international affairs, public policy; 
joumalism, economics or other relevant field is also. required.. Fluency in other 
languages is strongly desired. The Center will pay relocation expenses and will 
assist the successful candidate to obtain U.S. work authorization, as necessary. 
neem a eaaa 
Korn/Ferry International, which is assisting in this search, invites confidential 
inquiries for additional information to hypatia:kingsley@kornferry.com. Current 
resumes, which should include a letter explaining relevant experience, and 
nominations should be directed in total confidence to the email address above or to: 
Hypatia Kingsley, Principal, Korn/Ferry Intemational, 900 19th Street; NW, Suite 
800, Washington, DC 20006, Fax: 202-822-8127. 


rnin enema enna mess a i 
The ICT} is an equal opportunitylaffirmative action employer strongly committed 


to hiring and retaining a diverse and internationally representative staff. 
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Executive Focus © 


ENERGY CONSULTANTS. GLOBAL IMPACT. 


Our client is at the forefront of developments in the energy industry, with their advice and influence giving a competitive edge to their high 
profile global client base. With offices in Edinburgh, London, Houston and Sydney, their outstanding global reputation has been built up over 
25 years as a world class provider of research and consulting services. 


These challenging UK based roles represent superb opportunities for ambitious and energetic individuals with first class interpersonal, 
networking and client facing skills to impact on the industry worldwide. Opportunities are also available in Houston, Texas. 


Managing Consultant (Power) — Edinburgh/London 
Excellent remuneration and relocation package 

Your 5+ years’ background in power, incorporating consulting 
and, ideally, industry experience, has given you a deep interest in 
and comprehensive knowledge of the sector. You understand 
the factors which are driving the rapid changes in the business, 
and are fully equipped to provide advice and add value to 
major players in global power markets. Working closely with 
our client’s regional research teams, you will assist leading 
companies to develop effective business strategies as markets evolve. 
Quote Ref: CON 001, 


Consultants (Gas) - Edinburgh 

Excellent remuneration and relocation package 

Your 2+ years’ experience in a major gas business or utility has given 
you a passion to go further in the industry. You recognise that this 
consultancy role provides a real opportunity to expand on your 
knowledge of key issues and to develop your commercial and 
business expertise over the entire sector. You'll work closely 
with clients and other team members, and be involved in 
delivering an ever broadening range of consultancy and research 
services to all sectors of the industry across a wide geographical base. 
Quote Ref: CON 002. 


Write and tell us about your industry knowledge and consultancy skills. You should attach a CV in Word format when e-mailing your covering 
letter, including details of current salary and quoting the appropriate reference, 


to gcairns@cairnsbond.com 


CAIRNS BOND 


Alternatively, write to Gordon Cairns, Cairns Bond, 9 St. Andrew Square, 


Edinburgh EH2 2AF. Closing date: 25 May 01. 


Executive Search and Recruitment 





RECRUITMENT CONSULTANTS GROUP 
2 London Wall Buildings, London Wall, London EC2M 5UX 


Tel: 020 7588 3588 / 3576 
E-mail: cja@cjagroup.com 


Fax: 020 7256 8501 
Web site: www.cjagroup.com 


POLITICAL & ECONOMIC ANALYSTS 
AHAJINCTbI TO HOJINTHUKE HW DKOHOMHKE 


Our client is a business research group specialising in providing high 
quality analytical reporting to an expanding customer base with 
commercial interests in Centrai/Eastern Europe and Russia. This 
client base includes a number of major multi-national companies, 
banks, NGOs and government departments. 


Our client is seeking high calibre candidates to fill a number of 
positions within their Russia business unit. The work includes 
monitoring, analysing and reporting political as well as economic 
developments. Successful candidates, joining a team from 


be self-motivated and flexible with a proven track record in 
processing and analysing data from a wide variety of sources, and in 
identifying and interpreting trends in accordance with customer 
requirements. Discretion is a quality our client greatly values 
and practices; successful candidates will therefore be required 
to be discreet in all aspects of their work. These posts would 
ideally suit those with a background in the special services, 
compliance and/or risk assessment. 


Although London-based our client has intemational representation 


a wide range of private and public sector backgrounds, y COUN and employees’ work locations are flexible. Successful 


will have Russian as their first language, and a 
thorough knowledge of English. Above all, candidates must 


Applications in English, together with a detailed c.v. in Russian, 


(CJRA) 


candidates can expect an excellent remuneration package, 
negotiable according to experience. 


should be sent in the strictest confidence, quoting ref. PE 11060/E, 


to the Recruitment Manager, CJA Recruitment Advertising at the above address or by e-mail : dmf@cjagroup.com. These will be 
forwarded to our client. If there are any companies to whom you do not wish your application to be sent, these should be listed in 
a covering letter. Interviews will take place in- London and those selected for interview will be notified by Friday 8th June 2001. 


www.cjagroup.com 
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SENIOR RESULTS-BASED 
MANAGEMENT OFFICER 


-The ‘leading United’ Nations Agency in the field of population, 


reproductive health and development is seeking qualified applicants for 
the position of Senior Results-Based Management Officer, in the 
Office for Results-Based Management (ORM) based in New York. The 
ORM leads and coordinates the institutionalization of Results-Based 
Management (RBM). The incumbent is responsible for establishing, 
coordinating and guiding the consultation process to develop and 
disseminate RBM capacity building materials; assessing policy and 
programme management frameworks; identifying best practices for 

nowledge sharing; analyzing changes and trends in country programme 
results and formulating recommendations. 


UNFPA seeks a candidate with: post-graduate degree in social 
sciences/public health and/or management; minimum twelve years’ 
experience in programming and management/ organizational 
development at the international and national levels; UN system 
experience, including field experience; demonstrated capability to deal 
with both policy and operational issues; outstanding communication skills; 
team spirit; independent and creative thinking; strong conceptual and 
analytical abilities; sound judgment; and dedication to United Nations 
principles. Excellent command of English and French or Spanish essential. 


UNFPA offers an attractive compensation package commensurate with 
experience, Please send application marked VA/FPA/013/01 to: Chief, 
Personnel Branch, UNFPA, 220 East, 42nd Street, New York, N.Y. 10017: Fax: 
(212) 297-4908 or to apply@unfpaorg. Application deadline: 25 May 
2001. UNFPA. will only be able to respond to those applicants in 
whom it has a further interest. Women and nationals from developing 
countries are encouraged to apply. 


@ UNFPA 


United Nations 
Population Fund 





Office of the 
High Representative 


The Office of the High Representative was established in 1995 to coordinate the implementation of the civilian aspects of the General Framework 
Agreement for Peace in Bosnia and Herzegovina (BiH), and is the leading international institution in BiH paving the way for the country’s incorporation 
into European structures. The Economic Department of the OHR in Sarajevo is looking for suitable candidates for the following positions: 


ECONOMIC ADVISOR FOR AGRICULTURE 


The incumbent will prepare policy analysis and recommendations on issues related to agricultural reform in Bosnia and Herzegovina, He/she will be 
responsible for establishing and maintaining relations with national officials, representatives of International Financial Institutions and the donor 
community, as well as for all reporting and correspondence related to the same. 


ECONOMIC ADVISOR FOR TAX POLICY 


The incumbent will prepare policy analysis and recommendations on issues related to tax reform in BiH. The Advisor will also be responsible for- 
establishing and maintaining relations with national officials, representatives of International Financial Institutions, and the donor community, and will 
prepare all correspondence and reporting related to the above mentioned issues. 


Both positions require fluency in spoken and written English, an advanced uni versity degree in a relevant field, and at least 5 years of experience. Previous 


rofessional exposure in an international context is an advantage. 
J i 


SENIOR ENERGY SECTOR ADVISOR 


The incumbent will assist domestic authorities and donors in developing policies, laws and regulations aimed at establishing and reinforcing the institutions 
needed for achieving a quick and lasting transition to a market economy in the energy sector, inclusive of electricity, natural gas, oil, and coal. 


The position requires fluency in spoken and written English, an advanced degree in economics, law, industrial engineering, business or public 
administration, and at least ten years of relevant professional experience in economic reform with a focus on transition countries. 


For a more detailed description of the above positions, please visit the OHR website at www.ohr.int 
Any personnel with the above qualifications should provide (in English) a CV with a one-page cover letter and references to the following: 


Director of Personnel, Office of the High Representative, Emerika Bluma 1, 71000 Sarajevo, Bosnia and Herzegovina 
Fax: +387 (0) 33 283.771. E-mail: application@ohr.int 
Please quote reference No.712/00, Closing Date for Applications: May 25, 2001 












UNIQUE PROFESSIONAL OPPORTUNITIES IN A CHANGING REGION 
Sarajevo, Bosnia and Herzegovina 















United Nations =- 
Economic Commission for Africa 


The Economic Commission for Africa (ECA), the regional arm of the 
United Nations in Africa, seeks to recruit highly qualified individuals 
for two positions at the African institute for Economic Development 
and Planning (IDEP) located in Dakar, Senegal. As one of ECA's 
sponsored institutions, IDEP has a critical mission to provide post- 
graduate training in economic development for African government 
officials in decision-making positions. 


> Director 
> Deputy Director/Head of Training 


For both positions, the ideal candidates will have a Ph.D in 
Economics and a demonstrated track record in academic research 
and teaching including a talent for clear and effective oral and written 
communication; the ability to work in teams; an appreciation for a 
multicultural workplace; and proficiency in French and English. 


For the post of Director, the person must have solid experience in 
academic institutional development, fund raising, student and faculty 
management, as well as a strong network in the context of African 
governments, academia, research institutions, bilateral and 
multilateral organisations. 


For the post of Deputy Director, the person must have experience in 
designing and conducting training programs on different aspects of 
economic development. 


For full description of positions, see the ECA Vacancy 
Announcements (VA) Website at www.uneca.org. Applications, with 
VA Number and title of position, must be sent, preferably as an 
attached MS-WORD document by e-mail to 
ecarecruitment@uneca.org, or by fax to ECA, Human Resources 
Services Section, Addis Ababa at (251-1) 52-16-34. 
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xecutive Focus 


EUROPEAN CENTRAL BANK 


The European Central Bank (ECB), established in Frankfurt am Main on 1 June 1998, is seeking to fill the vacancy detailed below 
in the Money and Banking Statistics Division of the Directorate General Statistics. 


The ECB has its own terms and conditions of employment, including a competitive salary structure, retirement plan, health insurance 
and relocation benefits. Candidates must be nationals of a Member State of the European Union. 


ECONOMIST-STATISTICIAN 
(Ref.: ECB/250/00/II/TE) 


“<The main task of the Directorate General Statistics is to provide the statistics needed to support the policy responsibilities of the 
“European Central Bank (ECB). For this purpose the Directorate General Statistics works closely with other areas of the ECB, as 
well as with the national central banks of EU Member States, the European Commission (especially Eurostat) and the statistical 
departments of certain international institutions. The Financial Market Statistics Unit of the Money and Banking Statistics Division 
collects data on financial markets and instruments, which it checks, processes, organises and disseminates to ECB users for the 
purpose of supporting management policies, conducting analysis and research, and for official publications. 


The holder of this position will be responsible for ensuring the high quality of financial market time series by defining, 
developing and implementing appropriate statistical models tailored to the specific financial market segments. This could 
include data on bonds, money market and other interest rates, foreign exchange rates, stock exchange indices, swaps, futures 
and options. The position requires sound knowledge of the international capital markets and the dynamics of the financial 
system. The successful candidate will be expected to work independently in a structured manner and will play a key role in 
developing estimation model concepts and ensuring their consistent practical implementation. He/she must be able to conduct 
statistical research and analysis which can be applied in practice, and to prepare guidelines and briefing notes on technical 
and operational statistical issues. The holder of the position will be involved in the further development of the infrastructure 
necessary to ensure high quality standards. 


The successful candidate will also maintain and develop close co-operation at a professional level with counterparts at the central 
banks of EU Member States and other organisations. He/she may be required to attend international meetings. 


Qualifications and experience 

+ Advanced university degree in economics, finance, statistics or a related discipline, or proven ability to perform the tasks 
commensurate with such a formal academic qualification. 
Practical experience in applying one of the above-mentioned disciplines. 
Experience as a user of PC-LAN-based systems, with Windows and PC-based Windows applications, including spreadsheets 
(Excel) and databases. 
Knowledge of the FAME time-series management system or SAS and/or other large-scale analytical model-based packages. 
Experience with UNIX-based applications and programming skills would be an advantage. 
Ability to work independently and to contribute to team achievements, under time pressure, in an international environment. 
Ability to communicate effectively, both orally and in writing. 
Good command of English with proven drafting ability. Working knowledge of at least one other official Community language 
is required. 





Applications 

Applications should be submitted in English and include a covering letter, curriculum vitae and a recent photograph, together with 
references confirming the required experience and skills. They should be addressed, quoting the reference number, to the European 
Central Bank, Directorate Personnel, Postfach 16 03 19, 60066 Frankfurt am Main, Germany and should reach the ECB no 
later than 31 May 2001. Applications will be treated in the strictest confidence and will not be returned. 


This vacancy has also been posted on the ECB’s website at www.ecb.int. To meet the deadline, a copy may be sent by fax to +49 
-69/1344 7979 or by e-mail to reeruitment@ecb.int. However, a signed application must still be sent by post. 





-The Economist May 12th 2001. 










fice of the 
High Representative 


ANTI-FRAUD OFFICER / ANTI-FRAUD 
Bosnia and Herzegovina 


The Office of the High Representative was established in 1995 to coordinate the 
implementation of the civilian aspects of the General Framework Agreement for Peace in 
Bosnia and. Herzegovina (BiH), and is the leading international institution in BiH paving 
the way for the country’s incorporation into European structures. The Anti-Fraud 
Department of the OHR in Sarajevo is looking for suitable candidates for the following 
two positions: 


ANTI-FRAUD OFFICER (PROSECUTOR) 
SARAJEVO AND BANJA LUKA 


Within the framework of the case-based strategy of the Anti-Fraud Department (AED), the 
Anti-Fraud Officer (Prosecutor) will coordinate and guide investigations by domestic 
investigation agencies, with a view towards preparing corruption and fraud cases for 
prosecution, and will assist domestic judicial authorities in trying the cases. He/she will 
develop strategies and legislative proposals aimed at improving the capacity of domestic 
authorities to fight against corruption, fraud and economic crime, and will support the 
general decision-making process of the High Representative with regard to these fields. 
Due to the relatively recent commencement of anti-fraud activities in the Republika Srpska, 
the Anti-Fraud Officer (Prosecutor) stationed in Banja Luka will assume a pioneering role 
in establishing and developing contacts with the local judiciary in this region, 


Both posttions require fluency in spoken and written English, a degree in law, and at least 10 
years of experience as a prosecutor, judge, or criminal lawyer dealing with corruption and/or 
economic crime. A solid understanding of the political landscape in Bosnia and Herzegovina 
and previous professional experience in an international context are a distinct advantage. 


For a more detailed description of the above positions, please visit the OHR website at 








Any personnel with the above qualifications should provide (in English) a CV with a 
one-page cover letter and references to the following: 


Director of Personnel 
Office of the High Representative 
Emerika Bluma 1, 71000 Sarajevo, Bosnia and Herzegovina 


Fax: +387 (0) 33 283 771 E-mail: application@ohr.int 
Please quote reference No. 1203/01 


Closing date for applications: May 25, 2001 


European Bank 


for Reeonstruction and Development 


Career Opportunities: Group For Small Business, Banking 


The European Bank for Reconstruction and Development (EBRD) is an 
international financial institution set up in 1991 to promote the economic 
transition of central and eastern Europe. 

private sector and is increasing its local presence in its countries of 

operations. A career with the EBRD provides experience in dynamic and 

challenging markets, the opportunity to work with a wide range of financial 
products, and excellent career prospects. 
We offer competitive remuneration packages. 


The Group for Small Business is seeking to recruit (m/f) 


Bankers 


to assume responsibility for making a contribution to the development and 
management of the Group's activities. This will be accomplished through 
marketing, project screening, due diligence, structuring, negotiation, 
implementation and monitoring of transactions with existing banks and/or 
greenfield banks specialising in micro, small and medium enterprise finance. 


institution building, with commitment 
to high quality and innovative work. 


Skills: ¢ Origination, structuring and 
execution of equity and/or debt 
transactions. ¢ 10-12 years relevant 
experience for Senior Banker, 7-8 years 
for bie ae and 3 years for Associate. 
© Strong financial skills with capability 
to work throughout the whole life 
cycle of projects. « Interest in finance 
in emerging markets. + Team player 
with strong communication skills. 

+ Knowledge of Russian useful. 


Further information about the EBRD and current vacancies can be found 
on our Website: www.ebrd.com 

Please send your CV in English by 1 June 2001, oting reference ECN 925 
to Louise Brown, Personnel Department, EBRD, One Exchange Square, 
London EC2A 2JN, UK. Fax number: +44 20 7338 6097. 

Email: brownl@ebrd.com 


Objective: © To address sector needs 
in central and Eastern Europe and 
strengthen the financial sector infra- 
structure dedicated to financing 
growth and tò improve the business 
environment for the sector. 


Experience: « Banking experience 
from a major international financial 
institution or small enterprise develop- 
ment agency with high level of banking 
skills in micro, small and medium 
finance. + Demonstrable expertise 
in structuring operations and 
















ne Bank focuses particularly on the 

























DIRECTOR, DIVISION FOR 
MANAGEMENT SERVICES 


‘The leading United Nations Agency in the field of population and 
development is seeking qualified applicants for the position of Director, 
Division for Management Services (DMS), based in New York. The 
incumbent is responsible for overall planning and direction in the delivery 
of financial, information technology, procurement and other 
administrative services in support of ENE, ’s operations. The DMS 
Director oversees a staff of 20 professionals and 50 support personnel at 
UNFPA Headquarters. The incumbent is also a member of the UNFPA 
senior management team. 





































UNFPA seeks an incumbent with: a post graduate degree in Business 
Administration, Financial Management or related fields; minimum 15 
years’ experience in financial and operations management or related 
fields at the international level including several years at senior 
management level; UN system experience, including field experience, 
highly desirable. Extensive experience in overseeing the establishment 
and maintenance of Financial and Information Management Systems. 
Knowledge of computer applications for financial and operations 
management. Essential personal qualities include: outstanding 
communication, leadership, organizational and team building skills, 
initiative, strong conceptual ability, sound judgment and dedication to 
United Nations principles. 


Excellent command of English essential; working knowledge of French 
and/or Spanish desirable. 


UNFPA offers an attractive compensation package commensurate with 
experience. Please send application marked VA/FPA/O10/01 to: Chief, 
Personnel Branch, UNFPA, 220 East, 42nd Street, New York, N.Y. 10017; Fax: 


(212) 297-4908 or to nfpa.org. Application deadline: 31 May 2001 
UNFPA will only be able to respond to those applicants in whom it 


has a further interest. Women and nationals from developing countries are 
encouraged to apply. 


@ UNFPA 


United Nations 
Population Fund 












































4G PLANET 
d ERNST & YOUNG 


Planet Ernst.& Young is the largest regional consultancy in South 
Eastern Europe. With our main office in Athens and operating 
companies and subsidiaries throughout the Balkans, Turkey and 
Cyprus, we are focused on providing consultancy services and 
fechnical assistance to governments and the public and private 
sectors throughout South Eastern Europe and the Mediterranean, 








For an upcoming project in Turkey we have an immediate need for long-term 
experts in Business Centre operations, SME consulting and training. For 
some posts knowledge of Turkish is mandatory. Both EU and Turkish 
nationals are encouraged to reply. Interested candidates are invited to send 
their CV's under the code CX007. 





As an active participant in the EuropeAid programmes in South 
Eastern Europe and the countries of the CEEC/NIS (Phare/Tacis) 
as well in WB, UN and other bilateral aid programmes, we work 
with a wide range of independent experts and specialists, both 
from the EU member states and also the countries of the region. 
Please submit, preferably by e-mail, to our Brussels office: 
pianet@skypro.be 


PLANET Ernst & Young 
Avenue des Arts 20, 1000 Brussels, Belgium 
Tel: + 32 2 230 2192, 
Fax: + 32 2 230 4908 
E-mail: planet@skypro.be 





The Economist May 12th 2001 








Executive Focus 




















opportunities. 


experience. 

































Special Adviser (Economic) 

(Debt and Development Resource Management) 

Economic and Legal Advisory Services Division 
‘The Special Adviser manages the Secretariat's programme of advisory services in the area of debt 
and development resource management. This involves strategic planning, monitoring and appraising 
the delivery of services, assessing requests for assistance, managing the budget for the area, and 
supervising professional staff and external consultants. The Special Adviser has overall 
responsibility for the economic content of the advice given and for the development and maintenance 
of the Commonwealth Secretariat Debt Recording and Management System (CS-DRMS). The 
Special Adviser also undertakes a personal portfolio of projects involving advice to senior 
government personnel on debt management policy and strategy, including the use of CS-DRMS, and 
assistance with problems arising from the implementation of debt management policies. 


Essential requirements: a degree in economics and post-graduate degree in economics or related 
disciplines; at least ten years professional working experience in debt and development resources 
management; a sound knowledge of international-developments in debt and finance. including debt 
restructuring and debt relief operations; experience of formulating debt management policies and 
strategies; experience of undertaking computer-based debt strategy analyses: working knowledge of 
relevant IT; familiarity with government processes and, preferably, experience of working in a 
ministry of finance or central bank or international organisation: experience of undertaking advisory 
assignments for governments and public-sector agencies, and of analysing complex policy and 
technical matters; good communication skills; ability to: meet tight deadlines, proven ability to work 
in, and manage/supervise, projects and project teanis; willingness to undertake frequent overseas 
travel, and good diplomatic skills. 

Desirable: Knowledge of CS-DRMS, negotiating experience; experience of collaboration with 
international organisations and of working in developing countries. 


A VERY UNUSUAL SENIOR MANAGEMENT OPPORTUNITY 


Camellia Plc is a UK-based company quoted on the London Stock Exchange, with 
worldwide and varied operational interests and is now looking for a very senior 
executive with a crucial role in medium-term succession plans. 


Working with a small headquarters team, the executive will report direct to the 
chairman and will share responsibility for operating performance, medium and long 
term development planning and the identification of potential new investment 


The executive must be available to travel extensively, since it will be necessary to join 
a number of overseas boards and attend their meetings. 


The company follows a management philosophy which puts human values first and 
has created an exceptionally stable and supportive working environment. 


The ideal candidate will have significant financial and operational management 


Please send a concise curriculum vitae to 
the Chairman at 6, Hobart Place, London SW1W OHU. 


COMMONWEALTH SECRETARIAT 


| The Commonwealth Secretariat is the main intergovernmental agency of the Commonwealth, facilitating consultation and co-operation among member governments. Its Economic and Legal Advisory 
Services Division (ELASD) provides confidential advice and assistance to Commonwealth governments in the following specialist areas: debt and development resource management, the exploitation of 
petroleum and mineral resources; financial sector development, privatisation, investment and corporate governance; combating corruption and money Jaundering; and implementation of the provisions of 
UNCLOS and maritime boundary delimitation. The Division is staffed by economists, lawyers and computer systems analysts, 





Special Adviser (Economic) 

Economic and Legal Advisory Services Division 
A Special Adviser (Economic). and a Special Adviser (Legal) manage the Secretariat's programme of: 
advisory services relating to financial sector regulation and development. This involves strategic 
planning, monitoring and appraising the delivery of services, assessing requests for assistance, 
managing the budget for the area and supervising professional staff and external consultants. The 
Special Adviser (Economic) has overall responsibility for the economic content of the advice giver 
and advises senior government personnel and central banks on matters relating to financial sector 
regulation and development. 


Essential requirements: a post-graduate degree in economics or related disciplines; at least ten years- 
professional working experience in a central bank, ministry of finance or an international financial. | 
institution; a sound knowledge of international developments in banking and finance; working © 
knowledge of relevant IT, familiarity with government processes, experience of uadertaking 
advisory assignments for governments and public sector agencies and of analysing complex policy 
and technical matters; good communication skills; ability to meet tight deadlines; ability to work in 
small inter-disciplinary teams: ability to manage/supervise projects/project teams; willingness toc: | 
undertake frequent overseas travel; and good diplomatic skills. ; 





Desirable: Experience of working in a developing. country; experience of collaboration with 
international organisations. 















Gladys Mhone - 


Closing Date: 22 June 2001 








* The appointments are for a period of three years and are open to nationals of all Commonwealth countries, 
* A competitive international package is provided and application is by detailed CV which should be forwarded only after applicants have received the information pack available from: 


Personnel & Staff Development Department, Commonwealth Secretariat, Marlborough House, Pall Mall, London SWIY SHX, UK 
Tel: +44 020-7747 6181: Fax: +44 020 7747 6520: E-mail: g. mhone @commonwealth.int 


We regret that it will not be possible to acknowledge. applications individually. Only shortlisted candidates will be contacted. 
al Opportunity Employer with a website 


at: www.thecommonwealth.org 













International Oil Pollution Compensation Funds 
HEAD, EXTERNAL RELATIONS AND CONFERENCE DEPARTMENT 


The International Oil Pollution Compensation Funds 1971 and 1992 (OPC Funds} are two 
intergovernmental organisations which provide compensation for oil pollution damage resulting 
from oil spills from tankers, within the framework of four international treaties elaborated under 
the-auspices of the International Maritime Organization (IMO) of the United Nations. 


At present, 88 States belong to this international regime, and it is expected that more countries 
will join the compensation system in the near future. 


‘The two Organisations are administered by a joint Secretariat with 26 staff members. based in 
London, which is headed by a Director. 


‘The post of Head, External Relations and Conference Department is to be filled from mid July 2001. 


‘The incumbent will be responsible for the management of the External Relations and 
Conference Department and will participate in the Management team. In particular he/she will 
be. responsible for: 


* Smooth running of all meetings of Assemblies, Executive Committees and 
Working Groups 
* Production of documents for these meetings, including translation 
Production of publications 
* Provision of general information on the Funds to governments, other interested 
parties and media (including developing the web site and providing material for 
presentations} 
Liaising with Governments on questions of Fund membership 
Liaising with the entities in the public and private sector liable to pay contributions 
to the IOPC Funds 
* Participation in the Management Team 
Applicants should have a university degree or equivalent professional qualification in a 
relevant field. A minimum of 10 years professional experience is required. Experience of work 
inan international context would be a great advantage. Management skills and practical 
experience of public relations would be valuable. 


The working languages of the IOPC Funds are English, French and Spanish. Complete 
proficiency in English is required. An excellent drafting ability in English is essential. 
Working knowledge of French and/or Spanish would be an advantage. 

Salary is paid in accordance with the United Nations scale (grade P.4), commencing at 
approximately £46 200 net of United Kingdom income tax, the grade being determined by the 
experience and qualifications of the successful candidate. There are various attractive benefits, 
including six weeks annual leave. 

Please apply in writing with detailed CV by Monday 4 June 2001 to: Head of Finance 


and Administration Dept, International Oil Pollution Compensation Funds, Portland 
House, Stag Place, London SW1E SPN. Only short listed candidates wil} be contacted. 


( 
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World Food Programme, the food aid arm of the United Nations, 
is seeking qualified candidates to apply to the roster for the following 
positions in the Office of Internal Audit at its Headquarters in Rome, Italy 


INTERNAL AUDITORS (P-5/P-4/P-3) 
Ref. VA-Roster-OEDA-2001-PO7 


Within delegated authority, the Internal Auditor will be responsible for the 
© following duties: 


* Evaluate internal control systems at Headquarters and in regional and 
country offices 

* Conduct financial compliance audits at Headquarters and in regional 
and. country offices 

* Conduct detailed reviews of the Programme’s financial statements 

* Perform efficiency, economy and value for money audit, in regional 
and country offices 

* . Assess reliability and propriety of accounting and financial information 
provided to Management 

* Develop audit plans and lead audit teams or participate as team 
member in audit assignments 

* Follow-up. on the implementation of audit recommendations 

* Supervise other audit staff as required, provide training and 
technical guidance 





For. qualifications. experience and desirable language skills. and more 
information on WFP, consult the WFP website: http://www.wip.org. 


APPLICATIONS: Resumes should be formatted in accordance with 
guidelines posted on the WFP website (www.wtp.org) and sent by e-mail to: 
roster@wip.org or by post to the Chief, HRDR, World Food Programme, 
Via Cesare Giullo Viola 68/70, Parco de Medici, 00148 Rome, Italy. 


























Executive Director 
The Petroleum Institue in Abu Dhabi is-seeking a distinguished academician or industrialist for 
the position of Executive Director, This is the highest-ranking administrative position in the 
Institute and teports directly to the Governing Board for the Institute. Applicants should possess 
an earned doctorate in science, engineering, or a closely related field and must have 
demonstrated achievement in academic or industrial management and leadership. 











The Executive Director is appointed by the Governing Board for the Petroleum Institute. The 
Executive Director has overall responsibility for carrying out the directives. of the Governing 
Board concerning policies and operation of the Petroleum Institute, Responsibilities for the 
Executive Director include: 

* Overall management and day-to-day operation of the PI 

* Interface with Governing Board 

¢ Interface with external constituencies 

* Interface with Governmental authorities 

¢ Overall program quality 

+ Setting of the annual budget for the PI 

* Long-range planning 

* Other activities as directed by the Governing Board 


















































The Petroleum Institute will be accommodated in newly-constructed “start-up” facilities from 
fall 2001 to the end of spring 2003, which will provide space required for instruction in the 
Foundation year and Freshman year. Master-planning for permanent facilities is already 
underway, with a view to occupancy in the fall of 2003. Information on the academic programs 
for the PI can be found at the following web address: www.nines.edu/pi. The Executive Director 
will interact with the facilities design process, and will be closely involved in decisions on the 
acquisition of equipment, materials, and in the hiring of permanent staff. The Executive Director 
will manage an operating budget that is being sized for excellence in the attraction of faculty and 
for the provision of facilities and program. resources. 








The total compensation package includes a 12-month base salary, an expatriation allowance, and 
a benefits allowance that covers housing, initial furnishings, health insurance and travel. An 
appointment will be made as soon as possible, and should continue for at least five years, 









Interested candidates should submit a letter of application, a detailed resume, and statement of 
purpose to: 







Professor Robert M. Baldwin 
Chemical Engineering Department 
447 Alderson Hall 

Colorado School of Mines 
Golden, Colorado 80401 USA 

















Questions concerning this position should be directed to Professor Baldwin at 














UNOPS @ CAPNET - Director 


‘United Mations tice for Project Services 





(*) a detailed announcement is available at www.mops.arg or upon request at ENVP@unops.org 
or fax (212) 457 40 44 


CAPNET, the Intemational Network for Capacity Building in Integrated Water Resources 
Management, has been initiated to enhance integrated water resources management and service 
delivery for improvement of livelihoods as well as the protection of the environment. CAPNET 
takës-a strategic approach to capacity building which focuses on human resources development by 
building partnerships with and between education and training institutions in the regions. CAPNET 
activities will be managed by a 6-member Secretariat hosted by THE, in Delft (The Netherlands). 
A steering Committee will oversee and provide guidance to CAPNET’s policies and operations. 
















CAPNET is seeking a Director to provide clear strategic leadership and ensure continuous attention 
to how the overall objective is best achieved. 


QUALIFICATIONS: 

* Approven and deeply felt commitment to capacity building in developing countries; 

* High-level and highly effective working experience of managing capacity building initiatives 
and/or projects in developing countries, preferably on water related issues; 

e The ability and skills to promote and inspire effective collaboration between individuals, 
Organisations and networks; the willingness to travel abroad frequently, for relatively short periods; 

* The ability 19 communicate effectively in English and. preferably in French and/or Spanish, or 
any other official working language of the UN: 

« A post-graduate degree in any one or several of the following areas: public administration, 
institutional development, human resources development, engineering; 

And preferably: 

* Extensive working experience inthe area of water management, preferably in integrated water 
resources Management; an extensive and demonstrable network of high-level personal contacts 
in the water sector, knowledge about modem tools and concepts of knowledge management 
and ICT. Experiencein. handling senior-Jevel relationships with. academic institutions, 
govemments, UN organizations, bilateral donors and NGOs. 

CONTRACT DETAILS 

The position. will be at United Nations Director level- (DI). UNOPS offers an attractive 

compensation and fringe benefits package. Salary will-be commensurate with experience. The 

appointment will initially be for a petiod of one: year, with possibilities for further extension. 

Interested: candidates may submit a short letter of not more than S00 words, discussing their 

suitability for the post, a UN Personal History Form and a concise curriculum vitae. The form can 

be downloaded from UNOPS website wwwamops.org. 

Applications must be sent by 31-May 2001 to Ms. Cecite Collas, UNOPS, Ref. GLO/8/117, 

405 Lexington Avenue, New York; NY 10174, ENVP@unops.org , Fax (212) 457 40 44. 

Qualified female candidates are strongly encouraged to apply. UNOPS reserves the right to 


appoint the selected: candidate at a level below: the advertised level of the post. Only short 
listed candidates will be notified. 
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TISATION OF THE NATIONAL LOTTERY 


GOVERNMENT OF MALTA 


Ministry of Finance - Privatisation Unit 





`The Government of Malta, through the Privatisation Unit, an enabling organisation which 
falls under the auspices of the Ministry of Finance, intends to proceed with the privatisation 
of the management of Public Lotto and lotteries in Malta. 


y virtue of-a.Request for Proposals, the Privatisation Unit is seeking applications from 
onsortia, companiés:and other corporate bodies for a licence to operate on their own 
ccount all lotto, lotte and other games of chance forming part of the National Lottery 
for a term of seven (7 








The Privatisation Unit aims to Select, through a competitive bidding process, an operator 
of experience and rep indertake to develop and improve the portfolio of games 
-presently forming part o} Besides building up on existing games and 
„introducing new gam he selected operator will be expected to 
‘upgrade the existing lott $0 provide players with new and innovative 
forms of access to ga on of modern technology. The Request 
for Proposals for the be issued on 15th May 2001, whilst the 
closing date for subm 2001. The selection of the successful 
applicant is anticipated er 2001. Interested parties may obtain a 
Request for Proposals fron 




































The Chairman, 
Privatisation Un 
c/o Malta Investment 
Trade Centre, Sar 
San Gwann. SG 





y Limited (MIMCOL) 


j a detailed Information Memorandum 
a submittal fee of Lm7,500 (equivalent 
ons regarding application procedures, the 
elevant legal and regulatory framework, 
ercial and financial information on the 






will be made available to 
to US$17,000). Apart f 



















nment of Malta reserves 


| ry or terminate the privatisation process and to accept 
offer at its sole discret . 







































ULES 


Supporting 47 of the world’s 50 largest financial services 
institutions takes systems with a certain amount of power 


SUNGARD’ Rely on our strength www.sungard.com NYSE:SDS 





Special report Gypsies 


Europe’s spectral nation '* 


PRAGUE, MARCHEVO, KOSICE AND BUDAPEST 


Europe’s attitudes to Gypsies are both ignorant and prejudiced. Time to do better 


x LEAST 6m Gypsies, or Roma, live in 
Europe, most of them in former com- 
munist countries or scattered around the 
Mediterranean. They are at the bottom of 
every socio-economic indicator: the poor- 
est, the most unemployed, the least edu- 
cated, the shortest-lived, the most 
welfare-dependent, the most imprisoned, 
and yes, the most segregated. In one indi- 
cator, they lead: they have the most chil- 
dren. In sum, they are a spectral 
third-world nation in Europe. 

In a swathe of land running from the 
Polish side of the Tatra mountains to the 
Aegean sea, Gypsies account for between 
5% and 12% of the population. Accurate sta- 
tistics are difficult to come by because most 
countries refuse to gather ethnic data, at 
least for public consumption. The treat- 
ment of these Gypsies is perhaps the most 
important civil-rights issue in Europe, and 
one that will have a direct bearing on Euro- 
pean Union accession talks and on re- 
gional development. 

In Hungary and the Czech Republic, 
where they make up around 3% of the 
population, Gypsies have been among the 
biggest losers in the past ten years. Unem- 
ployment rates for Gypsies run at 70% and 
above. A study in Ostrava, an industrial 
city in the Czech Republic, found that a 
Gypsy child was 23 times more likely to be 
placed in a school for the mentally re- 
tarded than a white Czech child, even 
when of normal intelligence. The best 


such a child can hope for is a career as a 
cleaner. In Hungary Gypsy children are 
banned, in some schools, from the “whites 
only” cafeteria and gym. Across Central 
Europe, Gypsies are the prime target of 
neo-Nazi thugs. 

The Czech and Hungarian govern- 
ments, and many citizens too, are commit- 
ted to improving matters. In merely 
recognising the problem, they are already 
doing better than EU countries such as 
Spain, Italy and especially Greece. But they 
have not yet gone far towards solving it. 
“We'll see the first results in a decade,” says 
Jan Kavan, the Czech foreign minister. 

In Slovakia, Gypsies make up over 10% 
of the population. Their birth rate is so 
high, and that of other Slovaks so low, that 
they might even become a majority in the 
country by 2060. Welfare payments to 
Gypsies will bankrupt the country long 
before then, perhaps as early as 2020. Ro- 
mania’s 2m Gypsies—the largest national 
population in the world—are in a precari- 
ous position. The Gypsy slums of Bucha- 
rest are already wretched. If the Romanian 
economy continues to fall apart, as looks 
likely, Gypsies will remain impoverished 
and will become racial scapegoats. 

The Eu is the Gypsies’ best ally. On a 
visit to Slovakia in February, Giinther Ver- 
heugen, the EU commissioner for enlarge- 
ment, made a point of sticking his head 
inside a Gypsy shack and promising $10m 
for specific Gypsy development projects in 
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the country this year. “We cannot expect”, 
he said, “that a solution to this problem, 
which arose hundreds of years ago, will be 
found within a few years.” Careful words. 
But then Mr Verheugen is in an awkward 
position. He is adamant that the “Gypsy 
question”, as itis queasily termed, will not 
hold up enlargement, but he also knows it 
must begin to be tackled at source before 
there can be any agreement on the free 
movement of labour. An exodus of Gyp- 
siesinto the EU, everyone agrees, would be 
a political disaster for an expanding union. 


The history of a tribe 
Gypsies can be hard to define. Europe now 
contains “travellers” who are not Gypsies, 
while many Gypsies are settled in towns 
and cut off from their traditions. There is a 
problem of attitudes, too. No one can deny 
that Gypsies are badly treated; but a cul- 
ture of petty criminality in some Gypsy 
groups means that the prejudice often 
seems justified. It is not just right-wing 
thugs who say this; ask any farmer in Kent, 
in south-east England, what he thinks of 
the “pikeys” who come calling. 
Surprisingly, there is no clear definition 
of what Gypsies are. Dark-skinned Ro- 
many-speaking nomads of Hindu origin, 
says the dictionary. But not all Gypsies are 
dark-skinned and only about 4m, at most, 
speak some kind of Romany. Certainly 
they are not Egyptians, from which the 
word, in English, is derived. Nor, nowa- 
days, are they the colourful nomads of 
yore, drawing decorated caravans down 
dusty roads. Some traditional roaming 
Gypsy culture remains, but not much. The 
Nazis, who murdered perhaps 500,000 
Gypsies, saw to that. So too did the com- 
munists, whose well-intentioned but da- 
maging paternalism held that Gypsies 
should settle down like good comrades, of- 
ten in industrial towns. 






According to Ilan Hancock, a professor 
at the University of Texas, the latest re- 
search indicates that the original Gypsies 
were a mix of Indian ethnic groups assem- 
bled in the early 11th century as a military 
force to resist Islamic incursions. Romany 
developed in India as a military lingua 
franca with heavy Persian influences, as 
did Urdu; the Romany word for a non- 
Gypsy, gadje, is derived from the Hindi 
word gajjha, meaning civilian. The first re- 
cord of Gypsies in the west is in Constan- 
tinople in 1054; their first appearance in 
Europe proper came as military attach- 
ments to Ottoman armies. “The fact they 
were mistaken for Muslims”, Mr Hancock 
ruefully notes, “set the stage for anti- 
Gypsyism.” 

“We were not nomads by choice,” says 
Emil Scuka, president of the International 
Romany Union (rU), which seeks to rep- 
resent Gypsies worldwide (though uncon- 
vincingly so; it relies on gadje money to 
stay afloat). Banned from entering towns, 
Gypsies found employment on the mar- 
gins of society as metal workers, entertain- 
ers and thieves. They were enslaved in 
Romania until 1864. Pogroms came and 
went across Europe until the Holocaust, 
which Gypsies call Porramous, the devour- 
ing. Most Gypsies never even made it to 
the death camps. Local police units, happy 
to spare the Nazis the work, shot up cara- 
vans in meadows and copses. Travelling 
families, with no written records and with 
hidden traditions, simply vanished. Tell- 
ingly, Gypsies were not mentioned at Nu- 
remberg. 

No matter that mainstream society sees 
Gypsies as a whole; Gypsies see them- 
selves indistinctly, if at all. Gypsy culture is 
one of patriarchal families, sometimes 
clans, but never a nation. Even where dis- 
parate Gypsy groups gather together, as in 
Italian camps for nomads, mutual antago- 
nisms quickly drive them apart. Identity 
gets complicated. Several groups singled 
out for murder by Albanians in Kosovo for 
being Gypsies reject the appellation. 

Even the terminology is tricky. “Roma” 
is the preferred term, but not all Gypsies 
are Roma. “Gypsy” is much more elastic— 
all Roma are Gypsies. Butitis also a loaded 
term since, across Europe, Gypsy is an- 
other word for thief. 

Not without reason. The Gypsy rate of 
criminality is high (though ill-treatment of 
Gypsies in judicial systems is high also). 
According to Helsinki Watch, a human- 
rights group, 60% of male inmates in Hun- 
garian prisons are Gypsies, 12 times the na- 
tional average. In Spain, where Gypsies 
account for 1.5% of the population, Gypsy 
women make up more than a quarter of 
the female inmates. 

Nor do Gypsies, on the whole, have 
much time for gadje. Traditional Gypsies, 
such as those who can be found begging 
with child on hip in the London Under- 


them, gadje are all potential customers (or 
targets, in the case of pickpockets). Gypsy- 
gadje relations are made even trickier 
where traditional groups still observe laws 
shaped by a sense of imminent defile- 
ment, the idea (more understandable 
when framed within an Indian caste sys- 
tem) that contact with gadje, particularly 
sexual contact, is a kind of pollution pun- 
ishable by banishment. 


Settled deprivation 

The Gypsy ghetto of Marchevo in Bul- 
garia’s Rhodope mountains, a few miles 
from the Greek—and therefore Eu—border, 
is pretty representative of how poor Gyp- 
sies live nowadays. Nothing romantic or 
carefree here, just a forlorn settlement ona 
hill above the whitewashed village of Mar- 
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hilltop in 1960. They were basket-weavers 
by trade, and their family had roamed the 
Balkans selling baskets for as long as any- 
one could remember. Communism and 
the advent of plastic bags stripped them of 
their livelihood. So they stayed. 

They have prospered in nothing, save 
children. The ghetto has grown to 400 peo- 
ple, half of them under the age of 15. All 
those of working age are unemployed. 
Families survive on small welfare pay- 
ments and on what they can forage. They 
have neither electricity nor gas. The only 
source of water is a pipe jutting from the 
mud from which everyone drinks and 
washes, not least the ghetto’s much-loved 
dogs and horses. There is no sanitation; 
rubbish and waste are everywhere. The 
living quarters are a few fetid blankets and 
pieces of torn plastic arranged over green 
branches hacked from a nearby forest. 
Daylight does not penetrate inside, though 
rainwater sluices in. A grandmother points 
out her 14-year-old daughter, sick with a 
blood disorder. She lies feverish in a filthy 
bed, anew-born child at her side. 

The only book in the ghetto is a bible, 
left by an itinerant Bulgarian evangelist. 
Few can read it, though its arrival caused 
the ghetto to declare itself Baptist. “I can 
read a form, sign my name, that’s aboutit,” 
says a grandfather. The most educated per- 
son in the ghetto, he adds, left school at 15. 

The Bulgarian government, in distant 
Sofia, claims to be sympathetic. Petar Sto- 
yanov, the country’s president, has prom- 
ised more assistance and a new water 
supply for Marchevo. But he knows there 
are 300 or so such settlements in Bulgaria, 
and several thousand more littered across 
the rest of Europe. In Slovakia, about 25% 
of Gypsies live in such segregated commu- 
nities, and there is little money or political 
will to make them less miserable. 

In the ghettos, health standards have 
collapsed. Birth defects have risen, as has 
infant mortality. Tuberculosis has re- 
turned. The rise in the number of children 
given up to orphanages also reflects wors- 
ening conditions: 75% of children in Roma- 
nian orphanages are given up by Gypsy 
mothers. “It makes me sad,” says one 
Gypsy leader, “but you cannot raise chil- 
dren for the 21st century in conditions of 
the 13th century.” 

Young Gypsy men in the ghettos have 
little concept of whata job is. But then they 
stand almost no chance of getting one any- 
way. Racial discrimination does not even 
come into it; there are no jobs nowadays 
for unskilled and illiterate workers. In 
communist times the huge steelworks in 
Kosice, a city in eastern Slovakia, used to 
employ Gypsies to sweep the mill floors. 
Now they use machines. 

Job mobility is very low, but Gypsies 
follow success models. When one Slovak 
Gypsy made it to London and sent back a »» 
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> videotape showing how good life was 
there, his entire village sought asylum in 
Britain. Another village devoted itself to 
robbing passengers on the Prague-Kosice 
night train after one family showed it to be 
a good earner. Completing school could be 
a good earner, too; but it takes longer. 


“They’re very good at music” 

There are brighter sides to this picture. Po- 
lice forces across Central Europe now at 
least admit to racial discrimination. “Gyp- 
sies used to be beaten as a matter of rou- 
tine,” says one human-rights lawyer. 
“Now it is only on special occasions.” Jörg 
Haider, ironically, might prove a help to 
Gypsies. The success of his xenophobic 
party in Austria last year pushed the EU to 
pass a directive, offering more legal protec- 
tion to minorities, that all applicant coun- 
tries must accept before they can join. 

Special scholarships mean more Gypsy 
children are staying at school and entering 
university; the University of Cluj, in Roma- 
nia, has 150 Gypsy students this year, a 
previously unheard-of number. Govern- 
ments across the region have begun to 
change their education policies to give 
Gypsy children the best chance. There is 
some international pressure: on Interna- 
tional Roma Day, April 8th, the United 
States announced that it was giving 
$585,000 to the Open Society Institute to 
provide college scholarships and grants for 
community projects especially for Gyp- 
sies. And it asked Hungary and the Czech 
Republic to change their laws. 

In the past, the few Gypsies who suc- 
ceeded often did so at the expense of their 
Gypsy roots. Now young Gypsies like Dra- 
gan Ristic, a theatre director, are beginning 
to assert their identity. Mr Ristic, who 
comes from Yugoslavia, has set up Gypsy 
theatre companies in Belgrade and Buda- 
pest. “To be a Gypsy”, he says, “is to be an 
unwelcome guest from nowhere.” Still, Mr 
Ristic is cautiously optimistic. He spends 
his spare time translating human-rights 
documents into Romany, a difficult task 
since the language was codified only ten 
years ago and still has a dictionary of only 
5,000 words. 

Rudolf Schuster, the president of Slova- 
kia, thinks that Gypsy children from the 
ghettos should be sent to boarding school. 
“No child can learn in those conditions,” 
he says. Educated for what? “Well, music 
perhaps. They’re very good at music, you 
know.” 

It would be easy to scoff if anyone had 
a better answer. So far, no one has. Well- 
meaning attempts to reduce Gypsy wel- 
fare dependency by slashing benefits have 
so far only forced the poorest families to 
Gypsy loan sharks, where loans are more 
readily repaid in teeth, fingers and sex. 
“Everything westerners suggest has al- 
ready been tried 20 years ago,” says a frus- 
trated official in Kosice, in eastern Slovakia. 





The non-wandering life 


He wonders how his city, labouring under 
25% unemployment, can keep subsidising 
Gypsy housing while evicting white Slo- 
vaks for not paying rent. Handouts to Gyp- 
sies translate directly into votes for 
extreme nationalist parties. 


Wanted: leaders 

The biggest problem is the lack of good 
Gypsy leaders. Leadership is strong at the 
family and clan level but weak, divided 
and often corrupt at the political level. Tra- 
ditional Gypsies still swear fealty to self- 
declared “kings” who tend to hold court in 
sprawling, flamboyant residences, dis- 
pensing favours and receiving tribute. 
Each king represents a single clan, which is 
probably feuding with several others. 

Politically, Gypsies are worse off even 
than ghetto blacks in America. Although 
drugs and violence are not endemic in 
their settlements, they have almost no 
middle-class to aspire to and no political 
consciousness, There is no Gypsy equiva- 
lent of the NAACP; there has never been, 
and probably never will be, a Gypsy 
equivalent of Martin Luther King. 

Gypsies remain largely removed from 
political life. Few vote. When they do, they 
are as likely to be swayed by the cash hand- 
outs of populist parties as to support an 
ethnic-Gypsy party. There are signs, par- 
ticularly in urban, less traditional commu- 
nities, that this is changing. More Gypsies 
than ever before are winning elections for 
political office, and ata higher level: by one 
estimate, there are 20 Gypsy MPs and may- 
ors in several countries, besides 400 local 
councillors. But the process is slow. When- 
ever the local press praises an elected 
Gypsy leader he is usually brought down, 
either for drink or general incompetence. 


Besides, Gypsy political parties rarely 
agree among themselves. Attempts to 
make a coalition of Gypsy parties (Slova- 
kia has 17) invariably break down in petty 
squabbles. It is the same with interna- 
tional Gypsy organisations. Mr Scuka’s 
IRU is meant to represent 10m Gypsies in 
more than 30 countries and has done 
much to promote a standard and written 
form of Romany. But Gypsies in the ghet- 
tos have never heard of it, and few of those 
who attend its congresses have been 
democratically elected themselves. Hun- 
garian Gypsies did not bother to show up 
at the rrU’s last congress, some whisper- 
ing in private that the organisation was just 
a front for the Czech secret service. 

Josef Sana, the first Gypsy to be elected 
mayor of Lunik 9, a miserable housing es- 
tate on the edge of the Slovak city of Ko- 
sice, is a case in point. The communists 
built Lunik 9 as a model of urban planning 
and integration for 3,800 people; whites 
and Gypsies living together in harmony, 
or so the propaganda went. The whites 
fled as soon as they could, leaving a Gypsy 
ghetto—population 5,200, and rising. 

Mr Sana provided a glimmer of hope to 
all, successfully organising a clean-up of 
the estate and founding a local Gypsy se- 
curity force to discourage bad behaviour. 
A good-news story, then? Not quite. The 
day after The Economist saw him, Mr Sana 
was arrested by the police. 

At national and supranational level, the 
story is the same. Governments are keen to 
involve Gypsies in solving their own pro- 
blems, but are frustrated by the lack of 
leadership. Privately, EU officials say they 
do not trust Gypsy leaders enough, yet, to 
let them administer a single euro, Over the 
centuries, not much has changed. 


China and Hong Kong 


Jiang almost meets the Falun Gong 


BEIJING 


Will Hong Kong ban the people China hates? 


HE campaign by China’s president, 

Jiang Zemin, against the Falun Gong 
may be achieving partial success on the 
Chinese mainland, but supporters of the 
strange quasi-Buddhist movement in 
Hong Kong are far from cowed. During a 
visit to Hong Kong this week, Mr Jiang, 
who has made crushing the movement a 
personal quest, was subjected to the pro- 
vocation of peaceful public protests by 
some 400 Falun Gong practitioners. Al- 
though he probably never caught sight of 
them—a huge police presence kept them 
well out of range—Mr Jiang was surely 
riled by their presence on sovereign Chi- 
nese territory. 

The Chinese-appointed Hong Kong 
leadership bent over backwards to keep 
Mr Jiang’s irritation to a minimum. At the 
only place where the Chinese leader made 
a public appearance, some 3,000 police 
were deployed to ensure security. That 
was 1,000 more than were stationed 
around the same place—the Hong Kong 
Convention and Exhibition Centre—when 
it was used in 1997 for the ceremonies to 
mark Hong Kong’s handover from Britain 
to China. And in 1997 the police had even 
more dignitaries to worry about than at 
the function Mr Jiang attended, the For- 
tune Global Forum—a three-day gathering 
of business leaders, senior officials and lu- 
minaries such as Bill Clinton, with whom 
he had a friendly hour-long chat. 

It was MrJiang’s first visit to Hong Kong 
since his decision in July 1999 to outlaw 


the Falun Gong. Its followers plausibly es- 
timate that since then many thousands 
have been detained, and scores killed. The 
problem for Mr Jiang is that the Falun 
Gong is a legally registered body in Hong 
Kong. To ban it there would require evi- 
dence of wrongdoing. As on the mainland, 
the Falun Gong’s most egregious transgres- 
sion in Hong Kong has been to stage occa- 
sional public protests that have mainly 
involved members’ sitting in the lotus po- 
sition or standing still and slowly moving 
their arms to harness the benign energy of 
the spinning wheel of the cosmos. Though 
China calls this disturbing public order, 
Hong Kong does not—at least, not yet. 

As with other religious groups, Mr Jiang 
can find plenty of examples of people 
harming themselves or others. But his ar- 
gument that the Falun Gong is as danger- 
ous as Japan’s Aum cult, which released 
poison gas in the Tokyo metro in 1995, is 
particularly unconvincing in Hong Kong, 
where the sect has a docile following of 
just a few hundred people. 


Hong Kong bends the knee 

MrJiang’s struggle against the Falun Gong, 
part of a wider effort to keep control of a 
fast-evolving China, risks undermining 
the high degree of autonomy that Hong 
Kong is supposed to enjoy. In the build-up 
to MrJiang’s visit, the Hong Kong immigra- 
tion authorities turned away some 100 
people at the airport who Falun Gong fol- 
lowers said were simply trying to enter the 
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territory to join the sect’s peaceful and offi- 
cially authorised demonstrations. Many 
people in Hong Kong suspect that China 
secretly issued a blacklist of Falun Gong 
activists who were to be barred. Western 
governments, including Britain's and 
America’s, have expressed concern about 
the exclusion. 

This was not exactly the image of Hong 
Kong that the organisers of the Fortune 
Global Forum wanted to project. But Mr 
Jiang was at least careful in his address to 
the gathering not to go on the attack 
against the Falun Gong. Instead, he 
pledged that “come what may” China 
would never change its “one country, two 
systems” policy for running Hong Kong. 

Yet this is unlikely to reassure many in 
Hong Kong, where the chief executive, 
Tung Chee-hwa, is widely regarded as a 
poor leader who, under pressure, would 
do the bidding of his Chinese masters 
even to the extent of jeopardising the terri- 
tory’s freedoms. Earlier this year, some 
pro-Beijing politicians in Hong Kong called 
for the swift enactment of a law against 
subversion that they felt would enable the 
government to outlaw the sect. The outcry 
this provoked from pro-democracy groups 
and the media appears to have deterred 
the government from taking up the sugges- 
tion, for now. “The government won't be 
rushed,” says Michael DeGolyer of Hong 
Kong Baptist University. “Every time they 
touch such issues, there is an explosion.” 

Since the transfer of sovereignty, China 
has been generally astute in its handling of 
sensitive political issues in Hong Kong. 
Though many abroad expressed anxiety 
about the Chinese government's interfer- 
ence in legal proceedings concerning the 
rights of mainland Chinese to settle in 
Hong Kong permanently, in Hong Kong it- 
self mainland efforts to restrict such migra- 
tion were widely welcomed. Similarly, the 
barring of Falun Gong followers from en- 
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> tering the territory is unlikely to cause a 
huge public outcry in Hong Kong itself. 
The Chinese authorities erred by pub- 
licly rebuking the widely admired head of 
Hong Kong’s civil service, Anson Chan, for 
failing to give Mr Tung her full support. But 
after she announced her resignation in 
January, her successor was quickly named 
as Donald Tsang, who enjoyed high office 
under British rule and was close to China’s 
most hated British representative in Hong 
Kong, Chris Patten. Since he took over last 
week, Mr Tsang has pleased the media by 
stressing the importance of press freedom. 
But Mr Jiang sees the Falun Gong as a 
personal affront. The peaceful demonstra- 
tion by some 10,000 practioners outside 
Communist Party headquarters in Beijing 
in April 1999 caught him unawares and 
suggested that he had lost his grip over a 
security apparatus riddled with Falun 
Gong sympathisers. There is a danger that, 
if Hong Kong fails to keep the Falun Gong 
in check, Mr Jiang will increase the pres- 
sure on Mr Tung to introduce an anti-sub- 
version bill. That would cause alarm 
among many groups and individuals who, 
if they lived on the other side of the border, 
would be considered subversives. m 





Unconvincing reform in Japan 


Eyeing the debt 
mountain 


TOKYO 
Junichiro Koizumi needs to give more 
details 


CC[DEFORM with nothing sacred,” 

boomed Junichiro Koizumi in his 
maiden policy speech to parliament this 
week. Really? Japan's new prime minister 
was certainly generous with his promises, 
pledging that his “ceaseless reform cabi- 
net” would battle to change politics, the 
economy, society and government. Now 
all he has to do is to fill in the details. 

One pressing subject on which Mr Koi- 
zumi did offer some particulars was his 
promise to clean up the government’s aw- 
ful finances. A decade of deficit spending 
has saddled Japan with ¥689 trillion ($5.6 
trillion) of debt, making it the most heavily 
indebted country in the world. The budget 
deficit is nearly 10% of GDP. On present 
trends, the government’s debts will dou- 
ble in less than a decade. 





And that is the good news. In some 
ways, Japan’s position is even worse than 
it looks. Long-term interest rates of barely 
more than 1% keep the government's inter- 
est bill low. In fact, thanks to falling interest 
rates, annual interest payments have 
hardly budged since 1986 even though, 
over the same period, the government’s 
debts have nearly tripled. What really rat- 
tles Japan’s budget planners is the thought 
that rates might start to rise again. At worst, 
this could happen uncontrollably, with in- 
vestors charging ever higher rates as the 
government's finances grew weaker and 
weaker. That way lies chaos, a run on the 
yen and economic collapse. 

Mr Koizumi promises a two-stage 
clean-up. As a first step, he says, the gov- 
ernment will limit the bonds it issues in 
the year beginning next March to ¥30 tril- 
lion. Then, much harder, he will set about 
returning the budget to “primary balance”, 
which is achieved when new loans raised 
go only towards servicing existing debts. 
This should eventually bring the growth of 
the government'’s debts under control. 

Quite how Mr Koizumi plans to 
achieve these feats, however, is not en- 
tirely clear. The Finance Ministry thinks it 
will need to issue ¥33.3 trillion of bonds in 
2002, suggesting that, if Mr Koizumi is to 
meet his first pledge, he needs to find more 
than ¥3 trillion of budget cuts or extra tax 
revenues just to stay below the cap—itself 
only a start, given the mountain of accu- 
mulated debt. With the economy weaken- 
ing, Mr Koizumi, in a second speech this 
week, appeared to have ruled out a tax in- 
crease. But if he is to attack the debt moun- 
tain, he will have to raise taxes, and by a 
staggering amount. 

What is now powering the govern- 
ment’s ever-deeper descent into debtis the 
growth in its social-security and health- 
care bills. Since 1970, health spending as a 
proportion of GDP has doubled, and so- 
cial-security spending trebled, while the 
government’s revenues, about 30% of 
GDP, have grown much more modestly. Ja- 
pan’s problem is that it is financing Euro- 
pean standards of welfare with American 
levels of taxes, and has to borrow the rest. » 





The long-term solution is the sort of tax 
rise Mr Koizumi shows no stomach for. 
Heizo Takenaka, the new economics min- 
ister, is sitting on one figure. In 1998, as an 
adviser to a previous government, Mr 
Takenaka helped to draft a plan to restore 
the budget’s primary balance by 2007. 
Higher corporate taxes, went the thinking 
then, would hurt Japan's competitiveness. 
Higher income taxes would take away the 
incentive to work. That left consumption 
tax, which, said Mr Takenaka, would have 
to rise from 5% to 14%. 

Others put the number higher still. An- 
drew Smithers, a London-based econo- 
mist, argues that, because Japan’s ageing 
population will drive pensions and 
health-care costs ever higher, the govern- 
ment needs to raise taxes now by the 
equivalent of 15% of GDP. m 


The Philippines’ election 


The charm after 
the storm 


MANILA 
Gloria Macapagal Arroyo tries to 
befriend the poor 


AVING won back the streets, Gloria 

Macapagal Arroyo resumed the battle 
this week for hearts and minds. With con- 
gressional elections looming on May 14th, 
she concentrated much of her effort on 
poor voters, thousands of whom turned 
violent last week in support of Joseph Es- 
trada, the former president and underclass 
hero whom Mrs Arroyo helped topple in 
January. Her initial response, after a mob 
had tried to storm the presidential palace, 
was to get tough, declaring a “state of rebel- 
lion” and approving warrantless arrests of 
alleged instigators, including 11 opposition 
politicians. Many Filipinos approved; but 
to reassure the others, she has been 
emphasising her softer side ever since. 

She started with a visit to Mr Estrada, 
whose arrest on a charge of “economic 
plunder” had set off the protests. Since that 
charge precludes bail, Mr Estrada remains 
imprisoned in a military barracks in Ma- 
nila. When asked about their meeting, Mrs 
Arroyo, who served as Mr Estrada’s vice- 
president before he fell, stressed her inter- 
est in his living conditions. 

Her aim was to fend off claims of 
vindictiveness without giving ground on 
the need for Mr Estrada to stand trial, 
which would infuriate her middle-class 
supporters. They saw the evidence against 
him during a failed impeachment trial and 
are convinced that he is a crook. Most of 
Mr Estrada’s supporters may agree, but do 
not see much difference between him and 
other politicians. 

After finessing the Estrada problem, 
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Caspian pollution 





Oil, caviare and worried eagles 


ALMATY 


The hidden costs of exploration in the Caspian 


Y OIL-INDUSTRY standards, the spill 

was a tiny one, just 210 litres (55 
American gallons). But the Kazakhstan 
government was in no mood to take 
chances and told the polluter, OKIOC 
(Offshore Kazakhstan International Op- 
erating Company), to suspend its drilling 
in the Kazakh sector of the Caspian Sea 
while the incident was investigated. 

For years, ecologists have given warn- 
ing that the development of Kazakh- 
stan’s oil deposits in the Caspian 
threatens the sea’s flora and fauna. The 
Caspian, slightly larger than Germany, is 
a seasonal habitat for birds migrating 
from Europe and Asia, such as the fla- 
mingo and the rare white-tailed eagle. It 
is home to about 400,000 seals and— 
crucial to caviare-lovers—more than 90% 
of the world’s sturgeon. Last year, the 
death of thousands of seals brought 
public emotions to new heights. 

stan’s government is proud of 
ox10Cc’s oil discoveries in the Caspian. 
The Kashagan field could turn out to bea 
big producer. But the government is 
keenly aware that large-scale oil produc- 
tion may come ata price. “They have 
clearly accepted responsibility to make 
that balance,” says Marian Kay Thomp- 
son, an American official who took part 
in a conference on oil-spill policy spon- 


Mrs Arroyo directed a charm offensive 
against his impoverished supporters. She 
visited some rioters still in detention and 
seemed to persuade a few that she could 
provide better plans to tackle poverty than 
her predecessor. Manila newspapers pub- 
lished a few testimonials from the con- 
verts. She also offered to donate some of 
her family’s vast land-holdings to a land- 
reform scheme that she had already 





Someone wants your vote 


sored by the American government in 
the Kazakhstani capital, Astana, in April. 
Miss Thompson says she is impressed 
that Kazakhstan has at least developed a 
plan to handle oil spills. But it is not yet 
clear which ministries will have what 
responsibilities. In a country practically 
run by one person, President Nursultan 
Nazarbaev, no one else wants to go out 
onalimb. 

One problem has been created by the 
100-200 oil wells in western 
that were abandoned when the country 
was part of the Soviet Union. A few 
even date back to tsarist times. Because 
of the rising level of the Caspian Sea, 
these onshore wells have since then 
been covered with water and have in ef- 
fect become offshore wells. No one 
knows where they all are. 
has to find them and stop them from 
leaking, says a western expert. The cost 
of fixing just one abandoned well is put 
at $100,000. 

One old well leaked in January, caus- 
ing a level-2 spill (on a scale of one to 
three). The government called for out- 
side help. According to calculations in 
local newspapers, the clean-up cost 
$20m. The government fears that other, 
bigger, leaks are possible from the old 
wells. Wise eagles should take care. 


formed before Mr Estrada’s arrest. 

Though many hardened Estrada sup- 
porters will not budge, Mrs Arroyo may be 
working a more pliable crowd than last 
week's riots suggest. Polls taken before Mr 
Estrada’s arrest suggested that poor voters 
were themselves divided, and would back 
her People Power Coalition (ppc) candi- 
dates for eight of the 13 contested Senate 
seats—the magic number she needs to gain 
a majority in the upper chamber. More- 
over, with help from rock-solid middle- 
class support, those eight candidates anda 
popular independent were cruising well 
ahead of Mr Estrada’s coalition, leaving his 
senators scrambling against each other, 
and their ppc opponents, for the other 
places in the Senate. 

Those laggards will no doubt hope to 
gain a boost from their icon’s arrest, and by 
complaining of persecution at Mrs Ar- 
royo’s hands. But Mahar Mangahas, who 
heads one of the Philippines’ two big poll- 
ing outfits, pointed out this week that the 
popularity of Corazon Aquino, a former 
president, rose after two attempted coups 
in the 1980s, and suggested that Mrs Ar- 
royo would get a similar boost. @ 


36 Asia 5 g a Sha Hom 
Islam in Indonesia 


God’s warriors and Wahid’s 


JAKARTA 


The idea of Muslim fighting Muslim in a holy war over politics has even riot-weary 
Indonesians perplexed. The story goes back nearly a century 


Maas have been signing up for 
weeks to die for Indonesia’s blind 
president, Abdurrahman Wahid. If he is 
toppled, they threaten to slit the throat of 
his chief critic—a noted Muslim scholar, 
Amien Rais. Last week, lines of riot police 
with shields barely stopped a crowd of 
stick-wielding Wahid supporters from 
marching on the legislature as it debated 
its second censure motion against him. If 
he goes, as he may by July or August, many 
fear a religious bloodbath. Both men can 
call on tens of millions of supporters. 

Abouta third of Indonesia’s 210m peo- 
ple are supporters of two huge religious 
organisations, Nahdlatul Ulama (NU) and 
Muhammadiyah, though it should be 
noted that they are followers, not paid-up 
members. Nu is the world’s largest Mus- 
lim group, some say the largest organisa- 
tion of any kind in the world, and Mr 
Wahid used to lead it. Muhammadiyah is 
not far behind, and Mr Rais used to lead 
that. Both enjoy deep loyalty from their 
members. Historically, the groups are ri- 
vals and their supporters clash frequently. 

Under Suharto’s dictatorial regime, the 
two largely stayed out of politics. But now 
everything has changed. Mr Wahid is in 
the presidential palace and Mr Rais is 
speaker of the supreme assembly that is 
on the verge of impeaching him. It is an ex- 
plosive situation. 

At first glance, the two groups are mir- 
ror images. Both were founded in the early 
20th century, by two men who studied at 
the same seminary in Mecca. Both have 
many subsidiary organisations. The exact 
strength of neither is clear. But the Nu is 
definitely larger. It claims up to 60m sup- 
porters, although independent sources 
put its strength at “only” 35m-40m. Mu- 
hammadiyah claims about 30m suppor- 
ters. Both operate nationwide. Both make 
widespread use of Arabic. Both supported 
Indonesia’s 1945-49 war of independence. 
Both organised militias which helped to 
liquidate bloodily the Indonesian Com- 
munist Party in the mid-1960s. The Nu’s 
Banser militia still openly exists and regu- 
larly drills in military uniforms; its mem- 
bers receive training, and perhaps 
firearms, from the army and police. Mu- 
hammadiyah retains links to paramilitary 
bodies as well. When Mr Suharto fell in 
1998, Mr Wahid and Mr Rais were the two 
groups’ respective leaders in the struggle 
for democracy. 

Yet their rivalry is old and deep, and 


when Mr Wahid’s Nu supporters ram- 
paged through east Java in February, they 
attacked Muhammadiyah offices, along- 
side those of Indonesia’s ruling party, Gol- 
kar, in Suharto’s day. Now they are 
threatening to slit the throat of Mr Rais. 
Though both profess to be keenly Is- 
lamic, they are as much tribal as religious. 
Indonesia may be the world’s largest Mus- 
lim country, but Islam’s roots do not run 
deep. It arrived through trade with Arabia 
and India. Aceh in Sumatra was the first 
area to convert to Islam, in medieval times. 
Only in the 16th century, when the Portu- 





For ever gentle? 


guese were already in Indonesian waters, 
did Islam replace Hinduism as the main re- 
ligion in Java. 

Getting the Javanese to abandon the re- 
ligion they had followed for more than 
1,000 years was not easy. The men who 
brought Islam to Java are remembered as 
the wali songo or “nine saints”. They had to 
compromise a little. Many Javanese rituals 
predate Islam in form, although they have 
been filled out with Muslim prayers. 

Hashim Ashari, Mr Wahid’s grandfa- 
ther and the founder of the Nu, traced his 
ancestry back to Muhammad, via the men 
who brought Islam to Java. In the early 
2oth century he studied in Mecca along- 
side aman named Ahmad Dahlan. 

Dahlan founded Muhammadiyah in 


1912, when most Indonesian Muslims 
were illiterate. He set out to educate them 
in the true nature of Islam, austerely reject- 
ing pre-Islamic tradition. Today Muham- 
madiyah has schools across the country 
and more than 100 universities or insti- 
tutes of higher education. 

In 1926 Ashari founded the Nu, partly 
as a reaction to Dahlan’s growing influ- 
ence. Its basic beliefs about Islam are not 
very different to Muhammadiyah’s, with a 
couple of major exceptions. It acknowl- 
edges the classical schools of Islamic 
thought and does not reject local tradi- 
tions, seeing them as a form of dakwa, or 
missionary work. It reveres the Islamic 
scholars, known by the Arabic term ulama 
or the Javanese term kiai, whose influence 
remains strong in east Java. 

The Nu is more amorphous than Mu- 
hammadiyah. Central and east Java, its ar- 
eas of strength, are two of the most 
densely populated parts of Indonesia and 
the areas that were first converted by the 
“nine saints”. The Nu is really a superstruc- 
ture over the existing network of local Is- 
lamic scholars. Many of the kiai still alive 
studied with Mr Wahid’s grandfather. Ya- 
hya Staquf, one of Mr Wahid’s official 
spokesmen, says these local ulamas often 
have more influence than the Nu’s official 
leaders. As it happened, the men who 
marched on the legislature ignored (half- 
hearted) appeals from Mr Wahid to go 
home, but were eventually convinced by 
their local kiai. 


Yokels and zealots 

NU supporters tend to be a very different 
crowd to Muhammadiyah’s. The Nu is 
more of arural phenomenon, and the men 
who tried to march on the legislature re- 
cently were mostly farmers. According to 
Mr Staquf, they read attacks on Mr Wahid 
by Mr Rais as attacks by Muhammadiyah 
on the Nv itself. “It is a natural reaction of 
NU people,” says Mr Staquf. 

Muhammadiyah supporters have been 
prominent in the campaign to oust Mr Wa- 
hid. Their version of Islam is much less for- 
giving than the Nu’s. They judge the 
corruption allegations against him and his 
relatively soft line on largely Christian sep- 
aratists in Irian Jaya in harsh terms. In west 
Sumatra there has been talk of blood if he 
is not prepared to go. 

The danger is that this fanaticism could 
be hijacked by even more radical groups, 
of which there is no shortage. Muhamma- 
diyah’s current chairman, Syafii Maarif, 
says he was recently approached by mem- 
bers of a “Mujahideen Council”. They 
wanted the organisation to be placed un- 
der their control, saying an Islamic state 
with strict Islamic sharia law was the only 
answer to Indonesia's problems. Virtually 
all non-Muslim areas of Indonesia might 
try to secede if that happens. But the idea is 
gaining support. @ 








xecution 


Timothy McVeigh’s € 


A covenant with death 


WASHINGTON, DC 


What do the life and death of Timothy McVeigh say about the United States? Notas 


much as many people would like to think 


N MAY 16th, barring a miracle, Timo- 

thy McVeigh will be executed in Terre 
Haute federal prison in Indiana. At seven 
in the morning he will be strapped on to a 
gurney and killed by lethal injection. The 
work will be done by volunteers from the 
Bureau of Prisons staff. Mr McVeigh has 
admitted to his crimes, halted his appeals 
and reconciled himself to his fate. The only 
person who can save him from death is 
George Bush, hardly a man of second 
thoughts when it comes to executions. 

Almost 300 people, most of them rela- 
tives of the victims of the Oklahoma City 
bombing in 1995, will witness the execu- 
tion. About 30 will see it happen in the pri- 
son, through a glass screen. The rest will 
watch over closed-circuit television. To- 
gether, they will constitute the largest au- 
dience for an American execution since 
the last public hanging in 1936. 

Itis reasonably safe to make two predic- 
tions about the execution. The first is that it 
will be amedia circus. Some 1,600 journal- 
ists will descend on Terre Haute. The sheer 
enormity of Mr McVeigh’s action has guar- 
anteed a huge level of interest: he killed 
168 people, 19 of them under six years old, 
in the bloodiest-ever act of terrorism on 
American soil. Mr McVeigh, in himself, 
seems to embody the phrase “the banality 
of evil”. His visitors are struck by the fact 
that he seems well-balanced and normal, 
even charming. Yet he describes the chil- 
dren he murdered as “collateral damage”. 
His execution represents a weird mixing of 
the atavistic and the modern, a death 
made public so that families of the victims 


can achieve that favourite word of the psy- 
cho-babblers, “closure”. 

The second prediction is that the execu- 
tion will give another boost to anti-Ameri- 
canism. George Bush's first few months in 
office have already provoked a barrage of 
articles about America’s beastly ways, par- 
ticularly in Europe. The execution will re- 
mind Europeans that only two (albeit big) 
rich countries still routinely kill criminals— 
America and Japan. The idea of broadcast- 
ing an execution is likely to strike many Eu- 
ropeans as particularly barbaric. And the 
whole affair will also remind them that Mr 
McVeigh was spawned by a militia move- 
ment that carries America’s infatuation 
with firearms and hostility to government 
to lunatic extremes. 


America the normal 

But will Mr McVeigh’s execution really 
prove that America is an oddball? Are 
Americans deaf to the qualms that have 
caused other advanced countries to aban- 
don the death penalty? And is the country 
really teeming with anti-government mi- 
litiamen? The true picture is far more nu- 
anced, and more encouraging, than the 
America-bashers like to believe. 

Certainly, America’s use of capital pun- 
ishment is markedly greater than most 
other countries’. In 1998, the last year for 
which comparable data are available, the 
United States, with 68 executions, was the 
third-biggest executioner in the world, 
after China (1,067) and Congo (100), and 
just ahead of Iran (66). It is hardly distin- 
guished company. America also allows 
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the execution of mental defectives—Bill 
Clinton once broke off campaigning to al- 
low just that to happen in Arkansas—and 
people under 18 at the time they commit- 
ted the crime. In 1998, a Texas state legisla- 
tor proposed lowering the age limit to 11. 

The European Convention on Human 
Rights, signed by 39 countries, bans execu- 
tion, putting it on a par with genocide and 
torture. Fledgling democracies also rou- 
tinely ban it as a way of proving their fit- 
ness tojoin the commonwealth of nations. 
When Nelson Mandela came to power in 
South Africa, one of the first things he did 
was to abolish the death penalty. Amnesty 
International calculates that 108 countries 
have now banned capital punishment, ei- 
ther by law or in practice. 

It is true that the abolition of the death 
penalty is seldom the result of an upsurge 
of general revulsion. Both Britain and 
France abolished the death penalty in the 
teeth of strong popular opposition. But, at 
the moment, public opinion seems to be 
against the practice. In France, a recent poll 
found that only 46% favoured the death 
penalty. Only one in four Britons would 
bring back capital punishment for murder. 
In Italy, a grass-roots campaign has gath- 
ered more than 2m signatures for global 
abolition. The Coliseum in Rome (proba- 
bly the scene of more executions than any 
other surviving building) is illuminated in 
gold whenever a death sentence is com- 
muted anywhere in the world. 

America’s penchant for the death 
penalty has long been a source of friction 
with other advanced countries. Mary Rob- >> 








> inson, the United Nations’ commissioner 
for human rights, has criticised America 
for being out of step with other countries. 
Colin Powell, the secretary of state, is rou- 
tinely confronted about his country’s use 
of the death penalty when he meets his 
counterparts around the world. 

Such international hostility is proving a 
problem for Mr Bush, who presided over 
152 executions in his six years as governor 
of Texas. The first thing that most Europe- 
ans were told about Candidate Bush was 
that he was a serial executioner. One 
prominent Swiss newspaper marked his 
inauguration by printing all the photo- 
graphs it could find of prisoners in Texas 
who had been executed on his watch. Jack 
Lang, a French cabinet minister, has even 
called Mr Bush “a murderer”. 

Yet America’s attitude to execution is a 
good deal more nuanced than most outsid- 
ers think. A single state, Texas, has ac- 
counted for 35% of the executions in the 
country since 1976, when the Supreme 
Court reinstated the practice. Twelve states 
do not have the death penalty. And sup- 
port for execution is on the wane. 

It is true that three-quarters of Ameri- 
cans support executing Mr McVeigh. But, 
outside this exceptional case, support for 
execution has dropped from 80% in1994 to 
about 66% today. This decline is being dri- 
ven less by moral qualms about execution 
than by practical worries about whether 
the right people are being executed. 

Almost a hundred people have been re- 
leased from death-row because proof of 
their innocence has turned up. A moun- 
tain of evidence has been produced to 
show that the legal process can be both 
slipshod and biased. A detailed examina- 
tion by academics at Columbia University 
of 5,760 capital cases in 1973-95 found error 
“at epidemic levels”: more than two out of 
every three capital cases reviewed by the 
courts were overturned on appeal. There is 
evidence of defending lawyers sleeping 
on the job or practising while drunk. And 
the main victims are the poor. Around 90% 
of the people on death-row could not af- 
ford their own lawyers. One in three of 
those executed is black. 

Even among people who support the 
death penalty in theory, many are begin- 
ning to have second thoughts in practice. 
George Ryan, the Republican governor of 
Illinois, has declared a moratorium on the 
death penalty in his state. In Oklahoma 
this week the governor, Frank Keating, 
stopped the scheduling of executions for 
the 12 men on Oklahoma’s death-row after 
doubts arose about evidence provided by 
a forensic chemist. Eleven men had al- 
ready been executed on the strength of the 
chemist’s findings. 

These pragmatic worries also have a 
moral tinge. America is beginning to turn 
against the more extreme manifestations 
of the use of the death penalty. If, as ex- 


pected, Florida's governor, Jeb Bush, signs 
into law a bill forbidding the execution of 
mentally retarded people, it will be the 
15th state to pass such a measure. An at- 
tempt is also being made to sanitise the 
process itself. Increasingly, prison execu- 
tioners are shying away from gruesome 
means, such as the electric chair, the gas 
chamber, hanging and the firing squad. 
This year the only technique will be lethal 
injection. Last year, one man was electro- 
cuted in Virginia and four in Alabama. 


Militias on the wane 

Even more encouraging than the decline of 
public confidence in the death penalty is 
the almost complete collapse of the force 
that spawned Mr McVeigh. Mark Potok, of 
the Southern Poverty Law Centre, argues 
that “the militia movement is on its death- 
bed.” The number of militias is declining 
rapidly, from a maximum of 858 in 1996 to 
194 in 2000, and the remaining groups are 
mere shadows of their former selves, 
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weak, disoriented and disorganised. 

On April 29th, the Northern Michigan 
Regional Militia was dissolved. Mr 
McVeigh and his accomplice, Terry Nich- 
ols, used to attend the meetings of one of 
its forebears, the Michigan Militia, which 
then boasted 8,000 members. Norman Ol- 
son, the militia’s leader, admits that mem- 
bership at his new outfit was plummeting 
and that he no longer had any members 
with enough military experience to lead 
training exercises in the woods. 

Membership of these groups surged in 
the wake of the Oklahoma City bombing, 
because a lot of Americans at first thought 
it was the federal government, not Mr 
McVeigh, that had planted the bomb, as 
part of a gigantic plot to impose its will on 
freeborn Americans. But eventually three 
things, apart from Mr McVeigh’s admis- 
sion that he had done it, conspired to kill 
the right-wing militia movement. 

The first was a crackdown by local gov- 
ernment. In the mid-1990s the militias be- 
came addicted to establishing “common 
law”, or vigilante, courts. These courts 
spent a great deal of time trying Bill Clin- 


ton and Janet Reno (in absentia) for trea- 
son. But they also harassed large numbers 
of ordinary people, not least by filing false 
property liens on their houses. The public 
outcry over all this bizarre activity was so 
great that 20 states passed laws against vig- 
ilante courts, and thousands of militia 
members were sent to prison. 

The second was the growing fanaticism 
of the fringe. The Oklahoma bombing in- 
spired about 30 serious conspiracies to 
blow things up, one of which would have 
involved some 10,000 victims. But the 
third reason for decline is simple exhaus- 
tion. Many members of the militias are 
simply tired of waiting for a revolution 
that never seems to come. For many, the 
failure of “y2K” to bring about the collapse 
of western civilisation was the final blow. 

This is not to say that all is quiet on the 
political fringe. The rapid decline in the mi- 
litias is coinciding with a small rise in neo- 
Nazi activity. Mr Potok calculates that 
America has about 600 hate-groups with 
between 100,000 and 200,000 members, 
a growing number of whom are overtly 
neo-Nazi. 

But this hardly makes the United States 
peculiar. Mr Potok calculates that the neo- 
Nazi movement has proportionately more 
supporters in Germany, Hungary, Poland, 
the Czech Republic and Sweden. Recorded 
incidents of neo-Nazi crimes rose by 59% 
in Germany last year, to almost 16,000. 
One in ten young Swedes supposedly lis- 
ten to “white power” music. 

Hard-right figures have also enjoyed 
much more electoral success in Europe 
than they have in the United States. Jean- 
Marie Le Pen’s National Front was for a 
time a considerable force in French poli- 
tics. Jorg Haider's Freedom Party is part of 
the governing coalition in Austria. By con- 
trast, Pat Buchanan, the most right-wing 
candidate to run for the American presi- 
dency in recent years (and mild when 
compared with either Mr Le Pen or Mr 
Haider), got only 0.5% of the vote last year. 


The message of McVeigh 

In the end, neither Mr McVeigh’s life nor 
his death constitutes an indictment of the 
United States. Yes, America is relatively un- 
usual in executing people. Yes, America’s 
commitment to victims’ rights has pro- 
duced a strange event, in which hundreds 
of people will watch Mr McVeigh die. But 
many Americans are increasingly ill at 
ease with the practice of death. And this is 
not the only country in which far-right 
nastiness festers. If some bunch of politi- 
cal extremists were to produce an atrocity 
on the scale of the Oklahoma bombing in 
Stuttgart or Milan, European opinion 
might not be so averse to executions. 

Let America’s friends see Mr McVeigh's 
end not with scorn and exasperation, but 
with recognition that America’s ways, and 
their own, are not so very far apart. m 





California's power crisis 


Praying for a cool August 


SAN FRANCISCO 


California will need to buy a lot of expensive power this summer. It must work out 


how to pay for it 


MOKE-FILLED rooms have long been 

banned in California, but its politicians 
are building up a good fug as they sweat 
over the state’s electricity bills. On May 
7th, record temperatures in the central part 
of the state brought the first power cuts for 
two months as too many people switched 
on their air-conditioners. Total demand 
was only about two-thirds of what it can 
reach in the summer, but, with several 
power stations out of action for mainte- 
nance, even a limited rush for cool air 
proved too much for the system. 

The black-outs, which went on until 
cooler weather arrived later in the week, 
hit about 300,000 customers for an hour 
at a time. They added to the pressure on 
Governor Gray Davis and the state legisla- 
ture to do something to avoid the huge fi- 
nancial damage—and threat to life—that 
could be caused by long power cuts in the 
summer. New power plants are being 
built, but the first priority for the state is 
getting through the next few months. 

California's immediate crisis is finan- 
cial. Thanks to the bungled deregulation of 
1996, its utilities have been stretched be- 
tween soaring wholesale electricity prices 
and fixed retail rates. Wholesale spot 
prices peaked again on May 8th, reaching 
$560 per megawatt-hour, their highest 
since December and 11 times the typical 
price paid in 1999. Months of losses have 
driven the state’s two biggest utilities close 
to collapse. Pacific Gas & Electric, the larg- 
est of them, which serves the northern 
part of the state, filed for bankruptcy pro- 
tection on April 6th. Southern California 
Edison, which avoided bankruptcy at the 
same time by selling its transmission lines 
to the state, is close to insolvency. 

The same mistake of buying high and 
selling low is now draining the financial 
reserves of the state government, which 
stepped in to use its massive reserves of 
credit to buy power from suppliers which 
refused to sell any longer to the shaky utili- 
ties. In four months, California has spent 
most of its $6.6 billion surplus. 

To cover these costs, the Californian As- 
sembly approved a $13.4 billion bond is- 
sue on May 7th. But the opposition of the 
Republican minority, which wanted a 
smaller amount, means that no money 
can be raised until August. If spot prices 
climb higher in the next two months, the 
money will have to come from things like 
anti-smoking and tyre-recycling cam- 
paigns—hardly Republican priorities. 


The politics of this are not clear. The 
Bush administration, like the state Republi- 
cans, has been happy tosee Mr Davis, who 
once looked like a plausible Democratic 
candidate for president next time, suffer- 
ing politically. But the White House also 
fears that a foundering California could 
damage the rest of the economy. Mr Davis, 
while calling for federal intervention, has 
also urged Californians to reduce their 
consumption. Mr Bush, having said at first 
that conservation was not the answer to 
California’s problems, has since made a 
speech ordering federal buildings in Cali- 
fornia to conserve energy. 

Anyway, Californians have so far ig- 
nored their governor’s pleas. According to 
the Independent System Operator, which 
manages the state’s transmission lines, 
their behaviour has barely changed. Even 
hanging laundry out to dry, rather than 
putting it in the tumble-dryer, has struck 
some neighbourhood associations as too 
great a concession to the crisis. They worry 





that undies flapping in the breeze will 
lower the tone, and therefore the value, of 
their houses. 

Conservation for its own sake is a 
dreamlike notion in a place like California. 
But more careful decisions about when to 
use power would flow naturally from cor- 
recting the biggest flaw in California's mar- 
ket, the insulation of consumers from the 
signals sent by fluctuating prices. By them- 
selves, price rises do not give users much 
of an incentive to reduce their demand. Re- 
tail prices that varied to match the whole- 
sale spot price would allow users to 
choose when to do their heavier power- 
consuming—unless Nature, in the shape of 
a heatwave, leaves them no choice. @ 





A new defence policy 


The revolution continues 


The tasks of America’s armed forces are changing fast, not least in space 


ILL no corner of the universe be left 

unturned in George Bush’s defence 
revolution? Last week the president set out 
his new thinking on nuclear weapons and 
anti-missile defences. This week his de- 
fence secretary, Donald Rumsfeld, vowed 
to give greater priority to military activity 
in space. He will also soon brief the presi- 
dent on ideas generated by some 20 study 
groups who are reviewing America’s con- 
ventional weaponry from top to bottom. 
How far Mr Bush really intends to shake up 
America’s military establishment should 
be unveiled in a speech on May 25th. 

On May 8th, Mr Rumsfeld hailed the 
“well thought-through, independent and 
objective” work of a panel of distin- 
guished people who had warned of a 
“Pearl Harbour in space” unless America 
takes firmer control of the heavens. Since 
Mr Rumsfeld himself had chaired the 
panel, in all but the final stages of its work, 
his verdict was not exactly unexpected. He 


also set up anew post, to be filled by a four- 
star air-force general, to oversee America’s 
space batallions. Some senior airmen, 
worried about the potential creation of a 
whole new service, are protectively dub- 
bing themselves the “aerospace” force. 

Is space really an area of growing vul- 
nerability, given America’s overwhelming 
preponderance in all forms of satellite 
technology? Possibly, say independent- 
minded people like Andrew Krepinevich 
of the Centre for Strategic and Budgetary 
Assessments. At a war game in Colorado 
this year, America and a China-like enemy 
fought an imaginary battle in the heav- 
ens—with both sides using micro-satellites 
to jam each other's signals and zap each 
other’s electronics. 

More realistically, the Gulf and Kosovo 
wars, in1991 and 1999, revealed that Amer- 
ica is increasingly dependent on space- 
based sensors for the conduct of conven- 


tional war. These look-outs could become »» 


> vulnerable to miniaturised anti-satellite 
systems, or “space mines”, developed by 
America’s adversaries. Potential foes will 
also have increasing access to satellite 
intelligence from the commercial market, 
eroding America’s surveillance advantage. 
Meanwhile, back on the ground, in a 
process that has excluded most of the top 
brass, key congressional committees and 
the defence industry—the usual characters 
in the saga that leads to arms procure- 
ment-—the Pentagon’s planners have been 
re-examining America’s security needs. A 
large part has been played by Andrew 
Marshall, a notably original mind by Pen- 
tagon standards, who has spent 50 of his 
80 years pondering America’s defences. 
It emerged this week that one result of 
the re-examination will be to drop the 
dogma that the armed forces need to be 


able to fight two regional wars—for in- 
stance in Korea and the Gulf—at the same 
time. This doctrine has been the main jus- 
tification for the armed forces’ present size 
and structure: ten army divisions, a dozen 
aircraft-carrier groups in the navy, and 50 
squadrons of fighters for the air force. 
Since the two-war idea was conceiveda 
decade ago, the conventional military 
strength of America’s old adversaries has 
waned but other threats have increased— 
such as the ability of future Saddam Hus- 
seins, or stateless terrorists, to acquire 
crude missiles with which they can attack 
American bases or block access to ports in 
war zones. Rather than match the United 
States tank for tank, or ship for ship, it is as- 
sumed that future enemies will look for 
America’s underbelly. The United States 
needs to be ready to meet a wider range of 


Talking about history 
Kalamazoo, forsooth! 
Medievalists gather in an unlikely spot 
HEY emerged from archives around ` The conference is in part, like others, 
the world, let their eyes adjusttothe a trade-show. Academic publishers 
daylight, and then headed for Kalama- hawk books; vendors offer manuscripts 
zoo. Some 3,000 medieval scholars (some fetching up to $17,000 a page), 
gathered at Western Michigan University coins, rare books, musical instruments 
early in May for the 36th International and fruit-cakes made by monks. New 
Congress on Medieval Studies. For four technology rears its head: facsimiles of 
days, the group discussed and debated medieval texts are now available on cD- 
every aspect of the Middle Ages ROM or over the Internet, and you may 


(roughly 800-1500AD). Some 1,800 pa- 
pers were presented. The presence on 
the souvenir stalls of Ovidian T-shirts 
(much too early) and Shakespearean 
istmas-tree ornaments (too late) 
showed that the organisers accepted no 
temporal bounds to their work. 

The conference, the world’s largest 
gathering of medievalists, is a remark- 
able reflection of the world’s intellectual 
landscape, says Paul Szarmach, director 
of the Medieval Institute at Western 
Mi University and a scholar of 
Anglo-Saxon prose. Miss one year, or- 
ganisers say, and colleagues think you're 


sick. Miss two years, and they think 
you're dead. 





visit the Medieval Feminist Index web- 
site, even if that sounds like a 
contradiction in terms. 

Some 50 professional societies use 
the conference as an opportunity to 
meet each other. The International Joan 
of Arc Society rubs shoulders with the 
Society for the Study of Homosexuality 
in the Middle Ages and the Renaissance 
Drama Society. Monks, nuns and musi- 
cians stroll in the grounds. This is one of 
the few places ert you might encoun- 
ter a Trappist monk talking to an 
overweight professor in a lime-green lei- 
sure suit, says Robert Babcock, a 
professor 


Washington University, 
entertained a group at the bar one night 
this year with a presentation entitled: 
“Climax at Long Range: The Male Mem- 
ber and the Crusades”, an examination 
of the phallic nature of the catapult. 

For all this, the medievalists are a ba- 
sically modest lot. One speaker drew 
laughter and applause when he ob- 
served, “Itis often said that history is 
written by the winners. When I look 
around this room, I have my doubts.” 





threats, such as cyber-warfare or terrorist 
strikes on its own soil or foreign bases. 

America’s military attention is shifting 
away from Europe, now that the cold-war 
Russian danger has gone, towards the Pa- 
cific. This has raised fresh question-marks 
over the Pentagon’s long-standing plans to 
build two or three new kinds of manned 
fighter aircraft, designed in part for dog- 
fights over Europe. Both the air force’s F-22 
and the multi-service Joint Strike Fighter, 
with price tags of $62 billion and $200 bil- 
lion respectively, are under threat. A hard 
fight over spending priorities could begin 
in June, when proposals for the 2002 bud- 
get are unveiled. 

Some defence-watchers worry that big 
changes could take place only at the ex- 
pense of the readiness of existing forces, 
already, they say, at a post-cold-war low. It 
is not yet clear whether Mr Bush is pre- 
pared to invest the huge amount of politi- 
cal capital needed to scrap existing arms 
programmes and invest in new ones. 
“There is political support for defence 
spending, butit favours the old structures,” 
says Anthony Cordesman of the Centre 
for Strategic and International Studies. 

If rhetoric turns into reality, he reckons, 
America could be on the verge of an his- 
toric shift away from the old-fashioned 
uses of power on land and sea, and to- 
wards greater reliance on missiles, long- 
range air power and information systems. 
But the process, he says, will take at least 
ten years—and “it may turn out to be, like 
Prohibition, a noble idea which fails.” = 


The mid-west’s fight-back 


Pulling the big bird 


CHICAGO 


Why Boeing may opt for Chicago 


i: YOU have ever been backstage at a 
beauty pageant, you will recognise the 
mood of Chicago. The Boeing company 
wants to move its global headquarters 
from Seattle to one of three cities—Chi- 
cago, Denver or Dallas—and it has been in- 
specting each city’s charms. So Chicago 
has put on display everything it has to of- 
fer, from handsome property to cultural at- 
tractions. It knows that Phil Condit, 
Boeing's chief executive, is a sailor and an 
opera-lover. A sailor would have a hard 
time in Denver or Dallas. 

As The Economist went to press, no an- 
nouncement had been made, but insiders 
imply that Chicago has won. There are not 
many jobs in it; Boeing is moving only 500 
professionals, who will not make much of 
a difference to anything statistical (except 
income per head on the Lake Michigan | 
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Come fly with me? 


> shore). But, if the firm does indeed choose 
Chicago, it will greatly hearten a city that 
often feels overshadowed by America’s 
more glamorous coasts. 

The 1990s were good for Chicago, but it 
hopes the next decade will be even better. 
The 2000 census data confirmed what the 
towering construction cranes suggest: cen- 
tral Chicago’s population is growing again 
after five decades of decline. It expanded 
by 4% between 1990 and 2000, helped by a 
large influx of Hispanic immigrants. Even 
better, income per head grew at twice the 
national rate in the 1990s—more than three 
times for the poorest households. The Chi- 
cago region added well over twice as 
many private-sector jobs (439,400) as the 
New York metropolitan area (173,500). Los 
Angeles lost 65,400 jobs. 

The 1990s were good partly because 
the 1980s had been so bad. “Everything 
that could possibly have gone wrong did,” 
says William Testa, the senior economist at 
the Federal Reserve Bank of Chicago. The 
region was hit by a crushing combination 
of high energy prices, a strong dollar, high 
interest rates and a farm recession. But 
then the tide turned. “Companies got 
smartin a big hurry,” Mr Testa explains. 

Chicago has also benefited from a re- 
newed taste for urban living. Only a hand- 
ful of American cities “look like the 
movies”, says Paul O'Connor, executive di- 
rector of World Business Chicago, a public- 
private development group that promotes 
the city. Chicago is one of them. It has 
some of the best architecture in America in 
a compact downtown area, and is loaded 
with galleries and concert halls. The num- 
ber of new condominium units built in the 
middle of town has exploded from 129 in 
1991 to a projected 10,724 in 2002. Residen- 
tial property prices in the city’s centre have 
risen by an average of 7% a year since 1988. 

Geography has helped. One paradox of 
the high-tech economy is that it has in- 
creased the demand for face-to-face con- 
tact, particularly in business services. It 
helps to be in the physical centre (more or 
less) of the world’s largest economy, if 
only because it is quicker to get to or from 


somewhere else. When the nation’s radiol- 
ogists or hardware salesmen meet for a 
trade show, itis likely to be in Chicago. The 
convention industry generates $6 billion a 
year for the city. Chicago businessmen 
have been quick to point out to Boeing's 
scouts that Chicago has non-stop flights to 
more international destinations than Dal- 
las and Denver combined. 


Windy promises 

For all that, the city would do well to keep 
its eye on the future. For instance, Chi- 
cago’s airports, O'Hare and the smaller 
Midway, are about as busy as they can be. 
O'Hare had the worst flight delays of any 
airport in America in 2000. And nobody 
can agree what to do. 

The airline industry has proposed add- 
ing an additional runway at O'Hare; the 
state’s Republicans oppose the idea, 
mostly because the added noise and pollu- 
tion would annoy the suburban voters 
represented by Henry Hyde, a Republican 
congressman. Instead, George Ryan, the 
Republican governor of Illinois, supports a 
proposed third airport some 30 miles 
south-west of the city—an idea fiercely re- 
sisted by Chicago’s Democratic mayor, 
Richard Daley, who wants another run- 
way at O’Hare. Business leaders rightly ac- 
cuse the state’s politicians of fiddling 
while angry travellers fume. 

Alas, Chicago’s pre-eminence in the fu- 
tures industry is disappearing. Its squab- 
bling bourses still cling to their open 
trading pits in the face of technological 
change that will almost certainly make 
them redundant. Already the Board of 
Trade has lost its mantle as the world’s 
leading futures exchange to Eurex, an elec- 
tronic exchange based in Frankfurt. Some 
100,000 jobs are at risk. 

Indeed, Chicago has been slow to get 
on the high-tech train in general. Perhaps 
that was wise; the city has been spared the 
wreckage now being sifted through in Sili- 
con Valley. Still, the line between prudent 
and old-fashioned is a fine one. Chicago at- 
tracts a paltry 2% of all venture capital in- 
vested nationally, according to Metropolis 


2020, a civic group that produces regular 
reports on the city. The cautionary tale 
most often recounted in Chicago is that of 
Marc Andreessen, founder of Netscape, 
who studied at the University of Illinois 
and then took his fledgling business to 
California, where the venture-capital cli- 
mate was warmer. 

Strong economic growth has created 
problems of its own, notably traffic jams, 
geographic sprawl and a shrinking 
amount of affordable housing. Chicago- 
area motorists report spending 44 hours a 
year stuck in jams, up from 31 hours a year 
in 1990. It is likely to get worse; only 9% of 
new houses built in the metropolitan area 
between 1990 and 1995 were within half a 
mile of a railway station, down from 46% 
before 1990. Lower-income workers may 
not find it easy to live near their jobs, ei- 
ther. The region lost a net 46,000 rental un- 
its during the 1990s. 

The ultimate test of Chicago’s health is 
simple: will the city be a good place for 
middle-class families to live, rather than 
merely a playground for young profes- 
sionals and the “empty-nesters” who 
move to the city after their children are 
grown? That turns the eye to Chicago's 
public-school system, which Mayor Daley 
took under his control in 1995. 

Since then, test scores have gone up 
steadily, albeit from so low a base that they 
need to go up much further. The star per- 
formers are the city’s “magnet” public 
schools, which select their pupils by 
examination—and are drawing middle- 
class children away from private schools. 
But most of Chicago's public schools are 
notin that class. 

A recent Northwestern University 
study concluded that Chicago's worst-per- 
forming high schools have shown little im- 
provement despite nearly six years of 
attempted reform. In his annual state-of- 
the-city address, Mr Daley complained 
that reading scores throughout the system 
were notrising fast enough. Only a third of 
elementary students read as well as they 
should at their age. They, more than Boe- 
ing, will determine the city’s future. m 








Lexington A tale of two dynasties 





Ted Kennedy is leading an assault on George Bush’s educational reforms 








WE HAVE some time to wait for the ultimate political soap 
opera, a race between a Bush and a Kennedy for the presi- 
dency. In the meantime, consider a more subtle test of dynastic 
strength: a wrestling match between George Bush and Ted Ken- 
nedy over the future of the country’s schools. 

At first sight, the Boston bruiser is crushing the life out of the 
faux Texan preppie. Mr Kennedy, the senior Democrat on the 
Senate committee that supervises education, has delivered an 
impressive triple. He has ripped every radical idea out of Mr 
Bush’s education bill. He has changed the focus of the education 
debate from reform to resources. And he has done all this in the 
cuddly name of bipartisanship. Mr Kennedy has not done it 
_ alone. The education bill has been mauled by the House as well 

_as the Senate, and by some Republicans as well as by Demo- 
crats, But Mr Kennedy has led the assault so effectively that he is 
already being treated as the de facto leader of the opposition. 

The first things to go from the bill were school vouchers 
(which give parents the right to choose where to spend their tax 
dollars). Mr Bush’s voucher plan had been carefully crafted to 
lure in moderate Democrats, many of whom think that some 
form of experiment is needed. Parents at poor schools were go- 
ing to be given vouchers only after the schools had had three 
 years~and plenty of federal help—to improve themselves. But, 
with a nudge from Mr Kennedy’s lieutenants, suddenly all that 
warm talk about experimentation went out of the window. The 
Democrats have rallied to the teaching unions’ battle-cry: resist 
every hint of competition to the death. 

Perhaps vouchers were always bound to go. They are, alas, 
not particularly popular, and the teachers’ power in the Demo- 
cratic Party is immense. National testing, though, looked a 
harder nut to crack. Mr Bush’s argument that examinations are 
an essential guide for parents went down well on the campaign 
trail. But Mr Kennedy’s troops have done their best to make sure 
that the tests are as clear as mud, allowing different schools and 
even different teachers to pick and choose between different 
tests. The White House claims to be fighting back on this issue, 
but parents may well find it hard to compare schools or monitor 
their children’s progress. 

If “accountability” looks pretty limited, Mr Kennedy has re- 
duced the other Bush buzzword, “flexibility”, to a meaningless 




















mantra. Mr Bush wants to give states more control over federal 
education money in return for hitting tough targets. But the Sen- 
ate has limited the experiment to only seven states—with all 
sorts of strings attached—and the House has junked it entirely. 

Not content with turning a Republican bill into a Democratic 
one, Mr Kennedy is now accusing the White House of trying to 
“nickel-and-dime children’s education”. Never mind that Amer- 
ica spends significantly more per head on education than other 
advanced countries while producing mediocre results. Never 
mind that Mr Bush plans to increase spending on schools. Let's 
stop nickel-and-diming children’s education. 

Why has Mr Bush let himself be outmanoeuvred? Wasn't 
education supposed to be his signature issue? And didn’t he get 
plenty of experience dealing with wily Democrats in Texas? 

The simple answer lies in the delicate balance of power in 
the Senate. It has hardly helped that the Republican chairman of 
the relevant Senate committee, James Jeffords, is more interested 
in his pet spending project—handicapped children—than in the 
general structure of education. Mr Bush is also hampered by the 
fact that most Republicans are privately uneasy about his will- 
ingness to extend the federal government's role in education. 

But there is a more cynical answer: that Mr Bush is engaging 
in the Clintonian politics of triangulation. The rules of triangula- 
tion are fairly straightforward. You fight to the death to advance 
your main priorities, such as, in Mr Bush’s case, his tax cut. But 
at the same time you move to the centre on more peripheral is- 
sues in order to neutralise the opposition and woo swing voters. 

On tax cuts, Mr Bush consolidated his political base and then 
tried to pull the Democrats rightwards. He also held firm for his 
original demands until the very last moment. On education, he 
compromised from the first. He chose an ostentatiously moder- 
ate education team. He signalled that vouchers would be 
surrendered without a fight. Mr Kennedy was invited to watch 
movies at the White House. 


The political calculus 

Which all makes good tactical sense. The harsh truth is that most 
Republican parents are fairly content with their local schools. 
And the inner-city populations that have most to gain from edu- 
cational reform are glued to the Democratic Party. If Mr Bush 
had fought harder for reform, he would have faced a barrage of 
attacks from tearful, telegenic teachers; now he can look forward 
to an embrace with Mr Kennedy in the Rose Garden. The presi- 
dent will have shown that he has mastered the Washingtonian 
art of winning by appearing to lose; Mr Kennedy will brag to his 
party’s paymasters about bringing the Republican pup to heel. 
The honour of both dynasties remains intact. 

But will this neat piece of political calculation pay off in the 
long run for either man? Mr Bush prides himself on delivering 
what the business world wants. But what business wants most 
is a well-educated population. Mr Bush prides himself on being 
a compassionate conservative. But there is nothing compassion- 
ate or conservative about keeping education where it is. 

As for Mr Kennedy, it is hard to see what he has gained from 
keeping the status quo, either. A champion of the poor and the 
downtrodden has leapt to the defence of a system that has done 
little to help them. Other Democrats might be able to claim that 
they could not stand up to the teachers’ electoral bulldozer. A 
Kennedy does not have that excuse. It is an episode that neither 
dynasty is likely to look back on with pride. œ 
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Cracks open up beneath Cardoso 


BRASILIA 


Energy shortages and market jitters threaten the president’s hopes thata 
quickening economy will see him through his political troubles 


T WAS a desperate move. On May 9th, 
the opposition was due to present a mo- 
tion in Congress bearing enough signa- 
tures to force a wide-ranging inquiry into 
allegations of corruption by leading fig- 
ures in President Fernando Henrique Car- 
doso’s governing coalition. To buy a bit 
more time, Jader Barbalho, the president 
of the Senate and one of the opposition’s 
main targets, simply cancelled the day's 
proceedings. But he knows that the oppo- 
sition will try again. 

Mr Cardoso has been fighting since 
February to stop the corruption inquiry, 
arguing that it would divert Congress from 
passing important reforms, and that the 
allegations should be investigated by the 
police and prosecutors, not posturing op- 
position congressmen. But Brazil’s press 
continues to uncover yet more evidence of 
sleaze. This week Fernando Bezerra, who 
is from Mr Barbalho’s party, resigned as re- 
gional-development minister, after it 
emerged that a failed business venture of 
his had received wads of public money. A 
wave of public indignation has forced in- 
creasing numbers of congressmen, includ- 
ing some from Mr Cardoso’s own Social 
Democrats, to support an inquiry. 

The political turbulence in the four- 
party coalition has been stirred up by the 
opening of a second inquiry. This is into 
claims that last year two senior pro-gov- 
ernment senators had pressed an official 


to reveal how fellow senators had voted in 
a secret ballot to expel a colleague (also 
from the government block), who is ac- 
cused of embezzling public money. The 
two senators—one is Antonio Carlos Ma- 
galhaes, the Senate’s president until Febru- 
ary-may have to choose between 
resigning their seats or being ejected. 

Until recently, Mr Cardoso did not have 
to worry much about the storms in his co- 
alition. Brisk economic growth was 
steadily restoring the president's popular- 
ity and authority, damaged after a deval- 
uation in 1999. But now there are clouds 
over the economy, too. Investors’ worries 
about a possible debt default by neigh- 
bouring Argentina have affected Brazil, 
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causing its currency, the real, to slide, and 
obliging the Central Bank to raise interest 
rates twice since March (see chart). Mean- 
while, a damaging electricity shortage 
looms, caused by drought and low water 
levels in hydro-electric dams and slow pro- 
gress in building gas-fired power stations 
to meet rising demand. Industry faces se- 
vere power restrictions. Some car makers 
are talking of production cuts. 

The danger for Mr Cardoso is that re- 
newed economic worries and political un- 
rest start to feed off each other. He has 
responded firmly, abolishing Sudam and 
Sudene, the development agencies for 
Amazonia and Brazil’s north-east respec- 
tively. These agencies were once emblems 
of state-led development. Each is thought 
to have been defrauded of around 2 billion 
reais ($895m) in recent years by politicians 
and businessmen. 

But the president's actions this week 
smacked of panic. He abruptly withdrew 
drastic measures to curb electricity use, in- 
cluding heavy fines, only days after these 
had been announced. Having let it be 
known that he expected the resignation of 
Mr Bezerra, whose portfolio included Su- 
dam and Sudene, he then claimed to be 
shocked when the minister quit. Mr Be- 
zerra said he would return to his Senate 
seat and vote for the corruption inquiry, in 
the hope that it would clear his name. In 
another sign of panic, on May 9th, Fran- 
cisco Dornelles, the labour minister, “tem- 
porarily” resigned, to take up his 
congressional seat in order to vote against 
the corruption inquiry. 

The government's chief priority is to re- 
tain Brazil’s hard-won economic stability 
in the face of the recent jitters in the finan- 
cial markets. As well as raising interest 
rates, the government has increased from 
2.7% to 3% its target for next year’s primary >» 





> fiscal surplus (ie, excluding interest pay- 
ments). The message is that it is deter- 
mined to keep both inflation and the 
public debt under control. 

With a general election due next year, 
that will be tough. Most of Brazil's public 
debt is linked either to short-term interest 
rates or to the exchange rate. Further mar- 
ket nerves—or, worse, any default by Ar- 
gentina—could make the debt burden rise, 
even if the government achieved its prim- 
ary surplus. That might give greater appeal 
to demands from the opposition that Brazil 
should reschedule its debts in order to in- 
crease social spending. And unless Mr Car- 
doso regains a stronger grip on his 
coalition, any further privatisation of elec- 
tricity-generating companies, which 
would bring new investment into the 
struggling sector as well as lining the gov- 
ernment’s coffers, might also face greater 
political resistance. 

This gloomy prospect of economic 
weakening caused by political rows, cur- 
rency jitters, falling surpluses and rising 


Corruption in Mexico 


debt need not come to pass, argues Armi- 
nio Fraga, the president of the Central 
Bank. Whatever short-term bumps lie 
ahead, the real, he predicts, is unlikely to 
slip much further. 

Brazil has indeed made remarkable 
progress under Mr Cardoso in improving 
its public finances and squashing infla- 
tion. For the first time ever, the govern- 
ment is on course to fulfil the terms of an 
agreement with the IMF, struck in late 
1998. Brazil drew down only part of the 
IMF’s loan, and has since repaid that. Even 
so, Gustavo Loyola, one of Mr Fraga’s 
predecessors, suggests that a wise insur- 
ance policy would be to extend the IMF ac- 
cord for a further year, to the end of 2002. 
That would reassure investors that Brazil 
would not be deflected from its economic 
targets by the election, and it would mean 
that IMF support would be available 
should things turn nasty. Not necessary, 
says Mr Fraga. But, given the lengthening 
list of political and economic worries, it 
might be helpful. m 


A pact with the angels 


MEXICO CITY 


The government's war on graft is more noise than action so far 


66 OME on, no more bribes.” So ex- 
horts a radio advertisement that is 
part of a campaign against corruption 
launched earlier this year by Mexico's new 
government. In fact, Mexicans need little 
persuading. A culture of graft is widely 
seen as one of the worst legacies of seven 
decades of rule by the Institutional Revo- 
lutionary Party (pri), which ended last 
year—and one of the hardest to erase. 

When laws and regulations are com- 
plex, bureaucracy is tortuous, and the 
wages of minor officials’ are low, it is far 
cheaper to bribe than to be honest. Few 
Mexicans resist the temptation. Often they 
have little choice: the police and petty offi- 
cials are notorious for demanding una 
mordida (a bite), as Mexicans call an every- 
day bribe. At the top, many a PRI politician 
from humble origins retired rich after a life- 
time of dedicated public service. 

To put matters right, the government of 
Vicente Fox has launched a plethora of 
well-meaning initiatives. These include an 
inter-ministerial commission to co-ordi- 
nate anti-corruption policies, a civic anti- 
sleaze council (not yet convened), and an 
anti-corruption pact with the private sec- 
tor. More pointedly, the government has 
launched a slew of audits of public bodies 
and, like its predecessor, sting operations 
to expose bribe-takers—though these have 


so far resulted in just 15 junior officials be- 
ing sacked and two being prosecuted. 

Mr Fox's team has also proposed laws 
to reduce bureaucracy, make civil servants 
more accountable, open more of the gov- 
ernment’s workings to public scrutiny and 
establish freedom-of-information and 
data-protection acts. The comptroller’s of- 
fice, which heads the anti-corruption ef- 
fort, is itself a target for change. 
Nine-tenths of its work is chasing corrup- 





The risks of biting back 


tion cases, but it recovers only 0.45% of the 
money stolen by the few people it man- 
ages to catch, according to Jose Octavio Lo- 
pez Presa, of the Mexican branch of 
Transparency International, a pressure- 
group. Francisco Barrio, the new comptrol- 
ler and an ally of Mr Fox, plans to put less 
energy into prosecuting corruption and 
more into preventing it. 

Critics see the new measures as atten- 
tion-grabbing cosmetics that do not tackle 
the underlying problem. “The new team 
has not done a serious diagnosis of the 
problems in the public administration,” 
says Juan Pablo Guerrero, a researcher at 
CIDE, a Mexico city university. The PRI 
kept control by buying the loyalty of differ- 
ent social groups, with government de- 
partments geared up to service those 
clientilistic bonds. They jealously guard in- 
formation, even from each other. Different 
offices duplicate, or sometimes contradict, 
one anothers work—the environment 
ministry, for instance, has been known to 
order reforestation where the agriculture 
department was promoting livestock pas- 
ture. There are countless unwritten rules. 
And, unsurprisingly, bureaucracy is aggra- 
vated by elaborate controls intended to 
curb corruption. In fact, Mr Barrio already 
proposes to cut his office’s demands for in- 
formation from ministries by two-thirds. 

Although internal controls may be 
strong, external ones are weak. Congress 
and the courts have only recently become 
independent, and have much to learn 
about holding the executive to account. 
Government contracts are not well scruti- 
nised, politicians and trade unions some- 
times have a lot of sway in awarding them, 
and contractors who do bad jobs can too 
easily get away with it. There are few eval- 
uations, either inside or outside govern- 
ment, of how well it performs. 

Scrutiny should improve as more in- 
formation is made public. But what kind 
of information? In its final years, the PRI 
published more budget details, but they 
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were often not comparable from one year 
to the next. And the government could do 
more to end the culture of secrecy, includ- 
ing training officials to keep proper files. 

It would be unfair to expect too much 
too soon. Mr Fox’s term is less than six 
months old. He faces huge tasks wherever 
he turns. Those bills that are ready have 
been held up in Congress by other busi- 
ness. There are other promising plans in 
the works, such as allowing Transparency 
International to monitor the comptroller’s 
office, and getting outsiders to scrutinise 
big contracts. The Education Ministry will 
also consider teaching probity in schools 
so that, as Hugo Gutierrez, head of the in- 
ter-ministerial corruption commission, 
puts it, “We can improve everybody’s ethi- 
cal infrastructure.” It may well take a gen- 
eration to doit. m 





Canadian politics 
British Columbia’s 
Liberal landslide 


VANCOUVER 
The province’s New Democrats head 
for extinction 


ARE is the politician who concedes de- 

feat before rather than after an elec- 
tion. But that is what Ujjal Dosanjh, British 
Columbia’s premier, did this week, saying 
that he accepted that he would not forma 
new government after the province’s vote 
on May 16th. 

That was realistic. A recent opinion poll 
gave a Liberal-led coalition 65% against 14% 
for Mr Dosanjh’s leftish New Democratic 
Party (NDP). The main doubt is whether 
the NDP will lose all its 39 seats in the 79- 
seat provincial legislature, or merely be 
routed. In Canada, provincial politics has 
little bearing on the centre: the Bc Liberals 
are more conservative than the federal- 
party led by Jean Chrétien, the prime min- 
ister. Even so, the result will resonate. 

The campaign has been a cakewalk for 
Gordon Campbell, a bland figure who 
after eight years as Liberal leader is still not 
popular. He has had no need to be. The 
NDP dug its own grave under Glen Clark, 
who was obliged to resign as the prov- 
ince’s premier in 1999 over claims that he 
had helped a neighbour gain a casino li- 
cence (he now faces trial for fraud). 

Voters remember Mr Clark for fiscal 
deficits, fudged budget figures, stiff tax in- 
creases and huge cost overruns on a ferry 
project. Mr Dosanjh, his successor, tried to 
clean up the mess, balancing the books 
and putting the ferries up for sale. Too late. 

Mr Campbell, a former mayor of Van- 
couver, wants to stimulate the economy by 
cutting the province's basic rate of income 
tax to the lowest in Canada, easing regula- 





tion of business, and relaxing employ- 
ment law. This goes down well in 
depressed lumber and mining towns and, 
unsurprisingly, with businessmen. In the 
decade the npr has been in power, British 
Columbia has ranked close to the bottom 
among Canada’s ten provinces in its econ- 
omic performance and attractiveness to in- 
vestors, according to BC Business Council, 
a lobby group. Vancouver has lost ground 
to Calgary, in Alberta, as a business centre. 

But a change of government will not 
solve all the problems. Though Mr. Camp- 
bell talks of toughening a balanced-budget 
law, he has also admitted that his plan to 
reduce income taxes without making big 
spending cuts means renewed deficits in 
provincial finances until 2004. A Liberal 
plan to hold a referendum on aboriginal 


treaty negotiations could also stir up trou- 
ble. Native claims on timber and mining 
land have held back investment. After 
years of talks, several draft treaties are 
close to completion. But the Liberals op- 
pose the model of self-government won 
by the Nisga’a in the first modern-day 
treaty, signed in 1998. Native leaders see 
the referendum idea as an effort to delay or 
deny settlements, and have promised a 
campaign of civil disobedience to block it. 

None of these worries looks likely to 
save the NDP. Once Canada’s third-stron- 
gest party, it has been reduced to a rumpin 
the federal parliament. After next week, it 
will govern only Manitoba and (in co- 
alition) Saskatchewan. In British Colum- 
bia, a traditional stronghold, it looks set to 
become an endangered species. @ 


Iran’s cleric 


The clergy in defence of their own 


QOM 





Muhammad Khatami’s re-election is being opposed by his fellow clerics 


MOOD of sombre lamentation hung 

over the cloisters of Qom on May 4th. 
After months of humming and hawing, 
Muhammad Khatami had just announced 
that he would seek re-election on June 8th. 
He is expected to win comfortably. And 
though he wears the black turban of a 
seyed, a descendant of the prophet, he is 
viewed with suspicion in the seminary 
town where he studied. Having risen to 
the highest elected position in an Islamic 
republic supervised and largely adminis- 
tered by clerics, he is now associated with 
efforts to have those clerics sidelined. 

The president, describing himself as a 
“reluctant” candidate, was swayed by the 
entreaties of his supporters, who think he 
alone can propel Iran’s faltering reform 
movement past the conservative estab- 
lishment that blocks its path. That path 
runs straight through Qom. Although 
there are reformers among them, the ma- 
jority of the city’s 20,000 clerics deplore 
what they see as the government's encour- 
agement of libertarian excess. At the week- 
end, an umbrella group of powerful 
Qom-based ayatollahs denounced propo- 
nents of a “culture of liberalism”, and at- 
tacked reformers for their attempts to 
depict the “bankruptcy of religious gov- 


ernment”. Coming the day after Mr Kha- 
tami registered as a presidential candidate, 
the target of the ayatollahs’ scolding could 
hardly have been clearer. 

The president may himself be no more 
than a mild reformer, argue the clerics in 
Qom, but the people around him—pre- 
sented as radical degenerates—are using 
him asa Trojan horse. In the first flush of re- 
forms after Mr Khatami’s election in 1997, 
journalists were so daring with their criti- 
cism and revelations that Ayatollah Ali 
Khamenei, Iran’s conservative “supreme 
leader”, declared them to be an “enemy 
base”. Since then, hardline judges have 
banned dozens of reforming publications, 
and thrown the bravest journalists into 
prison. The clerics are also upset that in 
Tehran and other cities young people have 
taken advantage of Mr Khatami’s relaxed 
approach to Iran’s social restrictions: they 
dress less modestly than the clerics would 
like, and hold unIslamic parties. 

The clerics’ argument dovetails with 
self-interest. Although some of them re- 
fuse on doctrinal grounds to get involved 
in running the country, others do so witha 
will. They enjoy an inbuilt advantage over 
laymen. Clerics control the Council of 
Guardians, which vets laws and office- 
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seekers for their adherence to Islamic te- 
nets, and they choose the supreme leader. 
An old-school-turban network dominates 
the judiciary and the intelligence ministry. 
Ali Fallahian, a controversial ex-intelli- 
gence minister and a former member of 
Qom’s powerful Hagani seminary, is one 
of the hardliners challenging Mr Khatami. 

All this gives the conservative clergy a 
powerful incentive to thwart Mr Khatami’s 
reform programme. But their efforts have 
brought them into conflict with most Irani- 
ans, and have had baleful results. The pres- 
tige of the clerics, the ayatollahs of Qom 
agree, is now lower than it has been at any 
time since the 1979 Islamic revolution. 

The implications of this are well under- 
stood. Some of Mr Khatami’s supporters 
have been talking about a referendum to 
decide between different “interpretations” 
of Islamic government. Conservatives fear 
that this talk conceals a plot to kick the 
clergy out of politics. Ayatollah Muham- 
mad Taqi Mesbah Yazdi, a Qom hardliner 
with a big following among seminarians, 
recently declared that the regime's legiti- 
macy comes from God alone. Last month, 
one of his followers spoke in favour of 
“reasonable despotism”; he suggested that 
carrying out the views of Islamic scholars 
was the best way of carrying out the views 
of the people. The student leader who 
raised the idea of a referendum most force- 
fully has been put behind bars. 

As the man who straddles the divide 
between temporal and divine power, it is 
the supreme leader’s job to reconcile these 
opposing views. But though Mr Khamenei 
recognises the danger that Mr Mesbah 


Yazdi’s extremism poses to the regime’s >» 





> popular legitimacy, he himself is firmly in 
the conservative camp. Moreover, he lacks 
the unquestioned authority of his prede- 
cessor, Ayatollah Ruhollah Khomeini. 

Mr Khamenei got the chance to be su- 
preme leader when Khomeini fell out with 
his nominated heir, Ayatollah Hossein Ali 
Montazeri. In 1997, Mr Montazeri, whose 
scholarship has won him millions of fol- 
lowers around the Shia Muslim world, 
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was put under house arrest after he drew 
attention to Mr Khamenei’s inferior learn- 
ing. Several grand ayatollahs, some of 
them former students of Mr Montazeri, 
share their mentor’s doubts. While Kho- 
meini was alive, radicals such as Mr Mes- 
bah Yazdi would be kept under the 
supreme leader’s control. Nowadays, stri- 
dent voices grow louder, even as people’s 
affection falters for the clerics of Qom. m 


To play or not to play 


JERUSALEM 


An emotive debate about music raises new questions about Israel’s identity 


HOULD an informal ban be lifted on 

public performances in Israel of the 
work of Richard Wagner, an anti-Semitic 
German composer admired by Adolf Hit- 
ler? Democracy, freedom of choice, Holo- 
caust survivors’ sensitivities—all are part 
of the mix of an emotive debate that has 
troubled Israel for decades but is now back 
in a fresh guise. The Berlin Staatskapelle, 
under its maestro Daniel Barenboim, an 
Argentine-born Jew who grew up Israel, is 
due to perform one of Wagner’s most 
controversial pieces, the first act of “Die 
Walkiire”, as the centrepiece of a state- 
sponsored festival in Jerusalem to be held 
on July 7th. 

“We are mature enough,” argues Ehud 
Gross, director of a leading Israeli city or- 
chestra, “and we can, and should, be toler- 
ant enough to listen to the music, to like the 
music or not, and both ways to make the 
distinction between Wagner the monster 
and Wagner the composer.” Israel’s Phil- 
harmonic Orchestra, created in 1936, 
played Wagner in its second performance 
but never again, and banned him after 
Kristallnacht, the November 1938 night of 
anti-Jewish rioting that set Germany on 
the path to the Holocaust. 

Mr Gross’s Rishon Le-Zion orchestra 
broke the taboo once last year by playing a 
passage from the “Siegfried Idyll” before 
an audience that included many Holo- 
caust survivors, a quarter of a million of 
whom are thought still to be alive in Israel. 
Some said their presence represented a tri- 
umph over the Nazis, though one repeat- 
edly interrupted the concert with a rattle. 

Although the argument had seemed to 
have moved into a minor key, it has now 
once again become an intense soul-search. 
As the new debate takes hold, many say 
that playing Wagner in Jerusalem is not an 
issue for Israelis alone but for Jews the 
world over. Opponents say the discussion 
should be not on the merits of the music 
but on the memory of the Holocaust. 


“Through his inflammatory rhetoric, Wag- 
ner was co-responsible for the transition 
from Bayreuth [the Wagnerian centre in 
Germany] to Auschwitz,” said Elyakim 
Haetzni, a right-wing ideologist, on Tues- 
day at a parliamentary meeting that was 
thrown open to the public. 

There are few arguments in Israel over 
Wagner’s virulent anti-Semitism. Accord- 
ing to Steven Aschheim, a historian at the 
Hebrew University, Wagner’s operas 

are suffused with themes where the op- 
posite of redemption, the opposite of love, is 
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Yes, exhorts the maestro, Barenboim 


the materialist Jew who in some way pre- 
vents the redemption of humankind. But 
what is critical is not the degree of his anti- 
Semitism; many famous composers were 
notoriously anti-Semitic. Wagner’s and Hit- 
ler’s names are linked because the Nazis an- 
nexed Wagner and the Wagner cult to the 
Nazi cause. 


Mr Barenboim responded to his critics 
in fluent Hebrew on Israel Radio. “The 
whole issue is irrational,” he said. “You can 
say many things about Wagner but he is 
not responsible for the Holocaust. This is a » 


The disappearance of the Jews 


DAMASCUS 


Bashar Assad’s brutal words 


TS pope’s pilgrimage in the steps of 
St Paul was widely seen as a success, 
even if it did not elicit an apology to the 
Muslim world for the medieval cru- 
sades. Syria’s president, Bashar Assad, 
basked in international praise for his reli- 
gious tolerance. But, notably, this 
tolerance was not extended to Judaism. 
Welcoming John Paul, Mr Assad com- 
pared the suffering of the Palestinians to 
that of Jesus Christ. The Jews, he said, 
“tried to kill the principles of all religions 
with the same mentality in which they 
betrayed Jesus Christ and the same way 
they tried to betray and kill the Prophet 
Muhammad.” The pope was taken ona 
detour to the town of Quneitra, flattened 
by the Israelis in their partial withdrawal 
from the Golan Heights, and called upon 
to bless the president's vision of a Chris- 
tian-Islamic alliance to vanquish the 
common threat of colonising Jews. 
Damascus’s Jewish quarter lies off 
the Street Called Straight but was left un- 
visited by the popemobile. Ten years ago 


it was a thriving community of 6,000 
Jews, the Arab world’s largest Jewish 
community; today it is a derelict ghost 
town inhabited by 40 men, 10 women 
and 13 children. All others have fled. 

Bashar's father, the late Hafez Assad, 
could be merciless, but he belonged to 
an age when Arab Jews were part of the 
landscape. Damascus had 20 function- 
ing synagogues, and he pampered 
certain Jewish leaders. Today the Torah 
scrolls from these synagogues lie piled in 
a heap on the empty pews of the last 
one to remain open, its doors guarded 
by the secret police. 

Syria remains, on the whole, a rea- 
sonably tolerant multi-religious society. 
When Holocaust revisionists tried last 
month to hold a conference in Beirut, 
intellectuals in the region signed a prot- 
est, forcing its cancellation. A just cause, 
they said, had no need of neo-Nazi sup- 
port. But Bashar Assad’s crude words 
add to the trends that continue to sepa- 
rate Jew from Arab in the Middle East. 


> case where Israel can and should define it- 
self as a democracy.” Denying Israelis a 
chance to hear the music would indirectly, 
he says, condone its misuse by the Nazis. 

The re-eruption of this ancient row 
comes as Israelis are embroiled in an ar- 
dent attempt to come to terms with the 
identity of their society, what it stands for, 
and their collective obligations to the past 
and to the future. Facing an unrelieved 
bloody conflict with the Palestinians, and 
the daunting idea that peace with their 
Arab neighboursis a pipedream, more and 
more Israelis refer to an existential threat to 
their lives. “The country”, explains Mr 
Aschheim, “feels itself beleaguered and 
isolated, so it draws on fears of Jewish ex- 
clusion and persecution as a way of ad- 
dressing present problems.” 

Beyond the deep feelings and the high 
words, tickets have been selling like hot 
cakes. Over half the 2,700 available tickets 
were sold two months in advance. But the 
Israel Festival committee was this week 
asked by the government and the Knesset 
to reconsider staging the concert. The com- 
mittee is to start its discussion on May 11th, 
and further stormy debate is assured. m 


Zimbabwe's judges 


Standing firm, at 
least for now 


HARARE 


The judiciary defies President Mugabe 


HE “war veterans”, a motley collection 

of former fighters against white rule, 
young supporters of Robert Mugabe's 
ZANU-PF party and just plain thugs, are 
again on the rampage. The police are su- 
pine. But it takes more than threats to dis- 
mantle an independent judiciary. Despite 
the forced resignation of the chief justice in 
March, and verbal onslaughts on the 
judges delivered by the justice minister, 
the judiciary is standing up admirably to 
Mr Mugabe's bullying. At least so far. 

The High Court accepted this week the 
argument made by Morgan Tsvangirai, 
who leads the opposition Movement for 
Democratic Change (MDC), that a Rhode- 
sian-era law used to press terrorism 
charges against him may be illegal. The Su- 
preme Court will now determine the con- 
stitutionality of the sections of the Law 
and Order (Maintenance) Act that deal 
with terrorism and incitement to violence. 

There is a good chance that the sections 
will be struck down; two other parts of the 
act have already been declared uncon- 
stitutional. Although the new chief justice 
is an ally of Mr Mugabe, the four remain- 
ing justices have stubbornly resisted 
threats, and are dedicated to their role as 


upholders of individual rights. 

Ironically, the Law and Order Act was 
used by Ian Smith’s regime between 1965 
and 1979 to put Robert Mugabe and other 
nationalist leaders in prison without trial. 
Now Mr Mugabe regularly uses it to sup- 
press his opposition. Seven other MDC of- 
ficials face charges under the act. 

The opposition won an earlier court 
victory when judges nullified the elections 
of three ZANU-PF members of parliament 
because of gross violence during last 
year’s parliamentary election campaign. 
In all the mpc is challenging the results in 
38 constituencies. So far it has won in three 
and lostin three. Several judges of the High 
Court, which is just beneath the Supreme 
Court, are proving to be bravely even- 
handed. But shortly after delivering the 
verdict upholding Mr Tsvangirai’s chal- 
lenge, one notably independent High 
Court justice, James Devittie, resigned. He 
had apparently received death threats. 

Mr Mugabe has railed against the coun- 
try’s judiciary as a racist vestige of British 
colonialism. This conveniently ignores the 
fact that many of the most important deci- 
sions have been made by young black 
judges who have come up through the le- 
gal system since independence in 1980. 

Crucial legal decisions lie ahead. The 
war veterans, after causing havoc in the 
countryside, are turning their attention to 
the cities, which are opposition strong- 
holds. With help from the army, they im- 
posed an unofficial curfew, beating people 
at random, on the assumption that any 
township resident was an MDC supporter. 
Now, over the past two weeks, they have 
moved on to factories and businesses. 
Gangs, sometimes armed, have invaded 
scores of factories, abducting senior man- 
agers for “re-education sessions”. 

On the pretext of settling labour dis- 
putes, they have extorted large sums of 
money. Stolen cars and trucks are brazenly 
displayed as bounty at zANU-PF head- 
quarters. The assaults on factories, and the 
government's non-reaction, led, last week, 
to the resignation of Nkosana Moyo, the 
minister of trade and industry. 

The factory invasions have dealt a blow 
to Zimbabwe’s manufacturing sector, 
which is already reeling from 60% infla- 
tion, three years of declining GDP and an 
unrealistic exchange rate. Confronted with 
the new onslaught, several factories have 
simply closed down. But there is method 
to the madness. The MDC, Mr Mugabe cal- 
culates, is dependent on private-sector 
support: the factory invasions, he hopes, 
will make donations impossible. The war 
veterans also hope to undercut the trade 
unions by promising workers they can get 
raises and better conditions by appealing 
to them rather than to their unions. 

As well as their attack on industry, the 
war veterans have been threatening for- 
eign missions in Harare. International aid 


projects have been looted. Diplomats were 
told, in a letter from the government, thatif 
they supported the opposition they would 
meet the same fate as the opposition. The 
Canadian high commissioner was man- 
handled by the thugs. 

Throughout all this the police have 
stood by, watching the lawlessness but not 
preventing it. The attorney-general has 
failed to prosecute crimes committed by 
government supporters, while throwing 
the book at the opposition for minor in- 
fringements. But the judiciary still stands 
firm in its defence of the rule of law. m 


West Africa’s three-country war 
Diamonds are a 
war’s best friend 


Will sanctions end the fighting? 


NE of the world’s poorest countries, 

Liberia, had sanctions clamped on it 
this week by the UN Security Council. Li- 
beria’s president, Charles Taylor, is ac- 
cused of spreading war from his own 
country to his northern neighbour, Sierra 
Leone, and now to his other neighbour, 
Guinea. If Mr Taylor is punished, the UN 
hopes, the fighting may die down. Will it? 

Certainly Mr Taylor has helped the re- 
belsin Sierra Leone, the Revolutionary Un- 
ited Front (RUF). Leading members of the 
RUF have been given sanctuary in Monro- 
via, Liberia’s capital. And in December a 
UN report accused the Liberian govern- 
ment of allowing arms to be provided to 
the rebels in return for diamonds mined in 
the parts of Sierra Leone they control. 

An effort has begun to stop the RUF 
benefiting from the diamond trade, by re- 
quiring certificates saying where the dia- 
monds come from. But its impact will 
probably be nil, so long as diamonds pass 
through Liberia. So in March the Security 
Council, led by Britain and the United 
States, agreed to ban diamond sales from »» 
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> Liberia, as well as toughening the existing 
arms embargo on the country. The council 
also agreed to restrict foreign travel by se- 
nior members of Liberia’s government, a 
way of denying Mr Taylor the interna- 
tional respectability he longs for. 

Under pressure from other West Afri- 
can countries, the UN gave Liberia two 
months to show it had ended its support 
for the RUF. The deadline expired on May 
7th, a few days after Kofi Annan, the UN's 
secretary-general, reported that Liberia 
had failed to cut its ties with the rebels. But 
Liberia’s foreign minister, Monie Captan, 
protested this week that the sanctions— 
which his president calls “heartless”, and 
part of an international conspiracy against 
him-—would have been imposed “irrespec- 
tive of what actions were taken by the Li- 
berian government”. 

Sanctions are intended to tighten the 
screws on Mr Taylor and thus, presum- 
ably, on the rebels in Sierra Leone. The RUF 
has been talking to Sierra Leone’s govern- 
ment and to the uN, which has several 
thousand peacekeepers in the capital, Free- 
town, and some other parts of the country. 
The three parties met in Nigeria last week 
to discuss how the fighting, at present re- 
strained by a ceasefire, might be prevented 
from blowing up again. 


The larger chaos 

That, however, would not be the end of 
the mess. The RUF may be willing to talk in 
Sierra Leone, where British and UN troops 
have blocked its progress. But it has spread 
its war into Guinea, a country that runs 
along the northern borders of both Sierra 
Leone and Liberia—and here too, it seems, 
itis operating with Mr Taylor’s support. 

Since last July Guinean dissidents, with 
the help of ruF guerrillas, have been at- 
tacking and looting towns near the border 
with Liberia. Hundreds of thousands of 
people have been trapped by this fighting. 
The un’s refugee organisation is moving 
some 1,000 refugees a day from the border 
region to a camp deep inside Guinea. 

The Guinean army has responded with 
artillery fire, but this alone has not 
worked. So now, in a further complication, 
Guinea has retaliated by supporting rebels 
in Liberia. These Liberian opponents of Mr 
Taylor’s rule may be encouraged both by 
the UN’s sanctions and by Mr Taylor’s in- 
ternational isolation. 

One lot of these rebels, known as 
Ulimo K, caused an upheaval last week in 
northern Liberia. Reports from aid work- 
ers suggest that the fighting has reached Sa- 
layei, a town only 200km (125 miles) north 
of Monrovia, Liberia’s capital. At the same 
time, some fighters loyal to Sierra Leone’s 
government are also thought to be cross- 
ing into Liberia. This bloody three-sided 
tangle may or may not frustrate Mr Tay- 
lor’s calculations. But it bodes ill for the 
people who live in this sprawling region. $ 





Development in poor countries 


Not by their 
bootstraps alone 


Don’t expect liberalisation on its own to 
end poverty 


Hew should a poor country become 
less poor? Open its economy, attract 
investors, export goods and free its mar- 
kets, of course. But that may not be 
enough, according to a report by a United 
Nations trade and development body. 
UNCTAD is concerned with the world’s 49 
least developed countries (LDCs). Its third, 
ten-yearly conference on these, the poorest 
of the poor, opens next week in Belgium. 

Heads of state, UN staffers, aid workers 
and businessmen will discuss how to lift 
such countries out of the mire. The task is 
huge. Excluding Bangladesh, the biggest of 
the poorest, these countries saw growth of 
real GDP per head of just 0.4% a year in 
1990-98. This was despite the fact that in 
this period many adopted relatively liberal 
and open economic policies. 

Using evidence from three IMF studies 
of poor countries that had undertaken to 
reform themselves, the report argues that 
some of them liberalised their economies 
more than richer ones usually do. Many of 
the LDCs freed their exchange rates and in- 
terest rates, and cut regulations on prices 
and markets for goods, including farm pro- 





duce, though, crucially, many were tardy 
on financial reform and privatisation. 
Moreover, says the report, “LDCs have ac- 
tually gone further than other developing 
countries in dismantling trade barriers”. 
Of the 43 poorest countries studied, 37% 
had no tariff barriers, or only minor ones, 
an openness matched by only 23% of other 
developing countries. 

In financial openness too, poor African 
countries (the majority of tpcs) have 
made great leaps forward. The report sug- 
gests that, by 1997, 18 of Africa’s poorest 
countries, including Uganda, Mali and 
Zambia, had “somewhat or largely” open 
financial systems. 

But that openness may not have made 
much difference, says the report’s author, 
Charles Gore. Most of the poorest coun- 
tries’ economies have still fared badly, 
some of them even worse than before lib- 
eralisation. Many depend heavily ona sin- 
gle export, such as coffee, where there have 
been precipitous declines in prices. 

Nor have donors done enough, adds 
Mr Gore, to encourage private investment, 
or to educate people how to behave in the 
new, open, system. Simply liberalising 
poor economies, without giving them sup- 
port during the transition, can be a recipe 
for economic instability. 

There are other reasons. Of the 24 poor- 
est African countries that made reforms in 
the past decade, ten suffered from wars or 
coups. Corruption and weak governments 
did not help. And on them all, reformed 
and unreformed alike, diseases such as 
AIDS and malaria take a heavy toll. m 


Italy's general election 
Will Silvio Berlusconi romp home for 
the right? 


ROME 





Despite the allegations of wrongdoing hanging over the leader of Italy’s right, he 


still looks poised to win power 


T HAS been the nastiest and oddest cam- 
paign in the living memory of most Ital- 
ians, perhaps because it has not felt like a 
general-election contest at all, more like a 
referendum. The simple question has 
been: do you want Silvio Berlusconi as 
your prime minister—yes or no? This has 
personalised the election as never before. 
In the event, if the pollsters are to be be- 
lieved, yes is going to be the most common 
answer. So, come May 13th, the media ty- 
coon who founded his own party, Forza 
Italia (Let's go, Italy), less than eight years 
ago and within months had become prime 
minister for an unhappy stint in 1994, is 
likely to be back. His tangle of legal trou- 
bles and a bunch of conflicts of interest 
have evidently left a large portion of the 
electorate unbothered. The Italian con- 
stitution does not say that Italy’s president 
is formally obliged to ask the leader of par- 
liament’s largest party to form a govern- 
ment. In practice Carlo Azeglio Ciampi has 
no choice. 
The real question, according to most 


commentators, is how big Mr Berlusconi's 
victory will be. The left, most of it cam- 
paigning collectively under the Olive Tree 
umbrella, still hopes that Mr Berlusconi's 
coalition of the right, known as the House 
of Freedoms, will fall short of winning an 
outright majority of seats in parliament, at 
least in the Senate. 

But the momentum is behind Mr Ber- 
lusconi. Italy's middle class is apparently 
convinced that it has at last found its true 
champion. And Forza Italia’s two main al- 
lies, the post-fascist National Alliance and 
the once-separatist Northern League, 
should give him a further fillip. The alli- 
ance is expected to do well in its southern 
heartlands, and the league, though not as 
popular as it was, will probably do well 
enough up north, where the combined 
right should sweep the floor. 

The left has been further hampered be- 
cause its coalition embraces a much mess- 
ier array of parties than the right's. 
Moreover, since winning in 1996, the left 
has had three different prime ministers. 
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Francesco Rutelli, a handsome 46-year-old 
former mayor of Rome with little national 
experience and still less authority over his 
rowdy hotchpotch of a coalition, would be 
its fourth. Few people, friend or foe, put 
much faith in his ability to stay in power 
even a couple of years, let alone five. 

Who turned the election into a per- 
sonal referendum, then? Mr Berlusconi, 
64, says that, from the start, the left was 
itching to attack him personally. No, says 
the left, that was always Mr Berlusconi's 
plan. They are both right. The left decided 
early on that the only thing that might bind 
liberals, socialists, communists, Catholics, 
Greens and assorted free-marketeers un- 
der their untested leader was their com- 
mon enmity towards Mr Berlusconi. Il 
Cavaliere (the knight), as he is known, gra- 
ciously accepted this unintended gift, as he 
saw it, promptly turning the campaign into 
an ego trip. The House of Freedoms’ logo, 
strapped across virtually every billboard, 
is simply BERLUSCONI. Posters display 
just his smiling face. A glossy magazine 
containing Mr Berlusconi's life-story has 
been mailed to every Italian home. 

In return, the left has attacked him re- 
lentlessly, ad hominem. Mr Berlusconi has 
merrily hit back, denouncing the ex-com- 
munists’ Massimo D’Alemaas “an old Bol- 
shevik”. Umberto Bossi, the Northern 
League's demagogic, gravel-voiced leader, 
has weighed in, calling Giuliano Amato, 
the left's outgoing prime minister, “a Nazi »» 
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+ dwarf”; left-wingers working for RAI, It- 
aly’s state-owned television, should “be 
rounded up at night and dealt with”. 

There was just a moment when Mr Ber- 
lusconi seemed to be knocked off balance. 
That was when various foreign publica- 
tions, including The Economist, France’s Le 
Monde, Spain’s El Mundo and Germany’s 
Süddeutsche Zeitung, none except Le 
Monde identified with the left, castigated 
him for his murky business past. He dis- 
missed the allegations as “rubbish” and 
accused the left of staging an international 
plot against Italy. This may have struck a 
nationalist chord among voters. Mr Berlus- 
coni’s opinion-poll lead has held up well. 

One casualty of the campaign has been 
information. The right published its own 
manifesto only on May 7th—on the In- 
ternet. The left distributed a booklet with a 
fairly vague set of proposals, but when Mr 
Rutelli has tried to promote them on trips 
across Italy, journalists have invariably 
dragged him back into yet another bout of 
personal exchanges with Mr Berlusconi, 
who has refused to hold a proper debate 
with him, on television or elsewhere. 
Asked why, he has repeatedly declared 
that “Rutelli is not a leader, just a spokes- 
man with a pretty face.” 

Amid all this animosity, neither group 
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has said much about policies, despite the 
long list of Italy’s problems that need at- 
tention. Questions about the European 
Union have been entirely absent, though 
that is an area of potential division within 
the right. Forza Italia favours much more 
integration than in 1994, though the North- 
ern League’s Mr Bossi sounds virulently 
anti-EU, accusing “European technocrats 
and paedophiles” of seeking to impose 
their will on Italy if the left wins. 

Crucial issues such as pensions reform 
or control of broadcasting in the event that 
Mr Berlusconi wins have been barely 
touched upon. The magnate has assured 
voters that he will deal with conflicts of in- 
terest if he wins, perhaps by setting up a 
blind trust, but it is hard to see how any 
trust could be blind unless the empire 
were sold off and the proceeds reinvested. 

The right sounds tougher than the left 
on illegal immigration, but both sides have 
offered few details. Can Mr Berlusconi 
manage to cut taxes and at the same time 
spend massively on infrastructure, as he 
promises, without swelling the country’s 
public deficit, in contravention of the Eu’s 
stability pact? “I'll cut [overall] spending,” 
he said breezily this week. “An entrepre- 
neur knows how.” A lot of Italians seem 
inclined to believe him. m 





Diehard communists 


- Split from above in 1998 Olive Tree 





- Ex-communist, now 
social democratic 





Italy's dogged independents 


Squeezed out? 


MILAN 
A handful of independents are trying to 
win seats that could hold the balance 


N MAY 13th some 49m Italians will be 

entitled to elect 315 senators and 630 
deputies to parliament. Members of both 
the lower house and the Senate are elected 
by a combination of first-past-the-post for 
three-quarters of the seats and propor- 
tional representation for the remaining 
quarter. But to have any of those seats dis- 
tributed under pr, a party must secure at 
least 4% of the national vote. All the par- 
ties, including tiddlers, that have signed up 
to join one of the two main blocks, on left 
or right, can be confident of getting at least 
some seats by pr. The old-guard Re- 
founded Communists, standing alone, 
should comfortably cross the threshold. 
But the small parties that must fight hard- 
est are the trio that have refused to join the 
big alliances. 

The first is European Democracy, 
founded by Sergio D'Antoni, a former 
leader of the Catholic trade union. Mr 
D'Antoni, a Sicilian, is backed by Giulio 
Andreotti, the old fox of Italian politics, 
seven times a Christian Democratic prime 
minister, who was acquitted two years ago 
after long trials for murder and for being 
the Mafia’s main political godfather. 

A second small party striving to cross 
the 4% threshold is Italy of Values, a one- 
man show puton by Antonio Di Pietro, the 
most celebrated of the mani pulite magis- 
trates, who comes from Molise, south-east 
of Rome, but who made his judicial name 
in Milan. In due course he decided to in- 
vest his popularity in politics. He was first 
courted by Mr Berlusconi, then served 
briefly as a minister in Romano Prodi’s 
government in 1996, and managed to 
quarrel with just about everybody. Some 
people admire his bluntness. 

The third independent party is also 
identified with one person: Emma Bonino. 
Liberal in economics and social issues, it is 
the latest incarnation of the Radical Party 
and its maverick leader, Marco Pannella. 
Ms Bonino was an effective European 
commissioner in Brussels and her group 
won 8.5% in elections to the European Par- 
liament two years ago. She has tried in 
vain to rouse Italians into discussing im- 
portant ethical questions concerning such 
things as genetic research, euthanasia and 
food safety. She was so incensed by the 
raw deal she got from Italy’s television sta- 
tions, which have generally carved up air- 
time between the two main blocks, that 
she briefly went on a “thirst strike” which 
doctors persuaded her to end last week. m 






rises s k 
Go private, says 
the state 


BERLIN 


By 2008, Germany’s state pension 
scheme willlook very different 


D ESPITE continuing resistance from the 
opposition Christian Democrats, 
Chancellor Gerhard Schréder’s pension- 
reform plans, the most radical in Germany 
for nearly half a century, are expected to 
clear their final parliamentary hurdle on 
May 11th. Last-minute government conces- 
sions on child benefit, widows’ pensions 
and home ownership now look certain to 
ensure the bill’s approval in the opposi- 
tion-dominated Bundesrat, the second 
chamber, which speaks for Germany's 16 
state governments. 

Like many other European countries 
with similar pay-as-you-go state pension 
schemes, Germany faces a demographic 
time-bomb. Low birth rates and longer life 
expectancy mean that over the next 30 
years the proportion of Germans over the 
age of 60, the average retirement age at 
present, is expected to rise from a fifth to a 
third. The number of workers shouldering 
the tax burden is due to fall from two per 
pensioner to one. 

So? Slash pensions? Jack up contribu- 
tions? Or raise the pension age—to as high 
as 75, according to one study? No, the gov- 
ernment has opted for another way out, 
revolutionary by German standards: a pri- 
vately funded, though also state-sup- 
ported, pension scheme. It hopes thereby 
to be able to hold down the cut in state 
benefits and the rise in state contributions, 
while leaving the legal retirement age of 65 
untouched, for the time being. 

Compulsory contributions to the state 
scheme, now 19.3% of wages, jointly paid 
by employer and employee, are not meant 
to rise above 20% for the next 20 years, nor 
above 22% by 2030. At the same time, the 
government promises, the average pen- 
sioner’s benefits will not fall below 67% of 
the national average wage when he retires, 
as against 69% now-though he will have 
to work and contribute for 45 years, as 
against the 37 years that is now the average. 

And now for the novelties: private-sec- 
tor, personal pensions, or company 
schemes. Such things do exist, but they are 
few. In future, under the plan which is due 
to be fully operational by 2008, the state 
will provide tax breaks and subsidies of up 
to DM20 billion (about $9 billion) a year to 
encourage workers to contribute up to 4% 
of their earnings into such schemes. In the 
long term these could supply as much as 
40% of overall pension income, with 60% 
still coming from the state, compared with 
85% today (versus 65% in Britain and 45% in 
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the United States). 

Inevitably no one, including employers 
and trade unions, is fully satisfied. The 
Christian Democrats, still desperately 
searching for something to bash the gov- 
ernment with, object to just about every- 
thing. But, thanks to the perks offered to 
individual states, they will not defeat it in 
the Bundesrat. Though much amended 
over the past 18 months to win support, 
the scheme is far more radical than any- 
thing the Christian Democrats proposed 
during 16 years in power. Not, maybe, that 
they could have pushed anything radical 
through: as their parliamentary group's 
deputy leader admits, “We could never 
have persuaded the trade unions.” m 





Germany’s poor east 


More cash, please 


POTSDAM 
Why Germany’s east still wants more 
public money 


we Germany was unified in 1990, 
its ex-communist eastern part was 
promised an economic miracle to match 
that of the 1950s in the west. For a few 
years, it seemed to be happening. Yet now, 
despite a net transfer of maybe DM1,400 
billion ($640 billion) in public cash, the re- 
gionis falling behind again. And, with eyes 
increasingly focused on next year’s general 
election—and the one-fifth of all Bundes- 
tag seats in the east—the government is be- 
ing pressed, by friend and foe, to send even 
more billions eastward. 

The east’s post-unification boom 
brought it growth rates of over 10% a year. 
But since 1997 this has slowed to an aver- 
age of 1.2%, compared with 2.2% in the 
west. Productivity, which doubled in the 
first five years, has been stagnating since 
then at about two-thirds of the western 
level. Unemployment in the west has 
fallen by nearly two points, to 712%, since 
Chancellor Gerhard Schréder came to 
power in 1998. In the east it has remained 
stuck above 17%. To make matters worse, 
of the 16m people living in the east in 1991, 
around 1m of them, mostly young and 
well-qualified, have since left to seek a bet- 
ter life in the west. One-third of all eastern- 
ers aged 18-29, say pollsters, want to go. 

Socially and economically, declares 
Wolfgang Thierse, the Bundestag’s Social 
Democratic speaker, the east, from which 
he comes, is “on a knife-edge”. Though the 
main national parties have recently tried 
to include at least a token Ossi among their 
leaders, westerners still dominate busi- 
ness and administration in the east. 

Yet not all is gloomy. For all the grum- 
bling, the east has made big strides. Its ten 


strongest economic areas are now judged 
to be in better shape than the ten weakest 
ones in the west. And many of its woes 
spring from just one industry. Construc- 
tion boomed in the early 1990s, employing 
one eastern worker in three. Today, the 
building industry faces its sixth year of re- 
cession, and its labour force has fallen by 
half. In contrast, manufacturing is at last 
starting to reap the dividends of restructur- 
ing and investment. Turnover rose by 13% 
last year, nearly twice as much as in west- 
ern Germany, and is expected to rise by 
nearly as much this year. 

That helps to explain why the business 
mood in the east remains so buoyant, de- 
spite the past nine months’ downturn in 
the national economy, while gloom 
spreads in the west. In their latest six- 
monthly forecast published last month, 
Germany's six leading economic think- 
tanks suggest that the east can expect 
growth to accelerate this year and next, 
while the west slows (see chart). 

That would still leave the west growing 
faster. And even if the east were to achieve 
annual growth of 4% to the west’s 2%, one 
study reckons it would take 30 years for 
GDP per person to catch up. Hence the ever 
more pressing calls for more cash. The 
west already makes net transfers eastward 
of some DM140 billion a year, about 4% of 
Germany’s annual GDP. 

Mr Schréder has agreed that the five 
eastern states will continue to require the 
west’s help for at least another ten years, 
possibly more. The central government 
and those of the country’s 16 states are try- 
ing to thrash out anew “solidarity” pact for 
the east, to replace the present ten-year of- 
ficial aid arrangement, now running at 
around DMs0 billion a year, when it 
comes to an end in 2004. 

Mr Schröder has denied any plans fora 
big new injection of money into the east, 
as a general election approaches, the econ- 
omy slows, and nationwide unemploy- 
ment creeps up again. All the same, few 
believe that Mr Schréder will want to em- 
bark on his planned tour of the eastern 
states this summer with empty hands. @ 


i The eastern catch-up stalls 
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The glow begins 
to fade 


MOSCOW 
The country may get poorer, again 


OBERING up, a hang-over looming, 

and pretty ill to boot. That, crudely, is 
the state of the Russian economy as the 
boost given by the huge devaluation of 
1998 wears off. 

Economic growth last year was a record 
8.3%. This year, the government says, it will 
be only half that. President Vladimir Pu- 
tin’s gloomy economic adviser, Andrei 
Illarionov, thinks even that is optimistic. 
The annual inflation rate last month 
jumped to 25%. The government's forecast 
of 12% for the whole of this year now looks 
much too hopeful. As things stand, the 
economy will by 2002 have lost almost all 
the competitiveness gained in 1998. 

Reading too much into Russian statis- 
tics would, as ever, be unwise. At best, they 
offer a series of blurred snapshots, captur- 
ing trends in the bits of the economy that 
are recorded on forms. The black economy 
is still huge—up to half of GDP, by some es- 
timates. Still, it is clear both that Russian 
business is slowing down and that infla- 
tion is hotting up. 

By past standards, the unpleasantness 
still looks pretty mild. Thanks to last year’s 
boom, the public finances are solid; there 
is a huge trade surplus of $60 billion. The 
government trumpets sensible-sounding 
economic reforms. Compare that with the 
hyperinflation and industrial collapse of 
the 1990s, and the squabbles, delusions 
and plain confusion. Western companies 
in Russia find that buying power is strong 
and officialdom increasingly manageable. 

Nice, but not enough. The big worry is 
that Russia has failed to use the breather it 
gained from high oil prices and devalua- 
tion. The banking system is still a mess. 
Most of industry has yet to be restructured. 
Russian exports still consist overwhelm- 
ingly of raw materials. Apart from weap- 
ons, vodka and a smidgen of software, it is 
hard to think of a Russian manufactured 
product that sells well abroad. A fall in 
commodity prices, especially of oil and 
gas, would sharply expose the economy's 
underlying, untackled weaknesses. 

Without fast economic growth or a lot 
of foreign money, itis hard to see how Rus- 
sia can keep going. The government is try- 
ing to create a sense of urgency with what 
it calls the “2003 problem”, an arbitrary 
date by which time, it says, the country’s 
power stations, bridges, railways and so 
forth will start conking out. In much of pro- 
vincial Russia, this decline seems to have 
started steepening some time ago. Also in 


2003, the country is due to pay $18 billion 
to its creditors in the Paris Club of western 
governments. 

While warning of trouble ahead, the 
government insists, all the same, that cur- 
rent policy is bang on course. It has de- 
clined to sign an agreement with the mmr, 
on the ground that it does not need extra 
loans now; it already owes $11 billion. For 
the most part, though, it follows orthodox, 
sound-money policies that would have 
made previous Fund missionaries faint 
with surprise and admiration. 

The most immediate effect is political. 
Mr Putin does not share the government's 
self-satisfaction. He worries aloud about 
inflation. He may decide to try speeding 
up reform by shuffling the government. 
That will be easier thanks to a big shift in 
the lower house of parliament, the Duma. 
The main non-Communist opposition 
grouping there, Fatherland-All Russia, is 
merging with the main pro-Kremlin party, 
Unity. Two other factions are set to join 
too. That will give the government an out- 
right majority of Duma seats. It will also 
give Mr Putin a wider pool in which to fish 
for talent. 

Changing ministers may help, but the 
underlying problem is in making reforms 
actually happen. Irina Khakamada, a 
modern-minded Duma deputy, describes 
the middle levels of government as a “cess- 
pit” of corruption and incompetence. 
Changing that has eluded Russian reform- 
ers for two centuries. One veteran finan- 
cier in Moscow laments: “It’s not the 
despair I can’t stand; it’s the hope.” m 


Spain’s Basques go to the polls 


Once more for the 
nationalists? 


BILBAO 
A regional election may curb ETA 
terrorism—or fomentit 


HE WAS on his way to a Sunday football 
match with his teenage son when a 
youth shot him dead. Manuel Gimenez 
Abad was a regional leader of Spain’s gov- 
erning People’s Party (PP) in Aragon. But 
his murder, a week before the Basques 
were to elect a new regional parliament on 
May 13th, was plainly the work of the 
Basque separatist terror group ETA. 

Mr Gimenez Abad was ETA’s 30th vic- 
tim since it ended a 14-month ceasefire in 
December 1999. His death and the reaction 
to it highlighted the stark divisions faced 
by the voters. Juan Jose Ibarretxe, the cur- 
rent head of the Basque regional govern- 
ment, condemned the murder. No way, he 
said, would he and his Basque Nationalist 
Party (PNv) accept the support of ETA’s po- 
litical wing, Euskal Herritarrok (EH), to 






Do you feel...? Z 
Purely Spanish 5 
More Spanish than Basque 3 
Both equally 41 
More Basque than Spanish 17 
Purely Basque 23 


Source: Demoscopia for £I Pois 


form a new administration unless they 
again renounced violence. But the PNv’s 
veteran party leader, Xabier Arzalluz, said 
it would let itself be voted in by En, though 
rejecting any formal alliance. 

That was fodder for Spain’s prime min- 
ister, Jose Maria Aznar. He wants the PNV 
ousted from office, and replaced by a co- 
alition between his pp and its rivals at na- 
tional level, the Socialists. In coalition or 
alone, the Pnv has run the Basque region 
for 21 years, ever since Spain introduced re- 
gional governments. Mr Aznar accuses it 
not just of discriminating against non- 
nationalists but of appeasement in the 
face of terrorism. Most of ETA’s latest 30 
victims have been members of the PP or 
Socialists; none has been a Pnv politician. 

Despite the tough campaign run by Mr 
Aznar and the man he sentto lead it, Jaime 
Mayor Oreja, until then Spain’s interior 
minister, pollsters suggest the nationalists 
will, once again, do well: the Pnv, now al- 
lied with a smaller, non-violent party, can 
hope for 35-40% of the vote and maybe 30 
of the 75 seats. The pp, running with a 
small local ally, can hope for 20-22 seats, 
up from their joint 18 in the 1998 election. 
The Socialists may get15. The big loser may 
be gn, the terrorists’ mouthpiece, which 
took 14 seats last time—when the ceasefire 
was in force—and may get only 7-8. 

And then what? Together, the pp and 
the Socialists may be close to an overall 
majority, even above it if they can get 
might-be abstainers to vote. They could »» 
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> also look for help to the likely two far-left 
members. A solely Basque-nationalist gov- 
ernment would need EH votes. But what 
about a coalition across the divide? Mr Az- 
nar insists the pp will have nothing to do 
with the pnv. So the Socialists are the key. 
Before the election, they agreed to co- 
operate with the pp against terrorism and 
not to play politics with the issue. Many 
saw that as the preamble to a coalition. The 
Socialists have dropped heavy hints that 
they are willing. They have kept their op- 
tions open, but would find it hard to justify 
a pact with the pnv to Spaniards else- 
where, outraged by ETA’s return to killing. 
The obvious risk in a pp-Socialist co- 
alition is that bundling the nationalist par- 
ties together in opposition might radicalise 
wider nationalist opinion, to the benefit of 


{ Keep the PNV out of government? 
% EH PNV Socs PP Alt 
Agoodthing 7 11 41 62 20 
Abadone 79 67 32 21 48 


Source: Demoscopia for £l Pots 


ETA. Mr Aznar and Mr Mayor Oreja are 
ready to take it. But a poll published this 
week in El Pais suggests that most Basque 
voters are not: 55% told the pollsters recon- 
ciliation between non-nationalists and na- 
tionalists should be a priority for any new 
government. And though a large majority 
of those who voted Pr in 1998, anda small 
one of Socialists, would be content to see 
the pnv pushed into opposition, the vot- 
ers overall seem to lean the other way. m 





France’s shame over Algeria 


The chagrin and the belated pity 


PARIS 


A French general’s memoirs are making France think harder aboutits past 


HE interview last week in Le Monde 

could have been the sadistic reflections 
of any dictatorship’s faithful servant: “It’s 
efficient, torture. Most people crack and 
talk. Then you usually finish them off. Did 
that trouble my conscience? I have to say 
no.” But the torturer in question is not 
some minor thug from Augusto Pinochet's 
Chile or the shah’s Iran; instead, he is Gen- 
eral Paul Aussaresses, a bemedalled, eye- 
patched hero of the French army, launch- 
ing at the age of 83 his unexpurgated 
memoirs as a member of the Special 
Forces from 1955 to 1957 during Algeria’s 
war of independence. 

The outrage has been immediate, uni- 
versal—and predictable. Lionel Jospin, 
France’s Socialist prime minister, has pro- 
claimed himself “deeply shocked” by the 
general's “revolting cynicism”. A “horri- 
fied” Jacques Chirac, the centre-right presi- 
dent who was a conscript in the Algerian 
war, has demanded that the general be 
stripped of his Légion d'honneur and that 
the defence ministry take disciplinary 
measures against him. The Greens and the 
Communists, both partners in Mr Jospin’s 
coalition government, have called for a 
parliamentary inquiry; relatives of the 
general’s victims, whose murders had 
been officially described as suicides, are 
demanding justice. 

But of what sort? Although Maurice Pa- 
pon, a former civil servant, began a ten- 
year prison sentence two years ago at the 
age of 89 for his crimes of collaboration 
during the Nazi occupation of France, most 
legal authorities think that General Aussa- 


resses will escape judicial punishment. 
For one thing, in 1968 the French parlia- 
ment declared an amnesty for all crimes 
committed during the Algerian war. For 
another, the French statute of limitation 
for murder is just ten years. Moreover, 
while Mr Papon was convicted of crimes 
against humanity, these were defined as 
crimes committed during the Nazi period. 
The broader definition in present French 
law applies only to crimes after 1994. 
Cynics, however, will say that the unre- 
pentant general's real crime is to publicise 





Just asking a few gentle questions 


what the French elite had always known 
but had preferred to keep hidden. He 
writes, for example, that François Mitter- 
rand, as minister of justice in 1957 when 
the Battle of Algiers was at its bloodiest, 
knew full well that the French forces were 
indulging in torture and summary execu- 
tions. Besides, it was only six months ago 
that General Jacques Massu, now 92, 
spoke publicly of the prevalence of torture 
during a war which, between 1954 and 
1962, claimed about 1m Algerian lives. 

However nasty the details of the gen- 
eral’s memoir, the temptation will be to 
forgive and forget as fast as possible, even 
though 56% of French adults today say that 
France should officially ask for Algeria's 
forgiveness. One Socialist politician, Fran- 
cois Loncle, argues that parliament cannot 
“transform itself into a permanent insti- 
tute of history”, while a conservative 
counterpart, Jean-Louis Debré, says France 
should “look to the future, not revisit the 
past”. Or, as the parliament's Socialist 
speaker, Raymond Forni, puts it, “We must 
turn the page.” 

The trouble is, the book of French his- 
tory has rather a lot of pages and they take 
time to turn. It was only in February 1998, 
some 103 years after the event, that the 
French army formally acknowledged that 
Captain Alfred Dreyfus had been con- 
victed of “a crime of high treason he did 
not commit”. It took 37 years for a govern- 
mentinquiry to find that in 1961 the French 
police killed several dozen Algerians in a 
pro-independence rally in Paris: the official 
toll at the time was three dead. And it took 
until 1995 before a French president would 
dare to admit that in its wartime treatment 
of the Jews France had “committed the ir- 
reparable”. Perhaps, as Mr Chirac later 
said, it is better in the end to “look history 
in the face”. m 
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Charlemagne Bernard Tapie 








Why one of France’s most controversial figures is more popular than some of its more high-minded politicians 








HE hair is glossy, the grin broad, the charm as potent as ever. 
When Bernard Tapie faced the press last month as the new 
“sporting director” of Olympique de Marseille, the soccer club 
of France's second city, it was almost as if a rock star had come 

_ to town. Moreover, this particular star, joshing with the press 
and waving to the fans, is 58, even older than Mick Jagger. So is it 
jealousy that makes a po-faced establishment—Le Monde has 
_been particularly scathing—treat Mr Tapie with a certain disdain, 
„even rancour? Is it snobbery that prompts outrage at the specu- 
lation that the working-class Mr Tapie may, despite his denials, 
want to revive a political career that made him the Socialists’ 
minister of urban affairs under Francois Mitterrand? 

Well, not entirely. The judicial facts of the life of Mr Tapie—or 
_"Nanard”, as he is known, affectionately, to the fans—during the 
_ second half of the 1990s would probably horrify polite society 
anywhere: five months in prison for having bribed a rival soccer 
team and suborned a witness; two suspended prison sentences, 
bankruptcy, a ban on corporate activity and the loss of his civil 
“rights for company fraud; expulsion from the parliaments of 
both France and the European Union. In other words, Mr Tapie, 
having dishonoured soccer and cheated his shareholders, does 
not deserve to be welcomed back into polite society. 

But was he ever truly welcome? Corruption in high places, 
both in politics and in business, is hardly unusual in France. 
¿What is new is the enthusiasm of a handful of investigating 
_judges to do something about it. Since the mid-1990s the results 
“have been dramatic. For example, Roland Dumas, a former for- 
eign minister and until recently head of the Constitutional 
_ Council, the country’s highest court, will this month be judged 
_ on charges of accepting bribes. Indeed, a cloud of suspicion rests 
even on the summit of the French state, with President Jacques 
Chirac having to cite the constitution in order to avoid an inves- 
_. tigating judge’s summons over the illicit financing of political 
_ Parties. Yet, for all the judicial energy, the popular assumption is 

_ that the elite protects its own, and that few punishments will be 
as severe as Mr Tapie’s. 
The assumption may well be wrong, but it is founded ona 
“them and us” view that is hard to deny. For all its revolutionary 
__and egalitarian pretensions, France is run, both in politics and 
business, by a remarkably small “old boy” network—witness the 






























énarques, graduates from the Ecole Nationale d'Administration 
(ENA), who pack the government of Lionel Jospin (an énarque, 
naturally) and the membership of Medef, the bosses’ organisa- 
tion led by Ernest-Antoine de Seilliére (an énarque too). Mr 
Tapie, born in one of the unlovely suburbs of Paris and educated 
as an electrical engineer, was never likely to be part of that cote- 
rie. Indeed, Elisabeth Guigou, now France’s employment 
minister (yes, another énarque), dismisses him as a “sexist boor”. 

But whatever his faults, Mr Tapie has something Mrs Guigou, 
defeated in March in her bid to be mayor of Avignon, must 
surely envy: the popular touch. According to a recent study, in 
the banlieues—the crime-ridden, mixed-race, public-housing es- 
tates that ring France’s bigger towns—the young, otherwise 
alienated from politics, have one political villain and one politi- 
cal hero. Their villain is Jean-Marie Le Pen, the leader of the 
far-right National Front. Their hero is Bernard Tapie, a banlieu- 
sard like them, who has opposed Mr Le Pen at every turn. 

Arguably, the hero-worship is blind infatuation. After all, 
while the Marseilles fans struggled to find a job, Mr Tapie’s fin- 
ancial sins as owner of their club and of businesses such as 
Adidas let him live the life of a king, with a fine house in Paris 
and a giant yacht on the Côte d'Azur. Moreover, the reward for 
fixing a French league soccer match so that Olympique de Mar- 
seille’s players would be fit enough to win the European Cup a 
few days later was for the club then to be stripped of its titles. 

But so what, think the fans. What they like about Nanard is 
his guts. Rather than slink away after his prison term, he has 
bounced back into the limelight: a part in a 1996 film directed by 
Claude Lelouch; a starring role early last year on the Paris stage 
in “One Flew Over the Cuckoo’s Nest”; a couple of radio and 
television talk-shows; a novel (“Eyes Too Big”); even a record 
with a rap star, Doc Gyneco. And the elite, too, must have a 
sneaking regard for his cheek: he may be bankrupt, but, as the 
ill-paid employee of a company managed by his children, he 
lives mostly beyond his creditors’ reach. True, he has 15% of 
Olympique de Marseille, a stake offered by the club’s president 
in the hope that Nanard will save the club from relegation. But 
that has cost Mr Tapie merely a symbolic single franc. 


Ah, that lovable rascal 
Indeed, perhaps a better word from now on will be not so much 
guts as revenge. Mr Tapie is not exactly out of the woods. Eva 
Joly, a tenacious magistrate, still has a few questions to ask; he is 
in theory barred from politics till 2004. He owes FFr880m 
($119m) to his creditors and FFr150m to the taxman. But what if 
he wins his case for damages of FFr6.5 billion against Crédit Ly- 
onnais, the bank that sold Adidas on Mr Tapie’s behalf after he 
became a minister in 1992 and which, Mr Tapie alleges, made a 
huge and fraudulent profit on the deal at his expense? At a stroke 
Nanard would be not just popular but also, once again, rich. 
Would the elite be outraged? Probably. But in the meantime, 
they would do better to draw two lessons from Nanard’s renais- 
sance. The first is that the public, from football fans to the voters 
in recent local elections, seem surprisingly indifferent to corrup- 
tion in high places. The second is that charm, warmth and the 
popular touch are considerable assets. In other words, Lionel 
Jospin, France’s austere Socialist prime minister, may be the epit- 
ome of integrity, but he is by no means sure to win next spring’s 
presidential election—and scandal-dogged Jacques Chirac, who 
loves pressing the electoral flesh, is by no means sure to lose. m 





The general election 





Now you can make me perfect 


Mr Humble, Mr Angry and Mr Snooty: three characters in search of a drama 





HE British like races, especially if they 

can place a bet on its outcome. But not 
even anation of punters is going to be able 
to extract much suspense from the general 
election due on June 7th. If Tony Blair’s La- 
bour Party is not re-elected for a second 
term, and with another handsome major- 
ity, the nation’s psephologists will have to 
eat notjust their hats but the contents of an 
entire milliner’s shop. Parties have won 
from behind before, but none from as far 
behind as William Hague’s Conservative 
Party now lies in the polls. Since Labour’s 
1997 landslide, and except for one blip dur- 
ing last September's fuel crisis, the Tories 
have trailed well behind the government 
(see chart). A MORI poll in the Times on 
May 10th put Labour on 54%, the Tories on 
30% and the Liberal Democrats on 13%. 

A certain Labour victory does not mean 
that the campaign itself has to be dull. For 
different reasons, the leaders of all three 
main parties have an interest in injecting 
drama into it. Mr Hague has the strongest 
incentive: a feisty campaign may help him 
ward off a leadership challenge when the 
election is over. Charles Kennedy’s first 
general election as leader of the Liberal 


Democrats is a test of his ability to main- 
tain the separate identity of the third party 
now that Mr Blair has moved Labour 
sharply to the centre of British politics. Mr 
Blair himself needs to inject enough en- 
thusiasm into the campaign to prevent La- 
bour supporters from staying home on 
polling day. The last thing Mr Blair wants 
to convey in his campaign is the slightest 
sense of arrogance or complacency. 

Enter Mr Humble. The prime minister 
may have a stonking lead in the polls, but 
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he spent much of this week stressing that 
he does not take a single vote for granted. 
In a final cabinet meeting on May 7th, Mr 
Blair told his ministers to acknowledge 
that the government had not achieved all 
its aims in the first term and to set out its re- 
cord “with honesty and humility”. The 
next day, a shirt-sleeved prime minister 
announced the date of the election not 
from Number 10 but from St Saviour’s and 
St Olave’s, an inner-city girls’ school in 
London. Standing before the girls “with a 
sense of both humility and hope”, he said 
that Labour had built strong foundations 
but thatno government with ambitions as 
lofty as his could complete its programme 
in a single term. 

Mr Hague is campaigning as Mr Angry. 
On the day of Mr Blair’s stage-managed 
election announcement, the Conservative 
leader launched his campaign with some 
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> rambunctious soap-box oratory on a high 
street in Watford, north of London. He 
promised to return some of the taxpayers’ 
money the Labour government had “sto- 
len” in “stealth taxes”, to increase the num- 
ber of policemen and to hit crime hard. He 
reserved his main ire for Mr Blair's plan to 
take Britain deeper into the European Un- 
ion and to ditch the pound in favour of the 
euro. “Most of all,” said Mr Hague, “we are 
going to make sure that we still have the 
power to govern our own country, be- 
cause that is what is being taken away.” 
The Lib Dems’ Mr Kennedy is in danger 
of coming over as the election's Mr 
Snooty. With a record 47 seats to defend, 
the third party is eager to attract the tactical 
votes of Labour supporters in marginals 
where Labour cannot win. This gives Mr 
Kennedy a good reason to be harder on the 
rival opposition party than on the govern- 
ment itself. He is therefore “disappointed” 
in Labour, but heaps scorn on the Tories, 
especially for what he calls their scare- 
mongering on Europe and asylum-seekers. 
The Tories, Mr Kennedy declared this 
week, were a negative and destructive op- 
position, which preyed on people’s fears. 
His own party was a positive, constructive 
outfit that addressed people’s aspirations. 


Seriously, though 

Can Messrs Humble, Angry and Snooty 
inject the missing drama into this election? 
Not if voters conclude that they are ham- 
ming up their parts. In real life, the easygo- 
ing Mr Kennedy is not snooty; the equable 
Mr Hague is seldom angry; and the humil- 
ity of Mr Blair is not invariably the first at- 
tribute that people remark in the prime 
minister. Nor are the parties as far apart on 
policy as their electioneering pretends. 

Mr Blair said at St Saviour’s that the dif- 
ferences between the two main parties 
were “more stark than at any time since 
1983”. He exaggerates: 1983 was the elec- 
tion in which Michael Foot threw the La- 
bour Party into a suicidal battle against 
Margaret Thatcher's Tories by campaign- 
ing for high taxes, stronger state interven- 
tion in the economy, withdrawal from the 
Common Market and unilateral nuclear 
disarmament. This time, the sound and 
fury of electioneering cannot disguise the 
narrowing policy gap between the parties. 

According to Mr Hague, the Conserva- 
tives remain a tax-reducing party, commit- 
ted philosophically to a smaller state. But 
the philosophy has yet to show up in the 
numbers. The Conservative manifesto, 
published on May 1oth, contains some 
eye-catching tax-reduction promises, such 
as a cut of 6p per litre in fuel duty, to be im- 
plemented within a year of the election. 
However, the Conservative promise to 
spend £8 billion ($11.4 billion) less than La- 
bour by 2003 amounts to less than 1% of 
GDP. Besides, the Tories claim that they 
would match Labour’s spending promises 


on hospitals, schools and crime. 

Labour contrasts the Tories’ “irrespon- 
sible” tax cuts with its own bold plans for 
public “investment” (ie, spending). But its 
second-term “pledge card”, promising 
10,000 extra teachers, 20,000 extra nurses 
and 10,000 extra doctors, is notable 
mainly for its caution. Mr Blair has hinted 
strongly that he will once again rule out an 
increase in income taxes. 

The big policy difference between the 
parties is the euro. Mr Hague made this the 
main of thrust of a flaming final onslaught 
on Mr Blair in the last prime minister's 
questions before the dissolution of Parlia- 
ment. He said that the “central deception” 
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of the election was going to be Mr Blair's 
pretence that he would give voters a choice 
on joining the European single currency, 
whereas Labour's real intention was to 
“bounce” them into membership. 

The Conservatives’ promise to rule out 
British euro membership for the foresee- 
able future is one of their few policies that 
go down better than Labour's in the opin- 
ion polls. But, with a referendum promised 
before any decision on joining, there is no 
evidence that this is an election winner. 
Unless, that is, the election Mr Hague has 
in mind is the internal party contest that 
Mr Angry may have to fight if he is to keep 
his job after the general election. m 





Shopping 


The towns fight back 


READING 


Not long ago, it looked as though out-of-town shopping malls were killing town 


centres. That may be changing 


N UNREMARKABLE town just to the 

west of London, Reading once had lit- 

tle to boast of beyond its biscuit factories 

and the jail which long ago had accommo- 

dated Oscar Wilde. But these days it has a 

new source of municipal pride: the Oracle 
shopping centre. 

With its gleaming shop fronts, its multi- 
plex cinema and its public art, the Oracle 
has done more than bring a touch of Las 
Vegas to Reading. It has also attracted a 
stream of planners and retail designers, 
from as far afield as China, Japan and Aus- 
tralia, who have come to inspect the van- 
guard of the town centre’s fight back 
against American-style out-of-town shop- 
ping malls. 


Las Vegas-on-the-Kennet 


In the 1980s, the Conservative govern- 
ment loosened planning controls and 
American-style, out-of-town shopping 
malls, such as Meadowhall outside Shef- 
field, Bluewater outside London and the 
Metrocentre outside Newcastle, spread 
across the country. In the 1990s, planners 
and politicians worried that these malls 
were sucking the shopping, and thus the 
money and life, out of the towns and cities 
which they fed off. 

In an attempt to reverse this trend, the 
Tory government introduced in 1996 the 
rule of “sequential testing” into the plan- 
ning laws. Developers now have to prove 
that there is no suitable location inside a 
town or city before they can hope to get 
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> planning permission on a greenfield site. 
The change in the rules is designed notjust 
to revive town centres, but also to cut 
down on congestion and save what re- 
mains of the green belt. 

The out-of-town malls mostly offered 
no-frills cheap shopping. The towns are 
trying to provide something a little fancier. 
The Oracle boasts nice public art; and, un- 
like some shopping centres its managers 
could mention, it has a real river running 
through it (the Kennet) that has not been 
buried under the concrete, but has been 
turned into a feature of the new develop- 
ment. At the same time, Reading council 
has smartened up and pedestrianised the 
adjacent shopping streets. The result is a 
big improvement on the drab and dirty 
town centre of ten years ago. 

Opened in November 1999, the Oracle 
was the result of these changes in the rules 
and of a£250m ($405m) investment by the 
Abu Dhabi Investment Authority and Ha- 
merson UK Properties, a developer. It has 
700,000 square feet of shopping space, a 
ten-screen cinema, 23 bars and cafés, and 
2,300 car-parking spaces. Last year it at- 
tracted 22m visitors—about 12m more than 
the Dome got. It won the “Best Loo of the 
Year” award from the British Toilet Associ- 
ation in 2000 (fully deserved), and this 
year it has already scooped the rather 
more prestigious award for “Best New 
European Shopping Centre” from the In- 
ternational Council of Shopping Centres. 

Other towns are hoping to emulate 
Reading’s success. The rather less optimis- 
tic-sounding Touchwood centre will open 
in Solihull before the end of the year, the 
WestQuay centre has just opened in 
Southampton, and Birmingham’s new 
centre will open in the Bull Ring in 2002. 
More will follow. 

Simon Quin, Reading’s town-centre 
manager, holds out what has happened in 
his town as a beacon of what retail-led, in- 
ner-city redevelopment can achieve. Not 
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Branding 
Seeing purple 


Prosperity has turned Britain a strange new hue 


\ À [atull range of colours at its 

disposal for the first time, The 
Economist can now focus on a ubiqui- 
tous but unremarked feature of modern 
Britain: purple. 

Colour has become the most 
recognisable element of a logo or pro- 
duct. It infects all areas of corporate 
culture, from letterheads to umbrellas to 
shirts. For some companies, colour is 
brand: Orange sounded like a daft name 
for a mobile phone, but it worked. 

Red is for retail. It is a hot colour, used 
to agitate the eye and attract attention. 
(Think McDonalds.) Blue is cool, suggest- 
ing dependability and competence. It is 
thus the best colour for corporate life 
(think of all those businessmen who 
used to parade in endless shades of blue 
shirts). Orange is the sun rising, a sym- 
bol of optimism. 

But in the mid-1990s, branders were 
looking for something a bit different. The 
boom, and the companies associated 
with it, was a bit different to the ones 
that had gone before. Tie-wearing cor- 
porate conservatism had given way to 
self-consciously casual youthfulness. 

Fortunately, purple was at hand. Pur- 
ple was the colour of the pop culture of 
the 1960s and early 1970s, from Purple 
Haze to Deep Purple. It's “funky”, say the 
branders, with a little shiver of pleasure. 
Even better, it is associated with disgust- 
ingly ostentatious wealth. In Roman 


only is Reading drawing in shoppers from 
the surrounding area as never before, but 
many of them are staying to enjoy an 
equally booming night-time economy as 
well. On the “shopping hierarchy” list of 
Britain’s best retail centres compiled by 
“Management Horizons Europe”, a consul- 
tancy, Reading is now eighth. Six years 
ago, it was 30th. 

Towns and cities will not be able to pull 
in the high-tech and rr firms that every- 
body wants, say Mr Quin, if their centres 
are dismal and downbeat. The well-edu- 
cated young people who those sorts of 
companies want to employ want to go 
shopping and have fun. Reading is lucky. 
High-tech companies such as Veritas, 
Logica and, well, Oracle are already there. 
They moved to Reading because itis on the 
“m4 corridor”. But for the presence of such 
companies, the Oracle development 
would probably not have happened. 

Reading is as well-placed as anywhere 
to survive a downturn; but even so, it is 
bracing itself for job losses in the rT sector. 


times, it was the most expensive animal 
dye to produce. It was the colour of Cle- 
opatra’s barge, and Julius Caesar decreed 
that purple could be worn only by the 
emperor and his household. 

Rich and funky: the perfect colour for 
the new economy. High-tech businesses 
have taken up purple—such as Carphone 
Warehouse’s war phone brand, Mviva, 
which has juxtaposed it with a delicate 
lime green. So have up-market restau- 
rants, such as The Avenue in London’s St 
James's. Old companies who want to be 
hip—Bradford and Bingley building soci- 
ety, for instance—go purple. It crosses 
generations, too. Harry Potter is purple. 
And it’s not just for businesses, but for 
businessmen as well. In your next meet- 
ing, count the shirts in purple, mauve, 
lilac and aubergine. 

Purple has its uses, too, when politics 
is breaking new ground. Ken Living- 
stone, a renegade Labour man, used 
purple for his successful campaign to be 
London’s mayor. And the BBC's election 
website, scrupulously avoiding any pos- 
sibility of bias, is themed in purple. 

But if purple is the colour of the bull 
market, what is the colour of the bear 
market? Ian Elwood, director of Cobalt, a 
brand and innovation design group, ex- 
pects corporate culture in an economic 
downturn to revert to white, the colour 
of puritanism, conservatism and safety— 
the colour of Gordon Brown’s shirts. 


Other towns may find the Oracle’s success 
hard to replicate. Developments at Solihull 
and Southampton, which are not located 
in the middle of the high-tech boom, may 
struggle. 

And just as the old out-of-town malls 
impoverished the town centres, there is no 
guarantee that smart new inner-city devel- 
opments like the Oracle will not just drag 
trade away from other parts of the town. In 
Reading, the newly pedestrianised Broad 
Street is doing very well, but the neigh- 
bouring, unmodernised streets look even 
dowdier and more neglected than they did 
a decade ago. 

Will the new town-centre develop- 
ments win the struggle for the nation’s 
wallets against the out-of-town malls? 
Only a head-to-head fight between two 
such developments will determine that. 
Romford, in Essex, is being redeveloped to 
compete with Bluewater and Lakeside, 
two huge malls to the east of London. The 
battle between them will be the ox Corral 
of the nation of shopkeepers. @ 





Bagehot Lend me your ears 








As for your brains, you would do better to leave them behind at home 








N BRITAIN’S last general election, the supposedly momentous 
one of 1997, which returned Labour to power after 18 years in 
the wilderness, only about 70% of eligible voters bothered to 
turn out, the lowest percentage since the second world war. If 
there is one certainty (apart from its result) about the election 
due on June 7th, it is that, throughout the campaign, politicians 
will wring their hands, make pious utterances about the grow- 
ing cynicism of the electorate, and agonise aloud about whether 
a low turnout on voting day should be taken to signify some 
sort of crisis in democracy. They will preach through mega- 
“phones on abruptly emptying street corners, wondering why so 
few shoppers stop to listen. Perhaps politicians are talking about 
the wrong subjects? Perhaps voters have lost faith in the power 
of governments to change their lives? Does the problem arise 
from the atomisation of society; or from the re-alignment of po- 
litical parties; or from the de-alignment of social classes; or from 
some ineffable post-modern condition involving an exquisite in- 
teraction between all of the above? 

No doubt there are many answers. But while the campaign is 
still young and there is time for remedial action, Bagehot would 
like to propose his own modest theory. What turns some people 
off politics is the way politicians talk about it. Elections in par- 

ticular put something in the air which politicians inhale and 
makes even the most articulate of them spout gobbledegook. 

On the day the election was announced, William Hague, the 
Conservative leader, mounted a soap-box in Watford and pro- 
claimed his solemn intention to take his campaign to “the real 
people of the country”. He then added, as if to explain who the 
unreal people were, that he wanted to talk to people “who are 
interested in the price of petrol more than proportional repre- 
sention”. This was no big deal, just a bit of campaign 
knockabout. But it is worth parsing, nonetheless. 

Mr Hague would have you believe that a “real person” can- 
not be interested in both the price of petrol and in voting reform. 
But the odd thing here is that Mr Hague, of all people, cannot 
pretend to believe such a thing himself. At 16, the age when 
“real” teenagers were bunking off school to do whatever 
_ seemed wicked, Master Hague was imitating Winston Churchill 
from the platform of a Conservative Party conference. In fact, if 
-there is anyone in Britain who would sooner debate the finer 
































points of the alternative-vote system than moan about the pric 
of diesel, it happens to be this lifelong political obsessive. In 
other words, something in the electoral air made an intelligent 
man utter a nonsense against himself. 

Still, why single out Mr Hague? The calling of the election 
has had an instant coarsening effect on discourse across all the 
parties. A typical “debate” on television or radio this past week 
has consisted of the rivals condensing the maximum number c 
pre-prepared soundbites into the briefest possible space. 

It would be fatuous to moan about soundbites. They have 
added pith to political debates that were once vague and wind 
When used in real debate—remember Walter Mondale’s 
“Where's the beef?” demolition of Gary Hart in 1984—they can 
be both entertaining and lethal to an opponent. The Tories’ pos 
tion on the European Union could not be summarised more 
plainly than by their oft-repeated slogan, “in Europe not run by 
Europe”. But, please, only within limits. 

Such slogans are fine if they lead on to a discussion of the 
questions that they invariably beg. They are not fine when they 
are hooped end-to-end, as a substitute for argument instead of : 
prelude to it. When, as this week, Gordon Brown, the chancello 
of the exchequer, cranks out bits of boilerplate about “opportu- 
nity open to all, prosperity shared by all”, you sense that even 
his own ever-lively mind is glazing over internally with bore- 
dom. An election in which the “in Europe not run by Europe” 
party trades soundbites with the “no more return to Tory boom 
and-bust” party ends up by insulting the intelligence of voters 
and encouraging them to tune out. 


Enemies who are closer than they want to think 

Why do politicians do it? Not just to hammer home a message 
but because parties are risk averse. For the modern party, a poli 
tician who expresses his own opinion in his own words, insteac 
of those devised at headquarters by a vapid reaction unit, is an 
accident waiting to happen. But something more insidious may 
be at work as well. Politicians like slogans and soundbites be- 
cause these devices help them to caricature the positions of thei 
opponents. This is a special comfort to British political parties in 
the present election because neither wants to acknowledge how 
little ideology now stands between them. 

If you are a Labour Mp out on the stump, itis strangely moti- 
vating to believe your own party’s propaganda when it portrays 
the Conservatives as callous and possibly racist right-wing “ex- 
tremists”, rather than, as is closer to the truth, the party whose 
political clothes you have just successfully stolen. By the same 
token, if you are a Conservative mp who has just been relieved 
of said clothes, it helps to believe that the party politician who 
stole them is an impostor who will shortly re-emerge in his true 
socialist colours, rather than someone who has simply changed 
his mind (as a result, in fact, of your own fine example and per- 
suasiveness). But voters are liable simply to notice that the 
parties tell lies about one another. 

Most of the voters who abstain on June 7th will do so be- 
cause they do not care about politics. But others will be turned 
off by the way in which politicians comport themselves. Politics 
would not be fun if it became too pious. On the other hand, like 
matrimony, an election is not to be taken in hand unadvisedly, 
lightly, or wantonly, but reverently, discreetly, advisedly, so- 
berly, duly considering the causes for which elections were 
ordained. Week one has not been encouraging. @ 
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“Brilliant...that’s my one word 
summary. I'd readily add: 
Readable. Practical.” 
Tom Peters, 

Tom Peters Companies. 
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FEDERAL REPUBLIC OF NIGERIA 
NATIONAL COUNCIL ON PRIVATISATION 
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Invitation for Expressions of Interest to acquire a 51% equity stake in 
Nigerian Telecommunications Limited (NITEL) 
By 
Core Group/Strategic Investors 





. In line with the on-going Privatisation Programme, the Federal Government of Nigeria 


(FGNithe Federal Government} hereby invites prospective Core Group/Strategic: Investors 
(Strategic Investors) to express their interest in acquiring up to 51% equity stake in NITEL. 


. NITEL was incorporated as a limited liability company in December 1984. It is a product of 


the merger between the telecommunications arm of the defunct Posts and Telecommunications 
Department (P&T) of the Ministry of Communications, and the Nigerian External 
Communications Limited (NET). NITEL formally commenced operations in 1985, It is 
100% owned by FGN. As at December 2000, NITEL had an installed telephone network 
of 720,000 lines of which approximately 492,000 had been activated. 


, NITEL commenced cellular services in 1992. In 1996, the Federal Government created the 


Nigerian Mobile Telecommunications Limited (M-TEL) to provide cellular services, and 
transferred NITELS cellular operations to M-TEL, As at December 2000, M-TEL had 
approximately 30,000 subscribers using the analogue TACS technology, FGN has recently. 
merged M-TEL with NITEL, and M-TEL now operates as the cellular services directorate 


of NITEL. Following the recent. auction of Digital Mobile Licenses by the Nigerian ; 


Communications Commission (NCC), NITEL acquired a license for the sum of $285 million. 


Rollout is expected to commence in May 2001, and it is expected that NITEL will operate.” 


the license in conjunction with a recognised international operator. 


. FGN is now offering up to 51% of the combined company for sale to Strategic Investors, 
as well as management control of the company. In order to be pre-qualified in the shortlist: 
of candidates, interested Strategic Investors must be international telecommunications. 


operators with a record of successful performance in one or more telecommunications 
companies. 


< To pre-qualify, interested Strategic Investors must possess verifiable evidence of the following: | 
* Atleast | million telephone lines installed by one or more telecommunications companies ; 


that the Strategic Investors operate or control. 
* Successful track record in expanding a telecommunications network. 
e Sufficient financial resources to grow NITEL, and enhance shareholder value. 


. Short-listed Strategic Investors will be contacted with in 5-10 weeks from the closing date for 


expressions of interest. Short-listed candidates will be given a period of up to six weeks within 
which to carry out their due diligence on NITEL. Thereafter, they will be required to submit 
their indicative bids, and business plan, including the post acquisition investment programme. 
Upon receipt of the bids, the National Council on Privatisation (NCP) shall invite short 
listed candidates to a financial bidding stage following which the successful Strategic Investor 
will be announced. 


. Interested Strategic Investors should indicate their interest by providing the following: 


+. Full name of the company and the contact person, postal address, telephone and fax 
number and e-mail address; 


+ Ownership Structure 
- Name(s) of major shareholders and 
- Percentage shareholding 
© Audited financial statements for the last five years. 
© Technical and Operational Capabilities 
- Years of operation in the telecommunications industry 
- Total number of telephone subscribers 


Range of telecommunication services provided by companies operated/controlled 

by the Strategic Investors. 

- Number of countries of operation 

Key performance indicators of companies operated/controlied by the Strategic Investors 

in the various jurisdictions from which they operate including: i) number 

of direct exchange lines per employee; ii) waiting period for a direct exchange line; 

iii) call completion rate (outgoing and incoming) on both the international and national 

network; iy) faults per 100 lines per year; and v) faults cleared within 24 hours. 

* Minimum period for which a commitment will be made to remain in the Company, 
and to provide managerial and technical direction: 

© Payment of a non-refundable application fee of US$25,000. 


‘ 


. Enquiries should be directed to: 


Attention: 

Mr. Nasir Ahmad el-Rufai 
(Member/Secretary) 

National Council on Privatisation 
Secretariat: 

Bureau of Public Enterprises 

1, Osun Crescent, off Ibrahim Babangida Way 
Maitama, Abuja, Nigeria. 

‘Tel: 234-9-41 34660, 4134670, and 4134673 
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Shareholder activism 





Europe’s revolting shareholders 


FRANKFURT, PARIS AND ROME 


As more and more Europeans buy shares, companies are having to be more 
respectful of the little guy’s rights as an investor 


FUNNY thing happened in France on 

May 3rd: a Paris court blocked 
Schneider Electric’s proposed €7.9 billion 
($7.1 billion) takeover of Legrand, a rival 
maker of electrical equipment. The deci- 
sion was arare and astonishing victory for 
minority shareholders in Legrand, who 
had brought the suit arguing that the terms 


of the deal discriminated against the pref- 


erence shares they held. Indeed, Colette 
Neuville, who heads a French association 
of small shareholders and has cam- 
paigned on their behalf for years, for the 
most part fruitlessly, declared herself as 
shocked as she was delighted. 

The ruling appeared to give a powerful 
boost to better corporate governance in 
France. Schneider and Legrand might yet 
remake their deal entirely or offer im- 
proved terms. But the message to French 
companies is that they can no longer treat 
their investors, especially minority share- 
holders, with disdain. Rather, they must 
fairly weigh the interests of all their own- 
ers when considering mergers. 

It is a message that companies across 
continental Europe are increasingly hav- 
ing to listen to. Several trends are helping 
to raise the volume. Thanks in large part to 


privatisations, more and more individuals 
own some shares. In Germany, for exam- 
ple, 6.2m people owned equities in the sec- 
ond half of last year, up from 3.9m in 1997. 
Exposure to equity markets brings with it 
greater awareness of what companies are 
up to, and a greater propensity to com- 
plain. 

Consider Deutsche Telekom. The sale 
of its shares in 1996 was Germany’s big- 
gest stride towards popular capitalism. 
Punters also piled into second and third of- 
ferings. Now, though, the shares are worth 
only about €27 ($23.90), compared with a 
price of €66.50 for lastJune’s third tranche. 
Small wonder that investors were furious 
when Deutsche Telekom wrote off €1.5 bil- 
lion from its property portfolio in Febru- 
ary, implying that the assets had been 
overvalued. Two lawyers wrote a formal 
complaint and encouraged dozens of in- 
vestors to endorse it. Deutsche Telekom 
has defended its accounting, but a pros- 
ecutor is looking into the matter. 

Another sign is fraying nerves at Tele- 
com Italia, an incumbent telecoms giant 
that was acquired in a hostile bid by Oli- 
vetti in 1999. As companies are exposed to 
international markets, they attract atten- 
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tion from interventionist-minded foreign 
investors. Some of this attention is unwel- 
come. Roberto Colaninno, boss of Tele- 
com Italia, made clear at a shareholders’ 
meeting on May 3rd that he is furious with 
Liverpool Partners, a Bermuda-based 
hedge fund that is trying to block a pro- 
posed €10.8 billion plan to convert special 
savings shares into ordinary shares and 
buy some of them back. Liverpool Partners 
argues that the plan benefits Olivetti, Tele- 
com Italia’s biggest shareholder, more 
than anybody else. It has persuaded a 
group of similar funds to campaign for bet- 
ter terms. Mr Colaninno considers such in- 
terference utterly unwarranted. 

Some outside investors have gentler in- 
tentions. Hermes, a British fund manager, 
has €80 billion under management, of 
which €50 billion is invested in European 
equities. Athome, it has tried quietly using 
its muscle to encourage better perfor- 
mance among the companies in which it 
holds stakes. Peter Butler, who launched a 
successful “stakeholder” fund in Britain in 
1999, says the group is in the process of 
launching a continental European fund 
that will look for similar opportunities. 


Stripping out layers 

The spat at Telecom Italia points to a fur- 
ther trend: the growing pressure on com- 
panies to abandon complex ownership 
and share structures that make it difficult 
for outside shareholders to exercise their 
rights. One example is the Lazard financial 
empire. Last December, it was forced by 
outside pressure to restructure, removing 
one layer from an infamous “cascade” of 
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related firms through which controlling in- 
terests retained their power while tying up 
only limited capital. Telecom Italia itself is 
part of a cascade connected ultimately to 
Olivetti—a structure that includes Italy’s 
leading mobile-phone operator. 

These structures have long been com- 
mon in Europe, but are increasingly 
frowned upon. Salvatore Bragantini, head 
of Consob, Italy's stockmarket regulator, 
says it is up to the stock exchange to intro- 
duce tougher rules against them. Observ- 
ers say that there has been a steady 
improvement in Italian attitudes towards 
minority shareholders, but that there is 
still an old guard who cannot understand 
what the fuss is about. 

That explains why not all efforts to 
boost shareholder rights are successful. 
This week Roche, a big Swiss drug maker, 
announced that it had seen off the atten- 
tions of Martin Ebner, an investor who 
buys shares to shake up underperforming 
companies. He owned 20% of Roche's vot- 
ing shares, but had failed to win a seat on 
its board thanks to the continuing influ- 
ence of family shareholders, who control 
the company despite owning a mere 10% 
of its shares. Mr Ebner has sold his stake in 
Roche for $2.8 billion to Novartis, a Swiss 
rival, triggering talk of a possible merger 
between the Basle-based duo. 

The recent volatility in Europe's equity 
markets might act as a further spur to- 
wards shareholder activism. In Germany, 
many first-time investors were enthusias- 
tic participants in the Neuer Markt, Eu- 
rope’s mini-Nasdaq. But many of the 
companies launched on the fledgling mar- 
ket have since bombed, generating anger 
and suspicion. Klaus Schneider, chairman 
of an association for small shareholders 
known as SdK, says that investors were 
misled by managers, and let down by in- 
vestment bankers and analysts. This sum- 
mer, a court is expected to start hearing a 
case brought by SdK against Metabox, one 
of the Neuer Markt’s worst failures. SdK’s 
lawyers are also trying to launch cases 
against Deutsche Telekom and EM.TV, a 
Neuer Markt media company. 

Redress will be hard to win, however. 
In Germany, as elsewhere, it is an offence 
for managers to give misleading informa- 
tion. But it is difficult to prove that they did 
so knowingly. Nor do shareholders always 
find it easy to obtain even basic facts. Mr 
Schneider says that his members go to 
about 900 shareholders’ meetings a year. 
Usually their questions are answered—if 
not always precisely. Around 15 times a 
year, though, the SdK has to go to court to 
wring answers out of reluctant boards. 
That contrasts sharply with Legrand share- 
holders’ recent moment of joy in France. It 
is also a reminder that progress towards 
better behaviour by Europe's companies is 
likely to consist of the occasional small 
step rather than giant leaps forward. = 
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Turbulence 


PARIS 
A $40 billion merger is in trouble with 
Europe’s antitrust authorities 


ACK WELCH must be getting used to 

putting on a brave face. Certainly, said 

GE's boss on May 8th, the company had 
underestimated the difficulty it would face 
winning regulatory clearance in Europe 
for its $40 billion takeover of Honeywell, 
the biggest industrial merger ever. He still 
hoped, however, that GE could persuade 
the European Commission to give the go- 
ahead. Earlier that day, GE's lawyers had 


Multinationals and lobbyists 
Firm resolutions 
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received copies of a 155-page statement 
objections to the deal from the comm 
sion’s “merger taskforce”. The deal that 
supposed to crown Mr Welch's glitteri 
career is in danger. 

Perhaps the great man should ha 
seen this coming. He has three times nm 
Mario Monti, Europe’s competition co: 
missioner, and each time he has receiv 
bad news. In February, for example, | 
learned that Mr Monti had authorised 
full investigation into the merger. By co 
trast, clearance in America came easily. C 
May 2nd, American regulators approv: 
the deal with only minor restrictions. 

In issuing such a strong list of obje 
tions, Europe’s antitrust officials ha 
parted company with their Americi 
counterparts. For example, the Europe: 
Commission argues that GE has a don 


Lobbyists are increasingly using firms’ annual meetings to gain publicity 


Tee week, three leading green groups 
and some minor celebrities, includ- 
ing Bianca Jagger, launched a campaign 
to persuade drivers to shun Exxon Mobil 
until the oil company changes its scepti- 
cal stance on global warming and 
invests more in renewable energy 
sources. Such consumer boycotts are a 
popular weapon in the battle between 
pressure groups and multinationals. But 
they are not the only one: increasingly, 
NGosare also using shareholder resolu- 
tions to try to change company policy. 
Shareholder activism is not new. But 
the issues being put to the vote are mov- 
ing beyond traditional corporate 
governance towards questions of social, 
environmental and ethical behaviour. 
Friends of the Earth (Foe), for example, 
is sponsoring a resolution requiring Ex- 
xon Mobil to move away from fossil 
fuels towards clean energy, at the com- 
pany’s annual meeting on May 3oth. 
Exxon Mobil’s board has already ad- 
vised shareholders to reject this 
proposal, which is unlikely to win much 
support. But as Simon McRea, invest- 
ment campaigner for FOE, points out, 
such broad-ranging resolutions are not 
put forward with a view to the 
shareholder vote. Rather, they are about 
winning publicity and alerting execu- 
tives and fund managers to the cause. 
Many funds already keep a close 
watch on how firms deal with a variety 
of controversies, from genetically modi- 
fied foods to third-world labour 
standards. This growing interest stems, 
in part, from changes in legislation in 
countries such as Britain, where new 





Bianca is not amused 


rules require pension funds to disclose 
how they deal with such issues. Individ- 
ual investors are also starting to question 
fund managers. Such shareholders may 
not blink at the prospect of virgin Alas- 
kan wilderness opening up for oil 
exploration, but they care if this poses a 
risk to a company’s share price. 

Rob Lake, head of socially responsi- 
ble investment strategy at Henderson 
Global Investors, agrees that such resolu- 
tions help to concentrate investors’ 
minds. With so many companies to con- 
sider, Henderson might have taken 
longer to examine plans by Balfour 
Beatty, a British engineering firm, to 
build the Ilisu Dam in Turkey, had FOE 
not put forward a resolution at last 
week’s annual meeting for the company 
to adopt guidelines from the World 
Commission on Dams. In the end, Hen- 
derson went against the resolution, 
along with most voting shareholders. 
For most moneymen, steady dialogue 
with firms, rather than shareholder mili- 
tancy, still seems the best way forward. 
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Companies 
May 1998 Deutsche Telekom/BetaResearch 
May 1998 Bertelsmann/Kirch/Premiere 
Sept 1999 Airtours/First Choice 
Mar 2000 Volvo/Scania 
June 2000 MCI WorldCom/Sprint 
Jan 2001 SCA Molnlycke/Metsa Tissue 
Source: European Commission 


> nant market position in the aircraft-engine 
industry, a view not shared in America, 
and bases its case on this observation. In- 
deed, so important is this plank that it 
takes up 97 pages of the statement. 

This is a contentious finding. By most 
accounts the aircraft-engine market is 
highly competitive, with Rolls-Royce and 
Pratt & Whitney offering stiff rivalry when- 
ever bids are sought by airframe makers. 
To justify its position, the commission has 
relied on projections that suggest GE's 
dominance might one day persuade a big 
rival to withdraw. This would reduce com- 
petition. But itis entirely theoretical. 

From it stems the second main plank of 
the commission’s objections. By buying 
Honeywell, GE adds a strong capability in 
avionics to its already formidable engine- 
building platform. The danger for compe- 
tition is that GE might, in future, offer cus- 
tomers a “mixed bundle” of engine and 
avionics at a lower price than the items 
would fetch if they were sold separately. 
Engine-only competitors would be disad- 
vantaged, eventually to the point of with- 
drawal. But this, too, is a theoretical 
argument. Moreover, say observers, there 
is nothing in the EU’s current merger rules 
to provide a test for when bundling, if it 
happened, might harm competition. 

GE's problem is that it now has only 
some three weeks to change the commis- 
sion’s mind, Its strategy will probably be to 
challenge the analysis used to justify the 
finding that it is dominant in engines. If it 
were to succeed in undermining this, the 
commission’s argument about bundling 
would become much weaker and could 
more easily be answered by promises to 
avoid such behaviour. If Ge fails to con- 
vince, however, it would then have to offer 
big compromises. And these might under- 
mine the overall logic of the deal. 

With so little time in hand, Mr Welch 
will have to consider options that were 
previously unthinkable. One, touched on 
by the commission, concerns GE Capital, a 
formidable operator in aircraft leasing. It 
has 1,100 aircraft on its books and always 
specifies GE engines when it orders new 
ones. Time for it to broaden its list of sup- 
pliers? That, at least, would reduce fears 
that in future it will add Honeywell avion- 
ics to its shopping preferences. 8 
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The Philippine 


An aicGholfuelied 
fight 


MANILA 
The long struggle for control of the big 
Asian brewer has taken a new turn 


O BEER and coconuts mix? In the Phil- 

ippines, they go together like business 
and politics. In fact, both combinations are 
driving a 15-year battle for control of San 
Miguel, the brewer of an eponymous beer 
and one of the Philippines’ best-known 
companies. The three-month-old govern- 
ment of Gloria Macapagal Arroyo lost the 
latest round on May 3rd, when it failed to 
wrest control of San Miguel’s board from 
Eduardo “Danding” (Cojuangco, the 
group’s boss. While Mrs Arroyo's fight 
against political rivals has captured the 
spotlight, her assault on San Miguel serves 
notice that she will grapple with compa- 
nies that she deems to have been tainted 
by her political predecessors. 

Mr Cojuangco’s biggest breaks in life 
have stemmed from his links with two 
presidents: Ferdinand Marcos and Joseph 
Estrada. In the 1960s, during Mr Co- 
juangco’s second run for congress (he lost 
his first, in typical Filipino fashion, to his 
cousin), he supported Marcos’s presiden- 
tial campaign. As their alliance blos- 
somed, Marcos rewarded him with small 
favours, such as dominance over the coun- 
try’s coconut industry. In the early 1980s, 
the “coconut king” chose to diversify, and 
bought control of San Miguel. 

After Marcos fled in1986—taking his old 
pal with him-the government claimed 
that Mr Cojuangco had bought San Miguel 


¥ POS RES ie ¢ wet aed see 
Ca eet 


Business 6 


illicitly, using money from his United Co- 
conut Planters Bank and a special fund for 
coconut farmers that he was supposed to 
be administering. The government seized 
a 47% stake in San Miguel, which it split 
into two roughly equal blocks. 

Twelve years after Marcos fled, how- 
ever, Mr Cojuangco got a second chance. 
When Mr Estrada, another close friend, 
was elected president in 1998, he put Mr 
Cojuangco back in charge of San Miguel. 
Mr Cojuangco responded by whipping his 
old company into shape. He has reinvigo- 
rated San Miguel’s best asset, a domestic 
distribution system that reaches all round 
a disjointed archipelago. He is also buying 
Pure Foods, which sells mainly packaged 
meat, from the Philippines’ Ayala Group, 
and he has bought back a stake in the local 
Coca-Cola bottling franchise, all in the 
hope of funnelling more goodies through 
his distribution network. Mr Cojuangco 
has been trying to push the flagship brand, 
San Miguel beer, into neighbouring mar- 
kets such as China. 

Now Mr Estrada has been toppled by 
the same sort of “people power” protests 
that brought down Marcos. This time, 
however, Mr Cojuangco has chosen to 
fight rather than flee. He has two things go- 
ing for him. On January 2oth, the day Mr 
Estrada left office, the deadline lapsed for 
nominating board members who repre- 
sent the disputed government-owned 
shares. That allowed Mr Cojuangco to win 
re-election as chairman late last week, 
after Mrs Arroyo failed to replace Mr Es- 
trada’s board appointees. 

More important, Mr Cojuangco has 
helped his chances by running the busi- 
ness well. Some analysts in Manila argue 
that he has merely improved a pitiful com- 
pany by getting a few basics right, and con- 
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San Miguel 


They'll drink it, whoever owns it 
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clude that a more professional manager is 
now needed to take San Miguel forward. 
Nevertheless, by boosting profits and do- 
ing deals, he has raised doubts about 
whether the government should keep 
challenging him. After all, he is not the 
most troublesome of the Estrada cronies 
that Mrs Arroyo will have to confront. A 
more difficult opponent will be Lucio Tan, 
the man behind a weak bank, Philippine 
National Bank, and an even worse airline, 
Philippine Airlines—and the protagonist in 
a hefty tax dispute. 

In these and other cases, the govern- 
ment will face a trade-off. Should it try to 
wrest control away from difficult business- 
men, and invest time and energy in search- 
ing for past offences? Or should it settle for 
reducing the executives’ clout by merely 
scrapping sweetheart deals? m 


Publishing 
Journal wars 


Big publishers are tightening their grip 
on the lucrative science-journal market 


HEN American antitrust officials 

gave the go-ahead on May 7th to 
Reed Elsevier, an Anglo-Dutch publishing 
giant, to buy Harcourt General, an Ameri- 
can publisher, for $4.5 billion, the relief at 
Reed was as palpable as the dismay 
among scientists. The approval of the ac- 
quisition, announced last year, tightens 
Reed’s grip on the science-journal market 
ata time when publishers of such journals 
face not only fierce denunciation by aca- 
demics, but serious efforts to undermine 
their business. 

Worth some $10 billion, the market is 
hugely profitable: margins in the scientific 
and medical business at Reed Elsevier are 
around 35%, compared with an average of 
20% for all of its publishing interests. If a 
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A crunch in the cockpit 


Asairline profits fall, pilots’ pay is rising 


P ASSENGERS beware: pilots are angry. 
On May 9th German travellers faced a 
second strike in a week at Lufthansa, 
after pilots walked out of pay talks yet 
again. Meanwhile, Americans are braced 
for another awful summer as pay negoti- 
ations start at the country’s largest 
carrier, American Airlines. These could 
be rough: AA’s management remains 
hardline, even though its pilots have 
seen colleagues at other airlines, starting 
with United last autumn, winning 
bumper rises of around 45%. The United 
dispute, in which pilots opted for a “sick- 
out” rather than an outright strike, dis- 
rupted holiday travel across America. 

The effects are still being felt. Pilots at 
Comair, a regional subsidiary of Delta 
Air Lines, who have been on strike since 
late March, are about to vote on a pay of- 
fer. Their colleagues at the parent 
company will vote in June on a deal of- 
fering rises of 23-39% over four years, 
which would push a senior captain’s sal- 
ary over $300,000. Lufthansa’s pilots are 
looking for similar rises, of 30-35% over 
four years, but the management's latest 
offer was only 18%. A strike could cost 
Lufthansa upwards of €25m ($22.5m) a 
day, so pressure to settle is high. Few air- 
lines could survive being grounded for 
more than six weeks. 

Big pay rises for pilots encourage oth- 
ers to aim high. This week, Northwest 


company owns the must-read title in, say, 
vibrational spectroscopy, it has a nice little 
captive market. When combined with 
Harcourt, Reed Elsevier will control some 
20% of the science-journal market, and 
add a further 500 journals to its 1,200- 
strong stable. 

But science publishers are still fretting, 
especially about the risk that the Internet 
might do them out of a job. Most journals 
rely on academics contributing their pa- 
pers free. The publishers then sell them on 
to university libraries, pocketing a tidy pro- 
fit on the way. Since scientists need to pub- 
lish in recognised journals in order to 
make their names and apply for tenured 


jobs, this arrangement works just fine—as 


long as both sides co-operate. 

Recently, however, scientists have 
been grumbling, for several reasons. They 
say that the publishers are too mean to 


open the online versions of their journals 
and their archives to non-subscribers, de- 
nying scientists an even wider audience. 
They complain about the time it takes for a 
scientist to see his latest thoughts in print. 


agreed to give its mechanics an immedi 
ate 24% rise, with more to come. Labour 
already accounts for 36% of an average 
airline’s operating expenses. Airlines 
fear being squeezed just as profits fall 
after several healthy years. The seven 
largest American airlines lost a com- 
bined $701m in the first quarter of this 
year, compared with profits of $128m a 
year ago. Only Southwest and Continer 
tal stayed in profit and, as it happens, 
free of labour troubles. Lufthansa’s first- 
quarter profit collapsed to €5m, from 
€99m last year. 

Underpinning all this is a worldwide 
pilot shortage, in an industry growing b: 
5% a year. On the supply side, the main 
problem is shrinking air forces. Amer- 
ica’s military used to provide up to 80% 
of trainee civil pilots; it now accounts fo 
half. Boeing forecasts that the number o 
airliners in service will double to aroun: 
32,000 over the next 20 years, and that 
severe pilot shortages will occur by 
2005. EasyJet, a fast-growing low-fare 
carrier based in Britain, is scouring the 
world for pilots, offering sign-on fees of 
£30,000 ($43,000). America is consider- 
ing raising the retirement age for pilots 
from 60 to 63, following similar moves 
in Europe. As bleak as this sounds, 
though, a shortage of pilots could be ex- 
actly what the airline industry needs to 
cure its other headache: congestion. 


And they also grouse that the publishe 
have raised prices too steeply. 

According to the Washington-base 
Association of Research Libraries, the ave 
age cost of an annual subscription to ana 
ademic journal shot up by 207% betwee 
1986 and 1999. In response, the number ¢ 
journals bought by libraries dropped b 
6% over that period. It now costs a remar] 
able $17,444 a year to subscribe to Brain R 
search, a Reed Elsevier title. 

Can the scientists translate their di: 
content into a commercial threat? Plainh 
if they were to refuse en masse to subm 
their papers to the journals, the busines 
would collapse. Indeed, a petition is nov 
circulating from a group calling itself th 
Public Library of Science, urging scientist 
to boycott any publisher that will notrelir 
quish the rights to published bio-medic: 
papers after six months. Other campaigr 
ers go further, urging academics to “libe: 
ate” their research from the gatekeepin 
publishers by posting papers online fron 
the start. 

There are also some attempts to com 
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scientists, along with the American Chem- 
ical Society, launched a journal called Or- 
ganic Letters, designed to rival Tetrahedron 
Letters, a chemistry title owned by Reed El- 
sevier. The new journal attracted more 
than 500 manuscripts in its first 100 days. 
A subscription costs $2,438, compared 
with $9,036 for the Reed title. The periodi- 
cal is now seen as a credible competitor. 

For now, the publishers’ trump card is 
that their ownership of a prestigious title 
gives them vast powers of validation. Any 
aspiring scientist can put a research paper 
on his website. But few within the disci- 
pline will pay it any attention unless it has 
undergone the vetting and peer review of 
a respected journal. 

The publishers say they are ready to 
discuss a compromise. “If we can find a 
model where we recoup our costs, then 
maybe we can make the archive available 
to the general public,” concedes Derk 
Haank, head of Reed Elsevier's scientific, 
medical and technical division. The firm’s 
takeover of Harcourt has yet to clear Brit- 
ain’s competition authority. But now that 
Reed Elsevier has been allowed to consoli- 
date its control in America, the grip of the 
publishers looks firmer than ever. m 





Software 
An open and shut 
case 


Whatis behind Microsoft’s attack on 
open-source software? 


EWARE of open-source software, those 

nefarious free computer programs 
written online by groups of volunteers. 
The licence that comes with most of this 
code could turn a company’s intellectual 
property into a public good. More impor- 
tant, it undermines the livelihood of com- 
mercial-software developers, putting a 
brake on innovation. This, in a nutshell, 
was the message that Craig Mundie, Mi- 
crosoft’s chief software strategist, tried to 
convey on May 3rd in a headline-making 
speech at New York University. 

Open-source disciples were quick to 
dismiss Mr Mundie’s speech as just an- 
other example of Microsoft's trademark 
strategy: spreading fear, uncertainty and 
doubt to undermine rivals. To Mr Mundie, 
research and development seem to be dri- 
ven mainly by intellectual-property rights, 
commented Linus Torvalds, the creator of 
Linux, a popular free operating system, 
“which is entirely ignoring the fact that 
pretty much all of modern science and 
technology is founded on very similar 
ideals to open source.” 


Mr Mundie’s message played cleverly 
to the prejudices that are still held by many 
corporate technology officers. Most open- 
source software is “viral”—the licence that 
comes with Linux, for instance, says all 
changes made to the program must be 
made freely available. But this does not 
mean that a company using Linuxis forced 
to give away any application it writes for 
the operating system or, worse, its busi- 
ness processes. And while it is true that 
open-source software competes with com- 
mercial programs, open-source and simi- 
lar online groups have been at least as 
innovative as software firms—creating, for 
example, most of the technology underly- 
ing the Internet. 

Yet Mr Mundie’s speech and the reac- 
tion of the open-sourcers have some 
value, because the exchange has 
sharpened the debate within the software 
industry over the relative merits of two ri- 
val approaches. One way to write soft- 
ware, the proprietary approach, is best 
epitomised by Microsoft. The firm hires 
the most driven programmers, pays them a 
lotin share options, works them hard—and 
then sells the product in a form that cus- 
tomers can use, but not change (because it 
comes without the “source code”, the set 
of computer instructions underlying a pro- 
gram). The other approach is open source. 
Motivated by fame not fortune, volunteers 
collectively work on the source code for a 
program, which is freely available. Most of 
these projects are overseen by a “benevo- 
lent dictator”, such as Mr Torvalds. 

Although no panacea, open-source 
software has several advantages over pro- 
prietary programs, besides being free. 
Most important, it tends to be more robust 
and secure, because the source code can be 
scrutinised by anyone, which makes it 
more likely that programming errors and 





security holes will be found. In contrast, 
hardly a week passes without headlines 
about a new security hole in a Microsoft 
program. The day before Mr Mundie’s 
speech, it was reported that a potentially 
serious security flaw had been found in 
one of Windows 2000's server programs. 

Open source is not so much the ideo- 
logical cause of anti-Microsoft hackers as a 
profound effect of the Internet, which 
means thatitis here to stay. The emergence 
of free, open-source alternatives to costly 
proprietary software will undoubtedly 
hurt Microsoft-hence Mr Mundie’s 
speech. In a further swipe at open source, 
Microsoft this week launched a new range 
of server software that, it claimed, offers 
“superior value” to Linux, by providing 
“clarity of intellectual ownership” and 
“predictability of the development pro- 
cess”. In other words, says Microsoft, pro- 
prietary software is best because there is 
no doubt which company owns and main- 
tains it—and, of course, charges for it. 

At the same time, Microsoft is also de- 
ploying another of its favoured strategies, 
called “embrace and extend”. It now 
grants its largest customers access to the 
source code of Windows 2000, on condi- 
tion that they do not modify the program 
or reuse the code. Microsoft thus wants to 
harness whatit considers to be the benefits 
of open source, such as improved debug- 
ging. Mr Mundie said this “balanced” ap- 
proach would maintain “the intellectual 
property needed to support a strong soft- 
ware business”. 

To advocates of the open-source ap- 
proach, this looks very much like one-way 
sharing. Customers can look at the source 
code of Windows, tell Microsoft about 
bugs and suggest improvements, thus sav- 
ing the firm a lot of money—but they still 
have to pay for the next version. = 






The satellite industry 


Wounded birds 


The satellite industry’s future once stood on three promising legs: mobile voice, 
broadband Internet and digital television. Soon only one of these may be left 


HAT could Rupert Murdoch be 

thinking? Or, for that matter, Micro- 
soft? Satellites, as everybody knows, are a 
financial black hole that has claimed Irid- 
ium, 1co and Globalstar, along with tens 
of billions of dollars of investors’ money, 
over the past two years. Yet Mr Murdoch 
and Microsoft are teaming up to make a 
multibillion-dollar bid for a controlling 
stake in Hughes's Directv, a digital satel- 
lite broadcaster. Is it possible that the skies 
are again safe for big metal birds? 

Only certain kinds. Tv broadcasting is 
still a profitable business and digital 
broadcasting potentially even more so. Mr 
Murdoch's _ satellite-broadcasting suc- 
cesses in Asia and Europe have driven him 
to realise his world ambitions with an 
American presence; his talks with Hughes 
are the culmination of a long courtship. 
But there is more to the satellite industry 
than Tv broadcasting, or even the rela- 
tively simple “sky-bridge” role that voice 
and data satellites have played across 
oceans and in remote regions. The Mur- 
doch/Microsoft bid is notable not so much 
for creating an innovative new model as 
for avoiding the failed ones that have af- 
flicted the industry in recent years. 

In the 1990s, satellites captured the 
imagination of companies and investors 
alike. The rise of digital technology created 
insatiable demand for data and also the 
means to deliver the stuff in a new way 
from space. However, one problem with 
the most common, “geostationary” type of 
satellite aloft today is that, to serve an area 
all the time, it must be parked far enough 
from the earth that it can match the rota- 
tion of the planet exactly and stay over a 
fixed point on the ground. Although this is 
simple, it carries two disadvantages: sig- 
nals take half a second to reach the satellite 
and return; and, because the satellite is so 
far away, they are weak by the time they 
hit earth. This is not serious for Tv broad- 
casts. But for two-way applications, such 
as voice and data, it can cause trouble. 

Smarter satellites, made possible by ad- 
vances in computing, can solve such pro- 
blems by flying in low-orbit constellations 
of dozens or even hundreds of units, pass- 
ing data to one another at high speed. Such 
low-earth-orbit (LEO) satellites have stron- 
ger signals, and can thus send more data to 
each user. They can work with weaker sig- 
nals from ground transmitters, including 
handheld devices. And they avoid most of 
the round-trip delay of higher satellites, 


making them a better choice for voice and 
video-conferencing. 

The first application of the LEO model 
was mobile telephony, in the form of Irid- 
ium, Globalstar and 1co, The next was to 
be a broadband “Internet-in-the-sky”, epi- 
tomised by Teledesic, a project launched 
by Craig McCaw, a wireless pioneer, and 
partly funded by Bill Gates. The failure of 
the mobile-phone satellites is legendary: 
aside from their huge costs and complex- 
ity, they underestimated the speed at 
which terrestrial competition, in the form 
of wireless networks, would take off. By 
the time Iridium came to market, most of 
the customers it was hoping for were well 
served by ordinary mobile phones. Its col- 
lapse endangered Globalstar and ico. 

This highlights a big problem with sat- 
ellites: the long wait between design and 
profitability. Manufacturers must “lock 
down” the technology at least three years 
before launch; but many satellites do not 
make money until 10-12 years after they go 
into orbit. So satellite firms must make a 
bet on a market as much as 15 years in the 
future. For new services with untested de- 
mand, the risk that the market will shift 
dramatically between design and orbit—or 
never emerge at all—is huge. 

The tale of mobile telephony may re- 
peat itself for broadband data. Since the 
early 1990s, when Teledesic was con- 
ceived, the market has shifted. The stock- 





Not a dishy business 


market boom poured billions of dollars 
into laying new fibre-optic cables at a far 
faster rate than Teledesic had expected. Its 
main market, small and medium-sized 
businesses or those in remote locations, is 
now largely being served by terrestrial te- 
lecoms firms. It is hard to compete with fi- 
bre: a single strand can carry more data 
than all existing data satellites combined, 
according to Telegeography, a telecoms 
consultancy based in Washington, Dc. 
The main appeal of LEO constella- 
tions—shorter delays—now appears to be 
less important for Internet applications 
than had been expected. Compared with 
the delays that users experience every day 
with the Internet, a half-second wait to 
download a page is no big deal. Only a few 
niche applications, such as voice tele- 
phony over the Internet or games, are seri- 
ously affected by the delays of normal 
satellites—witness the number of Internet 
service providers in the developing world 
that happily use geostationary satellites to 
connect to networks in America or Europe. 
The LEO approach means “spending a lot 
for some relatively marginal benefit,” says 
William Kidd, a satellite analyst with CE 
Unterberg Towbin, an investment bank. 
By the time Teledesic was ready to con- 
sider spending money to build its satel- 
lites, the capital markets had been struck 
by the double blow of Iridium and the 
Nasdaq crash. All this leaves Teledesic’s fu- 
ture up in the air. The firm says it is evaluat- 
ing its options, and it has for now put off a 
planned merger with 1co, a data-and- 
voice system that Mr McCaw rescued from 
bankruptcy. In the meantime, its projected 
launch date has been pushed back to 2005. 
All is not lost, however. For one thing, 
Teledesic has the great advantage of being 
able to rethink its future before building its 
fleet. It may be slashing its staff, but it does 
not have to face the prospect of sending 
brand-new satellites into a fiery re-entry, 
as Iridium did. Between Teledesic and 
1cO, Mr McCaw is also sitting on vast 
amounts of valuable spectrum; among his 
ideas to make use of it is a network of ter- 
restrial base stations that repeat satellite 
signals, reaching users in places such sig- 
nals cannot go, such as inside buildings. 
The best prospect for satellites that 
transmit Internet data may be variations 
of what is already in orbit. A number of 
geostationary satellites will be launched 
over the next few years, using a spectrum 
band that allows more data than now. Be- 
cause the geostationary approach allows 
satellites to be launched one at a time, as 
demand warrants (LEOs all need to be in 
place before the constellation works prop- 
erly), these projects are more likely to sur- 
vive the capital markets’ scepticism. But 
they are a modest bet compared with the 
grand ambitions of Teledesic. Talk of a 
broadband Internet in the sky is now as 
rare as an Iridium handset. m 


12 MESSER LE PELE LEER TER a NEP 


Face value Poacher or gamekeeper? 


Harvey Pitt, a Washington lawyer, is to be the new head of the Securities and Exchange Commission 





An months of fruitless searching, 
the White House has at last found a 
candidate to run the Securities and Ex- 
change Commission (sec), the main 
regulator of America’s financial markets. 
Harvey Pitt, whose nomination is ex- 
pected to be announced any day now, is 
a Washington, pc, lawyer who built his 
career by getting the most powerful Wall 
Street firms and individuals out of some 
nasty scrapes—and most notably, out of 
distressing investigations by the sec. Will 
he continue to help his erstwhile clients 
once he takes up his new job? Or will his 
be a classic tale of poacher turned game- 
keeper? 

There are precedents for dramatic con- 
versions at the sEc. Its first head, in 1934, 
was Joseph Kennedy, father of President 
John and Senators Bobby and Ted, who 
made the family’s fortune as a bootlegger 
during prohibition and as a manipulator 
of share prices during the bubble and 
crash of the 1920s. Kennedy was selected 
by President Franklin Roosevelt because, 
it was said, nobody knew better how to 
rig the market. He proved enough of a 


success that he was later sent as ambassa- 


dor to London, where he was a failure. 

Eight years ago, when the outgoing 
SEC chairman, Arthur Levitt, took the job, 
it was widely argued that his background 
as head of a stockbroking firm and then 
the American Stock Exchange would 
make him Wall Street’s puppet. Instead, 
he thrived by using his knowledge of the 
financial markets to crack down on some 
of the most egregious abuses, making 
himself decidedly unpopular with the in- 
vestment bankers. They now hope that 
the only thing Mr Pitt and Mr Levitt have 
in common is that they both grew up in 
the same neighbourhood, Crown Heights 
in Brooklyn. 

Unlike Joseph Kennedy, Mr Pitt is no 
market manipulator—though he did rep- 
resent one of the most notorious 
practitioners of that ancient craft in the 


1980s, Ivan Boesky. Mr Pitt succeeded 
then in shifting the focus of a far-reaching 
probe into insider trading away from his 
client and on to Michael Milken, the 
founding father of the junk-bond market. 
Mr Boesky served time, but only about as 
much as Mr Milken, and much less than 
had been expected before Mr Pitt worked 
his magic. 

For years, Mr Pitt was the lead counsel 
for Wall Street’s trade group, the Securi- 
ties Industry Association, in its largely 
successful attempts to delay the onset of 
competition from commercial banks on 
equal terms. In mid-1999, he successfully 
defended the New York Stock Exchange 
before the sec in a scandal concerning 
the conduct of floor traders. His clients 
have included all the big accounting 
firms, not least in their recent battle 
against the sEc’s attempts to restrict their 
sales of services such as consulting along- 
side auditing, which Mr Levitt saw asa 
possible threat to the independence of 
audits. The accounting firms are cock-a- 
hoop at Mr Pitt’s appointment: they hope 
that the unsatisfactory compromise 
reached with Mr Levitt will now come 
undone—to their benefit, if not to that of 
investors. 

Investment bankers are also hoping 
that Mr Pitt will backtrack from another 
of Mr Levitt’s legacies: Regulation Fp (fair 
disclosure). This was intended to end the 
old methods of disclosure of corporate in- 
formation that had turned the business of 
securities analysis into little more than 
getting an early whisper from a com- 
pany’s management about the next 
quarter's profits—helping insiders at the 
expense of individual investors. Since it 
took effect earlier this year, Wall Street 
has been complaining endlessly about 
the cost of compliance with Regulation 
FD and claiming that it has resulted in a 
less well-informed market. Mr Pitt has 
criticised the regulation publicly (though 
only when he was paid to do so). Will the 
public-sector Mr Pitt bear any resem- 
blance to his private-sector forebear? 


Pitt the wiser 

There are some reasons to hope not. Mr 
Pitt may have ended up representing so 
many of the sec'’s wealthiest opponents 
simply because he knows his way round 
securities law better than anybody else. A 
list of his published articles on serious- 
minded financial issues runs to several 
pages. “He is the first or second call for 


any weighty securities matter,” says Mé 
tin Lipton, a New York lawyer who, as 
often as not, would be a good bet to re- 
ceive the other call. Even Mr Levitt, who 
said to be nervous that Mr Pitt might 
wreak havoc on his works, agrees that 
“Harvey's experience and background 
qualify him for the job as much as any- 
one in the country.” 

And Mr Pitt clearly has considerable 
affection for the sec, where he worked i 
1971-78, spending his last three years as 
general counsel. Last year, he was one o 
around a dozen founding members of tl 
SEC Historical Committee, a group in- 
cluding several ex-heads of the 
commission and powerful lawyers. 
While defending his clients before the 
SEC, he has been noticed sporting speciz 
cufflinks that could be purchased only b 
senior staff of the regulator—although 
some observers reckon that the choice o 
attire might have had tactical intent. Tha 
he is willing to take a big pay cut also su; 
gests that he puts a high value on doing i 
job for the public that several other cand 
dates turned down. 

Having served his private paymaster: 
by fighting the sec, perhaps Mr Pitt will 
now give the millions of small investors 
who pay his salary through their taxes 
their due: a more effective sec. Under M 
Levitt, the regulator regained its reputa- 
tion as friend of the small investor. 
Ironically enough, this benefited Wall 
Street, for all its hostility to Mr Levitt’s ev 
ery move, by increasing public 
confidence in the markets. Mr Pitt would 
do well to use his brilliance to build on 
the legacy he inherits, and resist any 
temptation to give too much to his old 
poaching pals at the banks and stockbrolh 
ing houses. m 
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Finance 


Unburdening 






and economics 


Europe’s telecoms giants are wrestling with debt and poor ratings, to the joy of 


financial traders 


HE mad rush to bid for third-genera- 

tion (3G) mobile-phone licences in Eu- 
rope—$125 billion for the licences, with the 
same again needed to build the networks— 
has left telecoms companies with a stun- 
ning amount of debt: over $200 billion for 
the six biggest licence-holders alone. They 
are trying to cut that debt pile by every pos- 
sible means, for the threat that falling share 
prices, rising financing costs and down- 
graded credit might push some to the 
brink is all too real. 

For traders in credit exposure, on the 
other hand—those who deal in telecoms 
bonds, loans and credit derivatives—these 
are glory days. There has been plenty of 
volatility in these instruments, which trad- 
ers love. The fun will last for months, if not 
years, as the telecoms giants reinvent 
themselves or die. 

At the telecoms companies, penny- 
pinching is in, extravagance out. Take one 
of the firms least exposed to 3G, Telecom 
Italia (r1). It has a mere €19 billion ($17 bil- 
lion) of debt, and wants to cut that to €13.5 
billion by the end of 2003. It plans to be the 
first European operator to sell some future 
revenue from fixed-line subscribers as 
public bonds, in the form of asset-backed 
securities. These are not a new invention— 
since the mid-1980s, banks have repack- 


aged and sold as securities anything from 
car loans to music royalties. Securitising 
phone calls in a complex piece of financial 
wizardry might, in the case of TI, save 
€20m over five years. 

Two years ago, such a sum would have 
been insulting as a success fee for a chief 
executive or investment banker after a tele- 
coms acquisition. So why bother? Because 
these companies are desperate to raise 
their credit ratings from the disgrace of tri- 
ple-s, roughly where most languish now. 
If a rating falls any lower, bonds are con- 
sidered to be below investment grade, and 
so will be shunned by some of the world’s 


l Wake-up call 
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biggest investment institutions. 

Britain’s BT, with £30 billion ($43 bil- 
lion) of debts, has become another desper- 
ate case. In the past few weeks it has 
unloaded foreign assets, like so much bal- 
last, in an attempt to show shareholders, 
bondholders and other creditors that it is 
notin free fall. On May 10th BT announced 
a rights issue of £5.9 billion, at a deep dis- 
count. It also confirmed that it was selling 
more assets and axeing its dividend. 

In March France Telecom, with nearly 
€70 billion in debts, launched a huge bond 
issue which helped to take €10 billion of 
loans off the books of its banks and refi- 
nance €6 billion of maturing bonds. This 
did not reduce its debt, but it sent a mes- 
sage that the bingeing was over and the re- 
trenchment had begun. In the credit 
markets for bonds, loans and credit deriva- 
tives, spreads that had been wide began to 
narrow (see chart). 

France Telecom now plans to reduce its 
debt by €20 billion-30 billion by 2003, 
bringing its burden back to the levels be- 









> fore it bought Orange from Vodafone last 
year. It will sell €15 billion-20 billion of 
“non-strategic” assets (did it acquire them 
with no strategy in mind?). It plans to buy 
back and sell in the market the shares that 


Vodafone took in part-payment for 
Orange, now worth perhaps €2.5 billion-5 
billion. Like T1, it also plans to securitise fu- 
ture receivables from its fixed-line sub- 
scribers. 

Deutsche Telekom, with almost €50 
billion of debts, says it will cut its burden 
this year by close to €30 billion. Ithas done 
little so far. It has been forced by market 
turbulence to delay the flotation of its mo- 
bile arm, T-Mobil. It also has around €15 
billion of property to unload. In the mean- 
time, it has won approval to take over 
VoiceStream, an American wireless ser- 
vice provider, in exchange for shares and 
$5 billion in cash. 

Two other incumbent telecoms compa- 
nies, KPN of the Netherlands and Sonera 
of Finland, are in greater trouble, because 
their debt is higher relative to their cash- 
flow, and they have less of a pan-European 
reach. KPN has had difficulty refinancing 
its debt, as its credit rating has slid. On May 
3rd Sonera was downgraded two notches 
by Moody’s, a rating agency. Both compa- 
nies have assets to sell: on May 9th Sonera 
sold a chunk of its holding in VoiceStream. 
There is speculation that KPN may be bro- 
ken up. It all promises plenty of work for 
investment banks, unbundling the behe- 
moths they helped build. 

Itis still unlikely that any of the big tele- 
coms companies will actually go bank- 
rupt. All the same, the market that tradesin 
the probability of their failure is flourish- 
ing. Credit-default swaps—where protec- 
tion against loss through default is sold by 
banks to investors, or vice versa—are the 
keenest indicator of these companies’ 
credit standings in the market. Bonds and 
loan prices are complicated by other fac- 
tors, such as liquidity, currency risk and in- 
terest-rate risk. Credit-default swaps can be 
bought as protection against the default of 
abond or loan, or they can be sold to create 
some income in exchange for guarantee- 
ing a credit exposure. 

Because telecoms debts are so vast, and 
perceptions of risk so volatile, there is 
lively interest from traders, brokers, an- 
alysts and investors. This week America’s 
WorldCom launched the country’s big- 
gest-ever corporate-bond issue, worth 
$11.9 billion. All this is far more fun than 
government bonds. Loans can be repack- 
aged, rated and sold. Holdings of one com- 
pany’s bonds can be switched for those of 
another, as credit ratings change. And 
when debt turns dull, there is always equ- 
ity. These companies are forever seeking 
the right mix in their ratio of debt to equ- 
ity—now trying to please shareholders, 
now creditors. It certainly keeps volatility 
junkies happy. m 


The International Monetary Fund 


Strains at the top 


WASHINGTON, DC 


In losing its number two, the IMF is starting to look careless 


P ITY Horst Köhler, managing director of 
the International Monetary Fund: his 
senior staff seem to be deserting him. On 
May 8th Stanley Fischer, the Fund’s highly 
regarded number two, announced that he 
was leaving as soon as a replacement 
could be found. After playing a key role in 
every emerging-market financial crisis, 
from Mexico in 1994 to the recent messes in 
Argentina and Turkey, Mr Fischer has an 
enviable reputation for economic rigour 
and political deftness, both inside and out- 
side the 1mF. His departure will leave a 
huge hole. 

Nor is he the only loss. On March 7th 
Michael Mussa, long-time head of the re- 
search department and another intellec- 
tual powerhouse, announced that he was 
leaving. Rumours are rife that Jack Boor- 
man, head of the policy review depart- 
ment and perhaps the third most powerful 
man in the Fund, is also about to quit. 

For a hierarchical institution run by a 
small number of top people, these are big 
losses, and they come at a tricky time. 
George Bush's administration has taken a 
noticeably more hands-off attitude to- 
wards the mr than did the Clinton Trea- 
sury. With several emerging markets in 
trouble, the Fund needs all its experienced 
hands. Coming barely a year after the ar- 
rival of Mr Köhler, the losses of such senior 
people smack of troubles at the top. 

In public, nobody will admit anything 
of the sort. Mr Fischer talks of its being a 
moment for “other challenges”. He has 





Stan Fischer, the man for a crisis 


done the job for seven years; it is time to 
move on. Personal considerations have 
played a role with the others. Yet privately, 
insiders admit that the departures have 
much to do with the Fund’s new boss. 

Mr Fischer’s relationship with Mr Kéh- 
ler was tricky, for Mr Fischer had tempo- 
rarily run the Fund before Mr Kohler’s 
arrival and, at the behest of many poor 
countries, himself stood for the top job. 
His failure to get it owed much to political 
horse-trading: the job traditionally goes to 
a European, and Mr Fischer is a naturalised 
American. On merit alone, Mr Fischer was 
widely judged to be a better candidate 
than Mr Köhler, a point not lost on the 
boss. Still, their personal relationship was 
not acrimonious. The problem was Mr 
Kohler’s style. 

Mr Köhler came to the mmF from the 
European Bank for Reconstruction and De- 
velopment (EBRD) with a reputation for 
being difficult to work with: he frequently 
yelled at and hectored staff. That style, it 
appears, has continued at the Fund and is 
viewed askance by senior staff who pride 
themselves on being collegial. (Mr Köhler 
suffered some of the same consequences 
at the EBRD. Nick Stern, now the World 
Bank's chief economist, resigned as the 
EBRD’s chief economist one year after Mr 
K6hler’s arrival.) 

It is proving hard to recruit a top aca- 
demic to succeed Mr Mussa. Olivier Blan- 
chard, a respected economist from MIT, 
was tipped for the job. He has now de- 
cided he is not interested: since Messrs 
Blanchard and Fischer are close friends 
and former colleagues, Mr Fischer's res- 
ignation was almost certainly a reason. 
The mood at the Fund this week was 
gloomy. Economists across the organisa- 
tion bemoan the loss of its intellectual 
leadership and fret that they may get sec- 
ond-raters instead. 

In looking for replacements, Mr Kohler 
is said to favour Tim Geitner, formerly an 
undersecretary in the Clinton Treasury, for 
either Mr Boorman’s or, now, Mr Fischer’s 
job. But the Bush Treasury department, 
which has a veto on the number two job, 
may disagree. Although Mr Geitner has 
worked for Republicans as a career civil 
servant, he may be tainted by his close 
association with the Clinton mob. What- 
ever, to dispel the impression that his man- 
agement is in trouble, Mr Köhler needs to 
make sure that good people are found 
fast—and that they stay. m 
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Human and social capital 


What money 
can’t buy 


How education and friends enrich 


ONEY’S not everything, but can it 

buy you happiness? Governments 
of the rich countries that belong to the 
OECD in Paris worry about the links be- 
tween economic growth and well-being. 
People may be richer, but does economic 
progress damage the ties that hold soci- 
eties together? And are those ties essential 
to the acquisition of skills and attitudes 
that help an economy to flourish? 

Such questions are fashionable with 
policymakers these days. In a report* pub- 
lished on May 10th, the OECD offers a few 
answers. The concept of human capi- 
tal—of an individual's skills and knowl- 
edge-is familiar enough. But social 
capital—the networks and shared values 
that encourage social co-operation—is 
woollier and far harder to measure. It is 
also not obvious that “capital” is the right 
word for anything so nebulous. 

However, the report argues that the 
two ideas may be closely linked-to each 
other and to well-being. Better education 
goes with better health: more educated 
people smoke less, take more exercise and 
are less likely to be overweight. (One find- 
ing suggests that people take 17 minutes 
more exercise a week for each extra year of 
schooling.) Education also seems to go 
with greater happiness, although social 
ties and good health are even more impor- 
tant. These, too, are connected: old people 
without friends or relatives appear to have 
a higher risk of developing dementia or 
Alzheimer’s disease. 

The report finds no evidence that 
greater prosperity has depleted “social 
capital reserves”. Indeed, while some ar- 
gue that social and civic involvement has 
declined in America, it appears to be stable 
or rising in most OECD countries, perhaps 
because higher education goes with more 
volunteering and social participation. 

Plenty of unresolved points remain, es- 
pecially about the direction of causality. 
Do healthy people have more friends, for 
instance, or do friends keep you healthy? A 
bigger issue, on which the report offers 
some tentative thoughts, is what govern- 
ments can do. They have lots of ways to 
boost human capital, through education 
and training. But would a minister for so- 
cial capital make life easier for families, 
volunteers and old folk—and how? He 
would need to be a good networker. m 


Perret 


* “The Well-Being of Nations: The Role of Human and 
Social Capital” 


Asian currencies 
Helping 
themselves 


Pacts in Asia are mainly for show 


INANCE officials around East Asia can 

boast at last that they are putting some 
flesh on the skeletal framework of regional 
financial co-operation. At this week’s an- 
nual meetings of the Asian Development 
Bank in Honolulu, Japan announced three 
separate currency “swap arrangements”, 
with South Korea, Malaysia and Thailand. 
These are to form part of a web of such 
agreements, intended to strengthen the re- 
gion’s defences against another onslaught 
on its currencies like that of 1997-98. At 
best, they are makeshift barricades; at 
worst, they may do more harm than good. 

The announcement is certainly timely. 
A weak yen and sagging regional exports 
are reminiscent of the economic climate 
during the run-up to Asia’s financial crisis. 
Across the region, currencies have been 
falling (see chart), with the lone exception 
of Malaysia’s ringgit. It has been fixed 
against the dollar since September 1998, 
part of the country’s heterodox approach 
to the crisis, which also involved spurning 
the help of the International Monetary 
Fund and imposing controls on capital 
that were lifted completely only this 
month. Foreign-exchange reserves have 
been shrinking of late, sparking specula- 
tion abouta possible devaluation. The Ma- 
laysian authorities fiercely reject that idea. 

The 1997-98 crisis tested, and found 
wanting, earlier “swaps” arrangements in 
Asia that were put in place after the Mexi- 
can peso debacle of 1994-95. Thailand 
called on such a facility when its currency, 
the baht, came under pressure in 1997. Far 
from intimidating speculators, the use of 
the swaps actually encouraged them. It 
was, rightly, taken as a sign of desperation. 

Since then, governments and central 
banks in the region have been trying to 
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come up with better ideas. Their talking- 
shops include the meetings of the ten- 
country Association of South-East Asian 
Nations (ASEAN) and the “ASEAN plus 
three” group (which adds China, Japan 
and South Korea to the list). Still, progress 
has been elusive. At one extreme, govern- 
ments such as Malaysia’s have hoped to 
turn criticism of the 1mr’s performance 
during the crisis in Thailand, Indonesia 
and South Korea into the foundations of a 
new Asian Monetary Fund that would 
dish money out with fewer pesky condi- 
tions. But other governments in the re- * 
gion—and the IMF itself—resisted, and 
little progress has been made beyond in- 
troducing a rudimentary system of mutual 
economic “surveillance”, which is to be 
stepped up as part of the new swap deals. 

The compromise at last year’s ADB 
meeting, known as the “Chiang Mai Initia- 
tive” after the Thai town where it was held, 
has two aspects. A long-standing “ASEAN 
swap arrangement” is to be expanded to 
link all ten current ASEAN members, up 
from the previous five, and increased to $1 
billion. Second is a planned network of bi- 
lateral swap agreements between individ- 
ual ASEAN members and the “plus three” 
countries, with their huge reserves. 

Earlier arrangements were designed 
merely to provide liquidity against collat- 
eral such as American Treasury bonds. The 
new bilateral deals are meant to swap 
hard-currency reserves for local curren- 
cies, for renewable six-month periods. 
They involve a real credit risk, if not a huge 
one. The amounts will vary, but Japan’s 
agreement with Thailand, for example, 
runs to $3 billion; that with Malaysia is 
worth $1 billion. These are not sums that 
will terrify the currency markets. 

They are large enough, though, to put 
the conditions that apply to disbursement 
under scrutiny. Just one-tenth of the swap 
funds will be available automatically. The 
rest will be subject to imF conditions. That 
provides some comfort for lenders, but it 
leaves open the danger that swap funds 
will not be available until too late, and that 
embarrassing wrangles will undermine 
market confidence. 

Other changes in the past four years 
will thus be more important to regional fi- 
nancial health. Most of the countries that 
suffered then are now far less dependent 
on short-term loans from foreign banks. 
None, Malaysia aside, fixes its currency to 
a rigid but brittle peg. All have had large 
devaluations. The currencies are now less 
at risk from greedy speculators than from 
worries at home and abroad that not 
enough has been done to reform banking 
systems and corporate sectors. The swap 
arrangements provide a degree of psycho- 
logical comfort, and a symbol of the re- 
gion’s willingness to co-operate. The best 
hope for these defences is that they should 
never actually be tested. m 


The Bank of Japan 


Say please 


TOKYO 
The central bank’s governor will go, but 
not quite yet 


WE he or won't he? Newspaper arti- 
cles, obscure remarks from Japan's 
new finance minister and studied silence 
from the Bank of Japan (Boj) are fanning 
gossip that the central bank’s governor, 
Masaru Hayami, is about to resign. This is 
not the first time that such rumours have 
gone round: Mr Hayami’s stubborn inde- 
pendence has made him enemies in gov- 
ernment. This time, however, there is 
substance to the gossip. 

Officially, Mr Hayami’s term runs until 
March 2003. But, BOJ sources point out, he 
is 76 and feeling the strains of office, espe- 
cially after bruising encounters with the 
ruling Liberal Democratic Party over 
monetary policy. More awkwardly, Mr 
Hayami and his eight-strong policy board 
parted company this spring, when most 
board members swung towards printing 
more money as a solution to Japan's defla- 
tion. Mr Hayami disagreed. The result is 
the unsatisfactory policy that the Boy runs 
today. This formally meets demands thatit 
should print money. But the amount that 
the Boj pledges to print is so modest that 
policy has, in effect, changed little. 

Mr Hayami knows that he has lost that 
battle. What worries him now is the choice 
of his successor. Although the central bank 
won its independence in 1998, ithas no say 
in the appointment of its governor—nor of 
any other policy-board member, come to 
that. These decisions rest with the cabinet, 
subject to approval by parliament. 

One organisation that would dearly 
love a say is the finance ministry, whose 
sway over the BOJ ended abruptly with 
the latter's independence. Now, manda- 
rins at the ministry want to claw some of 
this influence back, by installing their man 
as governor. Three names, all old boys 
from the ministry, are said to be in the 
frame: Toyoo Gyohten, president of the In- 
stitute for International Monetary Affairs, 
a Bank of Tokyo-Mitsubishi think-tank; Sa- 
daaki Hirasawa, president of the Bank of 
Yokohama; and, rather less seriously, Ei- 
suke Sakakibara, once known as “Mr Yen”. 

It is this succession nightmare which 
Mr Hayami now seems to want to head 
off. Mr Hayami’s choice as his successor is 
Toshihiko Fukui, a heavyweight econo- 
mist and deputy governor of the Boy until 
he resigned to atone for scandals in 1998. If 


Correction: In our survey of global equity markets (May 
5th) we mistakenly referred to the president of the 
Tokyo Stock Exchange as Matsuo Tsichida. His name is 
Masaaki Tsuchida. 





They want me to go? 


Mr Fukui were to replace him, Mr Hayami 
is suggesting obliquely, he would be 
happy to resign early. 

Alas, it all seems too oblique for Masa- 
juro Shiokawa, Japan’s new finance minis- 
ter, who happily admits his ignorance of 
things financial. Asked by reporters about 
Mr Hayami’s plans, the affable Mr Shio- 
kawa seemed puzzled by the fuss. Mr 
Hayami may have to hang on a little lon- 
ger, until the message gets through. m 


American trade policy 


The new 
cosmopolitan 


A worldly spin from George Bush 


Ls month the hemisphere, this month 
the world. George Bush says he is sick 
of America “failing to make the case for 
trade” worldwide. Yet much of the blame 
is his. In the field of trade, the first part of 
Mr Bush's presidency has been notable for 
the flaunting of a planned Free Trade 
Agreement of the Americas (FTAA) above 
all else. It may not now be easy to push re- 
gional issues into the wings to make way 
for his new, world-girdling perspective. 
This week, in a speech underscoring his 
attempts to get Congress to grant him “fast- 
track” authority to negotiate trade deals 
(so-called trade promotion authority, or 
TPA), Mr Bush called for America to lead 
the push to liberalise world trade. He be- 
moaned the fact that “free-trade agree- 
ments are being negotiated all over the 
world, and we're not a party to them”. Yet 
in most cases, this stands to reason. Attend- 
ing to the peccadillos of American trade di- 
plomacy is not a priority for Singapore 
when it negotiates a trade deal with New 
Zealand—America has to waitits turn. And 
when the European Union signs a bilateral 





pact with Mexico, the whole idea is to 
leave America out. 

So what is the president on about? It 
seems that America has been falling be- 
hind in the “competition of liberalisation” 
that Robert Zoellick, the president's trade 
representative, hoped to encourage by pur- 
suing free trade on bilateral, regional and 
global levels, all at the same time. Cer- 
tainly, Mr Bush wants to be seen to be pur- 
suing more bilateral trade deals. He would 
like to complete pacts with Chile and Sin- 
gapore, and talks optimistically about a 
controversial deal with Jordan. Yet he fails 
to mention the bilateral agreement with 
Vietnam, negotiated under Mr Clinton. 
The deal is ready to be signed into law, but 
Mr Bush plans to tie its ratification to ap- 
proval of TPA, in an omnibus trade bill. In 
this case, free trading takes second place to 
horse-trading. 

Mr Bush says he misses the leading role 
that America used to play in pushing 
broad trade liberalisation through the 
World Trade Organisation—a role that 
Mike Moore, the wTo’s director-general, 
calls “absolutely vital to the success of the 
organisation and the global trading sys- 
tem.” At least the Clinton administration 
tried, even if its attempt to launch a new 
round of world trade talks in Seattle in 
late-1999 was clumsy, and ended in failure. 

Yet it was Mr Bush who, in his first 100 
days, passed up America’s chivvying role, 
as he concentrated on the FTAA to the ex- 
clusion of all else. Now he is short of time 
to straighten out the global side of his 
agenda. The wTo’s members will decide 
by July whether they are ready to begin a 
new round in November. 

Mr Bush will also have some juggling to 
do if he is to meet his goals for the Ameri- 
cas. On May 8th American, Canadian and 
Mexican officials met in Washington, DC, 
to discuss the future of the North Ameri- 
can Free-Trade Agreement. At the top of 
the agenda was NAFTA’s chapter 11, which 
allows foreign companies to sue when 
their subsidiaries apparently get second- 
class treatment behind domestic firms. 

Many politicians and lobby groups 
think that chapter 11 goes too far. A Cana- 
dian firm is trying to use it to strike downa 
Californian regulation phasing out harm- 
ful fuel additives. Last week an American 
firm whose plans to build a toxic waste 
dump had been blocked used chapter 11 to 
win damages from Mexico. Canada’s trade 
minister, Pierre Pettigrew, wants to see 
matters clarified, to stop decisions by 
courts and NAFTA tribunals that he says 
do not respect the intentions of the draf- 
ters. Also on the agenda is America’s dis- 
pute with Canada over softwood lumber, 
and the status of Mexican workers in 
America. Other countries in the hemi- 
sphere, and beyond, will look to progress 
on NAFTA as a yardstick of what they can 
expect under the FTAA andin the wTO. @ 
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Economics focus On the move 


Economic analysis sheds light on the history of migration and on its future 








D URING successive waves of global- 
isation in the three centuries leading 
up to the first world war, migration of la- 
bour was consistently one of the biggest 
drivers of economic change. Since 1945 
the world has experienced a new era of 
accelerating globalisation, and the inter- 
-national movement of labour is proving 
once again to be of the greatest economic 
and social significance. That is so despite, 
this time, the efforts of rich-country gov- 
ernments to constrain migration, and 
despite some fundamental changes in its 
economic nature. As a new study* by 
Barry Chiswick of the University of Illi- 
nois at Chicago and Timothy Hatton of 
the University of Essex makes plain, it is 
“economic factors that have been upper- 

- most throughout the history of migration. 

For many years after the discovery of 
America, the flow of free migrants from 
Europe was steady but quite small: trans- 
port costs were high, conditions harsh 
and the perils of migration great. In 1650 
Ja free migrant’s passage to North America 
cost nearly half a year's wages for a farm 
labourer in southern England. Indentured 
servitude developed as a way around 
this. Nonetheless, outright slavery pre- 
dominated until the slave trade was 
stopped in the first half of the 19th cen- 
tury. By around 1800, North America and 
the Caribbean islands had received some 
8m immigrants. Of these, about 7m were 
African slaves. 

The first era of mass voluntary migra- 
‘tion was between 1850 and 1913. Over 1m 
people a year were.drawn to the new 
world by the turn of the 2oth century. 

Growing prosperity, falling transport 
‘costs relative to wages and lower risk all 
pushed in the same direction. 

Between 1914 and 1945, war, global de- 
i- pression and government policy served 
sharply to curb migration. During some 
years in the 1930s, people returning to Eu- 
-Tope from the United States, even though 

_ comparatively few, actually outnum- 
bered immigrants going the other way—a 
rare case for America of net emigration. 
After the second world war the eco- 

. nomics of migration reasserted itself. The 
cost of travel fell steeply. But now the pat- 
tern changed. Before long Europe 
declined as a source of immigration and 
grew as a destination. Emigration from 








































* “International Migration and the Integration of Labour 
Markets”. Forthcoming in an NBER conference volume, 
“Globalisation in Historical Perspective”. 


developing countries expanded rapidly: 
incomes there rose enough to make emi- 
gration feasible, but not enough to make 
it pointless. Many governments began 
trying to control immigration. Numbers, 
legal and illegal, surged nonetheless, as 
economics had its way. 


Winners and losers 

Migration, it is safe to assume, is in the in- 
terests of (voluntary) migrants: they 
would not move otherwise. The evidence 
suggests that it is also very much in the 
overall interests of the receiving coun- 
tries. But, as Mr Chiswick and Mr Hatton 
point out, there are losers in those coun- 
tries. The increase in the supply of labour 
presses down on the wages of competing 
workers, at least in the first instance. 
(Later, as the stock of capital grows in re- 
sponse, that effect may be partially 
reversed.) 

The economic conditions now seem 
propitious for an enormous further ex- 
pansion of migration. On the face of it, 
this will be much like that of a century 
ago. As before, the main expansionary 
pressures are rising incomes in the rich 
countries and rising incomes in the poor 
ones. (This second point is often ne- 
glected: as poor countries get a little less 
poor, emigration tends to increase, be- 
cause people acquire the means to move.) 
The study emphasises, however, two cru- 
cial differences between then and now. 

One is that, in the first decade of the 
2oth century, the receiving countries 
needed lots of unskilled workers in in- 
dustry and farming. In the first decade of 
the 21st century, in contrast, opportunities 
for unskilled workers are dwindling. In 
the United States, wages of unskilled 
workers are falling, in absolute as well as 
relative terms. The fall is enough to hurt 
the workers concerned, but not to deter 
new immigrants. Several studies suggest 
that immigration has made a perceptible 
contribution to this decline. 

And the other big difference between 
now and a century ago? It is that the af- 
fected rich-country workers are in a 
stronger position to complain, and get 
something done. The most likely result is 
that a trend that is already well estab- 
lished (either as explicit policy or 
customary practice) will continue: coun- 
tries will try to restrict the immigration of 
unskilled workers, giving preference to 
workers with skills. 

This does help, in one way, quite apart 





from narrowing the rich countries’ skills 
deficit: it eases the downward pressure on 
wages at the bottom. However, the idea 
has drawbacks too. It turns away many of 
the poorest would-be migrants, which is 
hard to justify in humanitarian terms. 
Also, it pushes others from this group into 
illegal immigration, which exposes them 
to dangers, makes assimilation more diffi- 
cult and may even cause a stronger 
downward pull on the wages of some re- 
ceiving-country low-skilled workers than 
would legal entry of the same migrants. 

On top of all this is the skills drain 
from the sending countries. Already some 
of the world’s poorest nations lose almost 
all the doctors they train to jobs in Europe 
or North America. Remittances offset 
some of that loss, but notall. | 

Today’s migration, much more than 
the migration of old, poses some insol- 
uble dilemmas. Regard for individual 
liberty—usually the best compass—argues 
for a more liberal immigration regime in `- 
the rich countries, and for unskilled mi- 
grants as well as skilled ones. With or 
without such a regime, more migrants are 
coming. And in either case, the question 
of compensation for the losers, in rich 
countries and poor countries alike, will 
demand some attention. @ 








+0,45 


p A 
» PA 


=i i 


+4,78 pi 


+6,62 Iy 





Y| VERBAND DEUTSCHER HYPOTHEKENBANKEN 
ASSOCIATION OF GERMAN MORTGAGE BANKS 


THE PFANDBRIEF: PROGRESS REPORT 


New developments and initiatives 


Enhancing the solidity 


of Europe's benchmark 
asset class 


Fouowing five years of sharp expansion and growth since 
the birth of the Jumbo Pfandbrief market in May 1995, it is 
probable that one of the main themes for the sector in 2001 
will be increased attention on fortifying its credibility among 
international investors. 


This will have very important and positive implications for a 
market that has already changed beyond recognition since 
the launch of the inaugural Jumbo Pfandbrief bond in May 
1995. Then, the minimum size for a Jumbo Pfandbrief issue 
was set at DM 500 million. Today, the minimum is € 500 mil- 
lion, although the majority of issuers in the market have been 
aiming to launch much larger benchmarks than this, princi- 
pally to ensure that they qualify for inclusion on the Euro- 
CreditMTS electronic trading platform. With € 3 billion the 
minimum size for bonds tradeable on this new platform, 
issuers in the Pfandbrief market have been concentrating 
either on launching benchmark transactions of this size, or — 
more frequently — adding to existing issues, with around 50% 
of primary market volume in 2000 accounted for by taps to 
existing issues. The result has been that by the end of March, 
total outstanding volume in the Jumbo Pfandbrief market had 
reached € 386 billion, with the average size of individual issues 
advancing to € 1.3 billion, although a number of the largest 
Jumbos were worth €5 billion. 


Of this total, more than € 80 billion were eligible for trading 
on the EuroCreditMTS platform. According to research pub- 
lished recently by ABN 
AMRO, among some of 
the more regular issuers 
in the Pfandbrief market, 
between 34% and 44% of 400 
bonds are now traded on 350 


Volume outstanding: 
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the electronic platform. 
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“The main reason for that 
trend,” notes the ABN $ og 
AMRO analysis, “is the . 200 
expectation of electron- z 150 
ically traded bonds out- 100 
performing others, result- 50 


ing in lower funding 
costs. So far, these bonds 
trade around 0.5 -1 bp 
below ordinary Jumbos.” 





Growth of the Jumbo Pfandbrief Market 








This cannot be seen as a real split of the market, and it is 
clear that the system has provided support to the whole 
Pfandbrief market. It is not just the size of the Jumbo Pfand- 
brief market that has developed at great speed since 1995, 
making this segment alone Europe’s fourth-largest bond mar- 
ket. The last six years have also seen an impressive inter- 
nationalization of a product which prior to 1995 was targeted 
chiefly at domestic buy and hold investors. Before the incep- 
tion of the Jumbo market, not more than 10% or 15% of Pfand- 
briefe had been distributed internationally. The undisputed 
liquidity of the product, coupled with a yield pick-up over 
German government bonds of currently 50 bp to 60 bp in the 
10-year maturity, has led to some issues achieving an inter- 
national placement of up to 80%. On average, according to the 
ABN AMRO update, the ratio of Jumbo Pfandbriefe held by 
non-resident investors is in the neighborhood of 30% to 35%. 


Moreover, liquidity has been enhanced by growth in recent 
years of the repo market for Pfandbriefe, which is now sup- 
ported by a growing number of non-German banks. Allied 
with their support for the repo market, banks from outside 
Germany have also been instrumental in fostering increased 
global understanding of the Pfandbrief market through the 
regular distribution of extensive research on the market. 


New agreement on interest rate risk 


In spite of this very healthy expansion in the international 
appeal of the Pfandbrief, issuers recognize that in an increas- 
ingly competitive environment — marked, for example, by the 
development of covered bond markets in France, Spain, Luxem- 
bourg and elsewhere — more can be done to enhance the global 
popularity of the instrument. While the question of liquidity 
has been more than satisfactorily addressed, the focus of the 
international press and investor community turned last year 
more and more to the topic of the interest rate risk assumed 
by German mortgage banks issuing in the Public Pfandbrief 
market. This question had become especially relevant for 
banks roadshowing their new issues to a global audience. 


In order to address the concerns voiced by some investors 
and rating agencies about the interest rate exposure of Ger- 
many’s mortgage banks, a so-called “gentlemen’s agreement” — 
which took effect on April 10 — has been entered into between 
the Federal Banking Supervisory Authority (BAKred) and the 
issuing banks, aimed at 
promoting much greater 
transparency in the 
Pfandbrief market. By 
far the most important 
element of this agree- 
ment is the stipulation 
that all mortgage banks 
must now disclose the 
change in current value 
to the BAKred on a 
monthly basis should 
the yield curve shift by 
100 bp. As an analysis 
published by Pfandbrief 
News explains, if this 
risk exposure exceeds 
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10% of a bank’s liable equity capital, the banking 
supervisor intends to review the institution’s 
capacity to bear that risk. If a mortgage bank car- 
ries a risk exposure of 20% or more of its liable 
equity capital, the supervisory body intends to 5.4% 
examine whether the institution’s business activi- 
ties comply with its generally accepted business 
practices. 


Some mortgage banks have already published their 
interest rate exposure. Due to possible different 
assumptions behind their calculations, direct com- 
parisons cannot be made. The mortgage banks - as 
well as investors — warmly welcome an initiative 
that can only support the increased transparency 
of the sector. Issuers have, in any event, demon- 
strated their commitment to full disclosure of infor- 4.2% 
mation relating to their asset pools by publishing 
comprehensive details of the collateral backing 
Pfandbrief issues. The new agreement with the 
BAKred will complement this dissemination of 
information. 


Jumbo Mortgage Pfandbriefe on the rise 


While improved transparency will therefore be one important 
new characteristic of the Jumbo Pfandbrief market in 2001 
and beyond, another will be the increased issuance of Mort- 
gage Pfandbriefe, which until now have accounted for less 
than 10% of the market. This is because with public spending 
slowing across the whole of Euroland in accordance with the 
conditions laid down in the Maastricht Treaty, Germany's 
mortgage banks are increasingly looking to gather assets in 
segments outside the public sector. Mortgage lending is clearly 
one area where there is room for growth in this respect, both 
in Germany and elsewhere in Euroland. A number of issuers 
in the Pfandbrief market have already publicly indicated that 
part of their longer-term strategy will be to become more 
active in the mortgage market. 


The potential for big ticket bond issuance in the Mortgage 
Pfandbrief market will inevitably be constrained relative to 
that in the public-sector market. Nevertheless, a number of 
highly successful, internationally-targeted mortgage Jumbos 
have already provided ample evidence that there is sufficient 
demand and supply in this sector of the market to ensure 
healthy growth and liquidity. Recent examples have included 
a € 1.5 billion 10-year global Mortgage Pfandbrief launched by 
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Eurohypo in December 2000, and a € 3 billion five-year mort- 
gage global from HypoVereinsbank in February of this year. 
Both these transactions were very well received by the inter- 
national investor community, suggesting that institutions out- 
side Germany are as comfortable with the credit implications 
of Jumbo Mortgage Pfandbriefe as they are with those backed 
by public-sector loans. This should come as no surprise, given 
that the rating agencies make little distinction between the 
two types of Pfandbrief, and that regulations governing the 
asset pool behind Mortgage Pfandbriefe are conservative. 
For example, a mortgage loan funded by Pfandbriefe may not 
exceed 60% of a prudently calculated mortgage lending value. 


With more new issues of Mortgage Pfandbriefe expected to 
come to the market this year and beyond, and with a number 
of outstanding Jumbo transactions now approaching maturity 
— and hence needing to be refinanced — it is anticipated that 
new issuance volume in the Pfandbrief market will remain 
resilient over the short to medium term, although the total 
may not match those seen in the years of 1999 and 2000. 


Besides stepping up their presence in the mortgage lending 
market, another development that will help Pfandbrief issuers 
to gather more high quality assets as collateral for their 
Jumbo issues will be a much needed change in the legislation 
governing their lending activities and risk management. 


Issuers have long been arguing that a change in the regu- 
lations allowing them to expand 
their public-sector lending to the 
US, Japan, Canada and Switzerland 
(as issuers in some other European 
covered bond markets can) would 
be an important step not just for 
the banks themselves, but also for 





investors in the Pfandbrief market, 
for at least two reasons. First, 





changes anticipated soon in the 
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Mortgage Bank Act allowing the 
mortgage banks to diversify their 
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lending across a broader range of 
the world’s most stable economies 
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can only enhance the creditworthiness of 
the Pfandbrief, given that the banks in ques- 
tion will be fully committed to a highly pru- 
dent and cautious risk assessment policy. 


Second, giving the banks access to much 
broader lending horizons will allow them to 
increase their asset-gathering capability, and 
in turn provide the collateral for the highly 
liquid Pfandbriefe that investors are de- 
manding in today's environment. In the con- 
text of accelerating globalization, restric- 
tions on the geographical scope of the mort- 
gage banks’ lending activities became in- 
creasingly anachronistic. 


The mortgage banks at work in 2000 


The mortgage banks will welcome another 
change in the law enabling them to make use 
of derivatives in the cover pool of Pfandbriefe. 
This means further improved protection not 
only for Pfandbrief holders, but also for the 
counterparties in derivatives transactions. 


With changes in the Mortgage Bank Act widely 
anticipated to offer issuers in the Pfandbrief 
market more leeway in the future, and with 
many of the mortgage banks diversifying the 
scope of their business through their own 
initiatives, all the essential building blocks 
will soon be in place to enhance the solidity 
and resilience of the Pfandbrief still further. 


Achievements in a trying year 





Despite a slower rate of growth than in pre- 
vious years, 2000 was a successful year for 
the German Pfandbrief market as a whole. 
The volume of all Pfandbriefe outstanding 
advanced by some 5% to over €1.1 trillion, 
with the member institutions of the Associ- 
ation of German Mortgage Banks accounting 
for some 60% of the market. 


The Jumbo Pfandbrief segment surged ahead 
by over one-fifth to reach some €370 billion 
outstanding at end-2000. The private mort- 
gage banks have issued around four-fifths of 
this total. Market observers estimate that on 
average, about 50% of the large new issues 
last year were sold outside of Germany. 


On the lending side, total new commitments 
contracted by 21.8% to €155 billion, of which 
70% was to public-sector borrowers and 30% 
to the residential and commercial property 


sectors. Consolidation of national budgets 
and a flattening of the yield curve resulted 
in a drop of about 25% to €108 billion of pub- 
lic-sector lending, which nonetheless was 
still the third-highest total ever achieved by 
the member banks. Slack demand in Ger- 
many’s property sector resulted in a decline 
of new loan commitments from €55.3 billion 
to €46.7 billion. 


On the other hand, commercial mortgage 
lending to other EU states advanced by 
nearly 37% to over €13 billion with half of all 
such lending going to Germany's European 
neighbors. 


In 2001, important goals of Germany's mort- 
gage banks include achieving quality expan- 
sion of lending volume and reinforcing the 
German Pfandbrief’s top position in the EU 
fixed-income market. 


Germany's Mortgage Banks in Perspective 


December 31, 2000 Total Germany Mortgage Banks Market 

€ billion € billion share % 
Domestic bonds outstanding 2,908.8 730.8 25.1 
Domestic bank bonds outstanding 1,766.5 730.8 41.4 
Pfandbriefe outstanding 1,106.1 661.6 59.8 


Residential property 1,031.0 220.4 21.4 
Commercial real estate 217.6 109.6 50.4 
Public-sector loans 476 259.4 54.5 


(government, federal states, local entities in Germany) 
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Association of German 
Mortgage Banks 


HypoVereinsbank AG, München 
Deutsche Hyp, Frankfurt and Hamburg 


Eurohypo Aktiengesellschaft 
Frankfurt and Lübeck 


RHEINHYP, Frankfurt 
Hypothekenbank in Essen AG, Essen 


Deutsche Genossenschafts- 
Hypothekenbank AG, Hamburg 


Allgemeine Hypothekenbank AG 
Frankfurt 


Berlin-Hannoversche HypothekenbankAG 
Berlin and Hannover 


WESTHYP, Dortmund 

Bayerische Handelsbank AG, Miinchen 
Wirttemberger Hypo, Stuttgart 
Rheinboden Hypothekenbank AG, Köln 
Dexia Hypothekenbank Berlin AG, Berlin 


Süddeutsche Bodencreditbank AG 
München 


Münchener Hypothekenbank eG, München 


Deutsche Hypothekenbank (Act.-Ges.) 
Hannover 


Nürnberger Hypothekenbank AG 
Nürnberg 
BfG Hypothekenbank AG, Frankfurt 


Schleswig-Holsteinische Landschaft 
Hypothekenbank AG, Kiel 


Wüstenrot Hypothekenbank 
Aktiengesellschaft, Ludwigsburg 


WL-Bank, Münster 


Düsseldorfer Hypothekenbank AG 
Düsseldorf 


M.M. Warburg & CO Hypothekenbank AG, 
Hamburg 


HKB Hypotheken- und Kommunal- 
kredit-Bank AG, Hallbergmoos 


Guest member: 
Deutsche Schiffsbank AG, Bremen 





For further information about the 
Pfandbrief please contact: 
Association of German Mortgage 
Banks (VDH), Berlin, Germany 
Fax (+49-30) 2 09 15-101 

eMail: vdh@hypverband.de 
http:// www.pfandbrief.org 
Bloomberg: HYP<GO> 


Tokyo liaison office: 

Tel. (+81-3) 5532 8057 

Fax (+81-3) 5532 8367 
eMail; h.takee@pr-liaison.com 


New York contact office: 

Tel. (+1-212) 490-2065/2977/9528 
Fax (+1-212) 661 1336 

eMail: novotnyinc@aol.com 





Special repo 


What’s left? 


The new economy 


This year’s fall in American productivity might be seen as the death knell of the 
“new economy”. But its obituary would be premature 


HE announcement on May 8th that 

America’s productivity declined in the 
first quarter of 2001 at an annual rate of 
0.1%, compared with growth of more than 
5% during the year to June 2000, is a blow 
for the 1T-powered new economy. One by 
one, its claims to be special are being ex- 
posed as myths. Now it seems that the 
widely-held belief that America’s sustain- 
able rate of productivity growth had dou- 
bled to around 3% was also mere myth. 
That does not mean, however, that the 
new economy was entirely hot air. 

Its cheerleaders have certainly been 
muffled this year by the plunge in the Nas- 
daq high-tech stockmarket index, by the 
collapse of dotcom firms, by the slump in 
the profits of Internet giants such as Cisco 
(which this week reported its first quar- 
terly loss in 11 years and a 30% decline in 
sales), and by signs that the American 
economy may be heading into recession. 
The new-economy sceptics, who long ar- 
gued that computers and the Internet did 
not rate in the same economic league as 
electricity or the car, are now grinning 
smugly. They have along list of unfulfilled 
promises to point to. 

- The cycle. Top of the list is the idea that 
the traditional business cycle is dead. Now 
that America’s economy is slowing 


sharply and unemployment is rising, 
everybody is trying to deny that they ever 
made such aclaim. Instead, they argue that 
IT helps to smooth the cycle. But even that 
claim looks suspect: if America’s GDP 
growth this year slows to the average fore- 
cast of 1.5%, then the decline in growth 
from 5% last year would be very abrupt in- 
deed. And because of the excesses that 
have built up during the boom years—such 
as too much investment and too little sav- 
ing—there is a high risk that the downturn 
could be much deeper. If America’s GDP 
growth were to fall below 1% this year, it 
would be the sharpest slowdown be- 
tween any two years since the 1974-75 oil 
crisis. So much for smoothing. 

- Inventories. One reason why IT was 
supposed to smooth out the economic cy- 
cle was that fancy computer systems and 
instant information would allow firms to 
ensure that production never got too far 
ahead of sales, and would thus avoid an 
excessive build-up of inventories. Yet de- 
spite spending millions on cutting-edge 
software, firms failed to spot the slow- 
down late last year, and now they have 
warehouses bulging with unwanted 
stocks. Cisco was supposed to be the very 
model of modern electronic business, us- 
ing the Internet to make sales, order com- 
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ponents and monitor inventories. But it, 
too, has been badly caught out. The firm 
was forced to write down $2.2 billion- 
worth of excess stocks in the three months 
to April—equivalent to almost 50% of its 
sales during the period. 

Across the economy as a whole, “just- 

in-time” inventory management has re- 
duced the ratio of inventories to sales. But 
it cannot guard against excessive stocks 
when shocks occur. It can only ensure that 
for any given shock, the error is smaller 
than it would otherwise have been. So far, 
the build-up in stocks is modest given how 
sharply demand has fallen. But it is far 
from negligible. 
- Investment. The third myth of the new 
economy was that 1T spending was reces- 
sion-proof. Demand for rT equipment, it 
was argued, would continue to grow 
briskly throughout any downturn in the 
old economy because the pace of innova- 
tion was so fast that existing IT equipment 
would rapidly become obsolete. Firms 
would be forced to keep investing merely 
to stay competitive. 

In reality, as profits have fallen, firms 
have decided that they can easily delay 
buying new PCs or upgrading their e-mail 
systems. In the first quarter of this year, in- 
vestment in IT equipment and software in 
America fell at an annual rate of 6.5% in 
real terms, after rising at an average annual 
rate of 25% during the period 1995 to 2000. 
New orders for electronic goods fell at an 
annualised rate of almost 20% in the first 
quarter, signalling that bigger cuts are in 
the pipeline. 

- Profits. Myth number four was that cor- 
porate profits would continue to rise rap- 
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idly for years to come. Average profits now >> 
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> look set to fall by at least 10% in 2001. Late 
last year, equity analysts were forecasting 
average long-term profits growth of 19%. 
That has now been revised down to 12%, 
butit still looks far too optimistic. Itimplies 
that profits will account for an ever-rising 
share of GDP. Yet historically, profits have 
tended to increase broadly in line with 
nominal Gpp. If anything, the ratio of pro- 
fits to GDP should now be falling slightly, 
because 1T is likely to trim profit margins 
by increasing price transparency and shift- 
ing power from sellers to buyers. 
* Share prices. The fifth (and silliest) claim 
was that in this new world of rapid techno- 
logical change, old methods of share valu- 
ation had become irrelevant. Profits were 
for wimps, it claimed. Falls of 90-100% in 
the share prices of loss-making dotcom 
firms show that profits do matter after all. 
During previous technological revolutions 
(spurred by the invention of the railways, 
electricity or the automobile, for example) 
share prices similarly soared and then 
tumbled. But this time prices rose to a 
higher level in relation to profits than ever 
before in history. 


The productivity puzzle 

What about the most important claim of 
the new economy, namely that invest- 
ment in rT has lifted productivity growth? 
The fall in productivity this year appears to 
confirm that this was also a myth. But 
America’s productivity gains cannot be 
dismissed so easily. Recent estimates of 
sustainable productivity growth were al- 
most certainly too optimistic, but there is 
still reason to believe that some of the pro- 
ductivity gains will survive even as the rT 
boom turns to bust. 

Labour productivity growth in Amer- 
ica’s non-farm business sector rose to an 
annual average of almost 3% over the five 
years to 2000, up from 1.4% between 1975 
and 1995. This faster productivity growth 
has been the lifeblood of claims about the 
new economy. It helped to deliver faster 
GDP growth with low inflation, higher 
profits and a large budget surplus. 

One of the hottest debates in econom- 
ics for the past few years has been about 





how much of this increase in productivity 
growth was structural and how much of it 
was cyclical. During boom times firms 
tend to work their employees harder, pro- 
ducing a cyclical rise in productivity 
growth, which then declines during the 
subsequent recession. 

Robert Gordon, an economist at Amer- 
ica’s Northwestern University, and one of 
the most outspoken new-economy scep- 
tics, reckons that outside the manufacture 
of computers and other durable goods 
there has been no increase in labour pro- 
ductivity growth after adjusting for the ef- 
fects of the economic cycle. As a result, he 
estimated last year that America’s struc- 
tural productivity growth was somewhere 
around 2%. 

At the other extreme, two studies pub- 
lished early this year—one by the presi- 
dent's Council of Economic Advisers and 
the other by the Federal Reserve—both 
conclude that virtually all the increase in 
labour productivity growth since 1995 has 
been structural, putting the sustainable 
rate at close to 3%. 

Itis hard to believe that none of the in- 
crease in productivity growth was cyclical, 
given the strength of the recent economic 
boom. On the other hand, microeconomic 
studies appear to confirm that a sizeable 
chunk of the increase has been structural. 
A study by Kevin Stiroh, an economist at 
the Federal Reserve Bank of New York, ex- 
amined productivity growth in individual 
industries. Mr Stiroh found that those 
industries which invested mostin rr in the 
early 1990s saw the biggest productivity 
gains in the late 1990s. If the increase in 
productivity growth had been largely cy- 
clical, the gains should have been more 
equally spread across industries. 

By late last year, as the reported pro- 
ductivity growth figures looked stronger 
and stronger, a consensus emerged among 
most economists, including those at Amer- 
ica’s Federal Reserve and the oEcD, that 
America’s structural rate of productivity 
growth had increased to around 3%. 

By itself, the fall in productivity in the 
first quarter sheds little new light on the is- 
sue because quarterly figures tend to jump 


about a lot. Also, productivity growth al- 
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ways dips as growth slows because firms 
delay cutting jobs—although the sharp rise 
in joblessness in America last month sug- 
gests that employers there are now wield- 
ing the axe. Productivity has held up quite 
well so far compared with previous down- 
turns; it is still 2.8% higher than a year ago. 
But we need to wait for a full economic cy- 
cle to get the complete picture. 

If the fall in productivity growth over 
the past year is only cyclical (and due to 
weaker demand) then, once the economy 
recovers, productivity growth should re- 
sume its faster trend. What is becoming 
increasingly clear, however, is that the pro- 
ductivity gains in recent years were not 
only exaggerated by the cyclical impact of 
the economic boom, they were also in- 
flated by an unsustainable rT investment 
boom that has now turned to bust. 

Investing in IT can increase labour pro- 
ductivity either by increasing the amount 
of capital employed per worker (ie, “capi- 
tal deepening”) or by speeding up total fac- 
tor productivity (rFp—the efficiency with 
which both capital and labour are used). 
Unlike previous spurts in America’s pro- 
ductivity growth, the recent one has been 
unusually dependent on capital deepen- 
ing rather than on TFP. A study last year, by 
Stephen Oliner and Daniel Sichel at the 
Federal Reserve, concluded that almost 
half of the acceleration in productivity 
growth between the first and second 
halves of the 1990s was due to capital 
deepening. If that is so, a decline in 1T in- 
vestment will have worrying implications 
for future productivity growth. 


Deepening concerns 

The 1T investment boom was unsustain- 
able. The initial rise in productivity growth 
during the 1990s generated bumper pro- 
fits, which encouraged firms to become 
over-optimistic about future returns. At 
the same time, the stockmarket bubble 
pushed capital costs down to virtually 
zero. The inevitable result was over-invest- 
ment. Credit Suisse First Boston (CSFB) es- 
timates that American firms have 
Overspent on IT equipment to the tune of 
$190 billion over the past two years. 

Now, as profits plunge, firms are being 
forced to cut their investment plans. CSFB 
suggests that if firms try to eliminate the 
surplus over two years, real 1T investment 
will need to fall by an average of 16% this 
year and next. If firms try to extend the life 
of their existing rr equipment during the 
downturn, then new investment would 
have to fall by even more. 

One year’s dip in investment would 
have only a modest impact on structural 
productivity growth if capital spending 
were then to bounce back strongly. More 
important is the longer-term trend in in- 
vestment. America’s business capital stock 
has recently been growing at a real annual »» 
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> rate of over 5%, well in excess of the growth 
in GDP. Jan Hatzius, an economist at Gold- 
man Sachs, estimates that the trend 
growth in the capital stock will now slow 
to 3-3.5%. If so, estimates Mr Hatzius, the 
contribution of capital deepening to la- 
bour productivity growth will be reduced 
to 0.75%, half its recent rate. 

Mr Hatzius also expects the growth in 
total factor productivity to slow as the cy- 
clical boost to productivity fades, and as ef- 
ficiency gains in computer manufacturing 
diminish. One measure of the latter is the 
pace of price deflation for rr equipment. 
Price deflation accelerated in the late 
1990s, partly because of increased compe- 
tition and partly because of increased effi- 
ciency in the manufacture of chips. But it 
has since slowed. Computer prices fell by 
16% in the year to the end of March, down 
from an average annual decline of 25% in 
the previous five years. 

Putting all this together, Goldman 
Sachs has reduced its estimate of underly- 
ing productivity growth to a more modest 
2.25%. That would be barely half the rate of 
productivity growth in 2000, but it would 
still be significantly higher than the 1.4% 
average annual rate recorded between 
1975 and 1995. Only if investment stag- 
nated for several years would productivity 
growth revert to its pre-1995 pace. 

And that seems unlikely. The rr boom 
was mainly driven by falling 17 prices that 
were following Moore’s law, which states 
that the processing power of a silicon chip 
roughly doubles every 18 months. This en- 
couraged firms to substitute rr equipment 
for labour or other capital. Scientists be- 
lieve that Moore’s law should hold for at 
least another ten years, allowing 1T prices 
to continue to fall and hence encouraging 
further IT capital deepening, albeit at a 
slower pace than in recent years. 


Yet to be revealed 

Not only is the pace of technological inno- 
vation likely to continue to support pro- 
ductivity growth for at least another 
decade, but firms have yet to exploit fully 
the potential of their existing rr. It is not 
just the direct impact of computers and the 
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Internet on productivity that matters, but 
also the ability of firms to organise their 
businesses more efficiently as a result. Just 
as the steam age moved production from 
the household to the factory, railways al- 
lowed the development of mass markets, 
and electricity made possible the assem- 
bly line, so rr allows for a more efficient 
business organisation. 

Tossing aside all the hype, there are 
sound reasons for expecting IT to continue 
to boost productivity. By increasing access 
to information, it helps to make markets 
work more efficiently and it reduces trans- 
action costs. Better-informed markets 
should ensure that resources are allocated 
to their most productive use. The most im- 
portant aspect of the new economy was 
never the shift to high-tech industries; it 
was the way in which rr couldimprove the 
efficiency of old-economy firms. 

A study by Alice Rivlin and Robert Litan 
at the Brookings Institution, a Washington 
think-tank, considers ways in which the 
Internet might further lift productivity 
growth. It examines how leading-edge 
firms are using the Internet to reduce trans- 
action costs, to boost the efficiency of sup- 
ply-chain management, and to improve 
communications with customers and sup- 
pliers. It then projects best practice across 
each sector. 

The study's tentative conclusion is that 
the economy as a whole can look forward 
to productivity gains from the Internet of 
0.2-0.4% a year for the next five years. The 
potential cost savings look especially large 
in the health-care industry, where there is 
plenty of scope to improve the manage- 
ment of medical records and to communi- 
cate better with patients. Only 3% of 
Americans have so far corresponded with 
their doctor by e-mail; the rest still use 
more time-consuming methods, such as 
the telephone or a personal visit. 

It is also worth remembering that not 
all of America’s productivity growth in re- 
cent years has come from IT. Some of it has 
been the pay-off from earlier economic de- 
regulation designed to make labour, pro- 
duct and capital markets work more 
efficiently. Whatever happens to 1T spend- 
ing, these benefits will endure. 

High-tech investment and productivity 
growth are, however, unlikely to return to 
the giddy pace of the past two years. The 
best guess is that productivity growth will 
average 2-2.5% per year over the next de- 
cade, still well above the pace of the 1970s 
and 1980s. Those who claimed that 3-3.5% 
growth was sustainable will be disap- 
pointed, but their expectations were far 
too bold. They implied that rr would have 
a much bigger economic impact than cars 
and electricity did in the 1920s, when an- 
nual labour productivity growth in the 
non-farm business sector averaged 2.5%. 

Slower-than-expected growth in pro- 
ductivity has two implications for policy- 





makers, however. First, after taking 
account of labour-market changes, it 
means the rate at which the Fed can safely 
allow the economy to grow without push- 
ing up inflation is 3-3.5%, much less than in 
recent years. Second, it implies a smaller 
budget surplus—and hence less room for 
tax cuts. Back-of-the-envelope calcula- 
tions by Goldman Sachs suggest that if 
productivity growth falls to 2.25%, the 
cumulative budget surplus in the years 
2002-11 would fall to just over $2 trillion, as 
against the $3.1 trillion estimated by the 
Congressional Budget Office. 

In recent years, economists have 
tended to exaggerate about 1T. Either they 
have denied that anything has changed, or 
they have insisted that everything has 
changed. The truth, as ever, lay some- 
where in the middle. 

Future productivity gains from comput- 
ers and the Internet will probably not be 
enough to justify current share prices, 
even after this year’s slide, but they will 
still matter. An increase in productivity 
growth of 0.5-1.0 percentage points per an- 
num may not sound very exciting, but it 
will lift future living standards and make it 
easier for the government to pay tomor- 
row’s pensions. That, rather than the get- 
rich-quick culture of the dotcoms, is the 
true stuff of the new economy. m 


Full references to the studies quoted in this article can 
be found on our website, www.economist.com. 


Managing the rainforests 


ILHA DE MARAJO AND PARAGOMINAS 


“Sustainable management” could help to save the Amazonian rainforest without 


harming economic development 


MPTY fields, as far as the eye can see, 

line the highway for most of the 300km 
(186 miles) from Belem, eastern Amazo 
nia’s main city, to the timber-cutting town 
of Paragominas. Once it was all forest, but 
since the 1970s most of the trees in a broad 
strip beside the road have been cut—not 
just to extract timber, but to clear pasture 
for cattle-raising, encouraged by subsidies 
and tax incentives. Now, though, most of 
the fields lie empty and are becoming over- 
grown with scrub. Cows are seen so infre- 
quently that they might be imagined to be 
an endangered species. 

The deforestation, mostly in the past 30 
years, of 14% of the Brazilian part of Ama- 
zonia (abouta third of the Amazon rainfor- 
est, the world’s biggest, is over the border 
in other countries) has been as much an 
economic as an environmental disaster. 
The usable timber would be ripped out of 
a stretch of forest and the rest would then 
be burned, because the land would often 
be worth more when cleared than it had 
been as untouched forest. This value, how 
ever, was due partly to excessive optimism 
over the region’s agricultural potential, 
and partly to a set of economically per- 
verse incentives provided by the govern- 


ment. When farming was actually tried, it 
was frequently found to be unprofitable. 
And many did not even bother to try. 
Some chopped down the trees, grabbed 
the grants and then abandoned the land. 
Others used the “farms” they carved out of 
the jungle to disguise (highly taxed) profits 
on other businesses as farming profits 
(which used to be tax-free). As a result, 
there are now about 165,000km’ of aban- 
doned land in Brazilian Amazonia. 

In recent years, the handouts and tax 
breaks that promoted deforestation have 


| VENEZUELA WANA 
5 BIVANA _. SURINAME 
= t h O, FRENCH GUIANA 
zc A 
A mie 7 Iha de Marajo 
os ~ Sh 
A ee on et y A 
é A Amaro’ 4 > Paragominas 
MLA BRAZIL 
PERU) “` 
k- = oe 
O Brasitia 
Fi Forest | 





5 - 
ARGENTINA | 





been reduced. As a result, good-quality for- 
ested land can be worth as much as 40% 
more than cleared land. A law passed in 
1998 introduced stiff penalties for cutting 
trees without permission from Ibama, Bra- 
zils environmental-protection agency. 
Though deforestation seems to have 
slowed since the mid-1990s (see chart 
overleaf), new figures due shortly will 
show that last year’s deforestation was lit- 
tle different from that in 1998 and1999, and 
about 12% of the forest was chopped. 

Besides the cleared forest that shows up 
on the satellite pictures, each year a fur- 
ther, unmeasured amount (at least 
10,000km’, according to a study carried 
out in 1999) has its most valuable trees 
ripped out and is then abandoned. The big 
holes in forest cover caused by this reckless 
extraction make the area drier and thus 
vulnerable to fires. And if the forest does 
grow back, it grows differently, with fewer 
species, and choked by thick creepers that 
Amazonians call cipo. Though most of the 
rainforest remains intact—in contrast to the 
gloomiest predictions of the 1980s, which 
predicted it would be almost gone by 
now-it continues to be hacked away at a 
rate that will see it wiped out within the 
next 200 years. 


Areduced impact 

Fortunately, there are stronger grounds 
than ever for hoping that this will not hap- 
pen. Belatedly, in parts of Amazonia such 
as Paragominas, where much local forest is 
either razed or damaged, timber firms are 
coming to see unharmed woodland as an 
asset that, properly managed, can yield a 





> good income forever. Their enthusiasm 
has been bolstered by studies showing 
that “sustainable management” of forests, 
also known as “reduced-impact logging” 
(RIL), can be more profitable than the reck- 
less conventional methods of timber ex- 
traction. One such study, conducted near 
Paragominas, found that RIL was 12% 
cheaper than conventional logging. 

In RIL schemes, the area to be exploited 
is divided into perhaps 30 blocks, one of 
which has timber extracted each year, be- 
fore being left alone for 29 years. This is 
enough for the forest to regenerate success- 
fully, because in addition to rotation, the 
schemes take care to leave the oldest speci- 
mens of the exploited species standing. As 
well as providing cover from the tropical 
sun, the spreading branches of these tall 
trees re-seed the block with new speci- 
mens. In haphazard, conventional logging, 
such trees are usually hacked down and, 
because their trunks are often hollow or 
damaged, then abandoned—a waste of 
time and money for the lumberjacks, as 
well as maiming the forest. RIL reduces the 
damage further by plotting the position of 
each block’s valuable trees on a computer, 
which then works out the shortest set of 
access roads that needs to be carved out to 
remove the felled trees. Lumberjacks are 
also taught ways of felling trees that avoid 
damaging those around them. 

With planning, the forest's animals, as 
well as its plants, can be preserved, accord- 
ing to Adalberto Verissimo of Imazon, alo- 
cal environmental-research group. Amaz- 
onia’s top predator, barring man, is the 
jaguar. This species needs about 500km? 
of forest to form a viable population of 50 
cats. Though a typical managed-forestry 
scheme is only about a fifth of this size, by 
ensuring that at least “corridors” of forest 
are maintained between neighbouring 
schemes, the big cats and all the other ani- 
mal species below them in the food chain 
can, itis hoped, survive reasonably well. It 
should, in other words, be possible for a 
stretch of forest to provide an endless sup- 
ply of tropical hardwood but still suffer a 
minimal impact on its ecosystem. 


The power of the consumer 
Sustainable forestry of this sort has been 
talked about in Brazil since at least the 
1980s, but started taking off only in the 
mid-1990s. Across the country, including 
areas outside Amazonia, there are now 
thought to be 10,000km° of forest under 
sustainable management. Foreign con- 
sumers of tropical hardwoods—furniture 
makers and sellers, for instance—are 
increasingly asking for timber that has 
been independently certified as coming 
from well-run RIL schemes, so that they 
can promise their environment-conscious 
customers that they are not contributing to 
the destruction of the rainforest. 

The Rosa Group, a big timber firm in Pa- 


ragominas, started using RIL in1998, and is 
now applying for certification by the For- 
est Stewardship Council (Fsc), an interna- 
tional agency that sets standards for 
sustainable forestry. Antonio Rosa, the 
firm’s boss, sees certification as key to his 
plan to expand its exports to Europe and 
North America. Foreign buyers, he says, 
seem prepared to pay extra for certified 
timber, making it even more attractive. 

But most timber felled in Amazonia is 
used in Brazil, so the growth of sustainable 
forestry—and the decline of reckless chop- 
ping—will depend on how quickly Brazil- 
ian consumers switch to demanding cert- 
ified timber. There are signs that this is 
starting to happen. In 2000, 40 Brazilian 
firms, including Tok & Stok, a big furniture 
retailer, formed a “buyers’ group” to co- 
ordinate their purchases of certified wood, 
and jointly pledged to stop using uncerti- 
fied timber by 2005. By creating a growing 
market for certified timber, itis hoped, sup- 
ply will grow too. Imazon is conducting 
what it believes is the first-ever study of 
who distributes and buys timber in Brazil, 
to suggest ways of accelerating the switch 
to sustainable forestry. 

Since much of the rainforest is still un- 
touched and unclaimed, and thus public 
property according to Brazil’s constitution, 
the federal and state governments could 
accelerate the move to sustainability by 
declaring it all a national park and then li- 
censing timber firms to run RIL schemes in 
selected parts of it. A study by Mr Veris- 
simo and others for the environment min- 
istry concluded that just 10% of the 
remaining forest, managed sustainably, 
could meet all the existing demand for 
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tropical hardwood. Much of the rest might 
then be declared untouchable. 

In practice, policing such a huge pres- 
ervation area against illegal logging would 
be an immense task. A national park that 
existed only on paper would not be wor- 
thy of the name. And Ibama, whose job it 
would be to patrol this park, has a reputa- 
tion for inefficiency and corruption. It 
seems to be improving, but slowly. Timber 
firms in Paragominas say the local branch 
that inspects them is now doing a reason- 
able job, but they complain of “unfair 
competition” from surrounding regions 
where the agency is ineffective. 

Some environmentalists say the an- 
swer is to take the job away from Ibama 
(whose broad remit includes dealing with 
everything from oil slicks to urban noise) 
and create a specialised body similar to 
America’s Forestry Service. Raimundo 
Deusdara, an environment-ministry offi- 
cial responsible for forest preservation, 
agrees that the idea is worth considering. 
In the meantime, he hopes that a new 
environment tax, to be introduced soon, 
will at least double Ibama’s budget, and 
thus make it more effective. 

Another hindrance to the effort to con- 
trol illegal logging has been that, since Bra- 
zil lacks a central land register, it has been 
easy to steal publicly owned forest. Only 
now has the federal government launched 
a campaign to seize back the vast tracts of 
Amazonia that have been stolen over the 
years. A law creating a land register has 
been passed, and the government hopes 
the register will be compiled by 2003. 

Combined with better land registra- 
tion, improved satellite imaging should 
help to monitor, and thus prevent, defor- 
estation. Brazil's space-research agency, 
INPE, currently produces its deforestation 
figures annually, but the Chinese-Brazilian 
CBERS Satellite it uses scans Amazonia 
once every 26 days, so it is studying 
whether it could produce figures more fre- 
quently. Mato Grosso state, which in- 
cludes a small slice of Amazonian forest, is 
already doing this on its own. A state lab- 
oratory is downloading satellite images 
and comparing them with a computerised 
land register to spot breaches of the often- 
flouted national forest code, which allows 
landowners in Amazonia to deforest only 
20% of their property, and even then, only 
with permission. 

In theory, real-time detection of defor- 
estation could be done for all of Amazo- 
nia, according to Thelma Krug of INPE, 
especially after the launch, due in 2004, of 
a Brazilian satellite that will provide im- 
ages every two hours. Sivam, Brazil’s giant 
radar-surveillance system for Amazonia, 
is now being brought into service. Though 
its main role is in defence, and to monitor 
the traffic in illegal drugs, it could also be 
used to detect loggers’ activities. But col- 
lecting and processing such masses of data »» 





would be expensive. And, of course, it 
would only be worthwhile if there were 
an effective forest service which had 
enough wardens with boats, planes and 
helicopters to rush them to remote areas 
where illegal logging had been spotted. 


Tales of the riverbank 

Encouraging sustainable timber extrac- 
tion, and suppressing illegal logging, are 
only part of what must be done to stop the 
rainforest being degraded and destroyed. 
The other big threatis population pressure. 
Last year’s census found that about 12m 
people live in Amazonia, and that the 
population there is increasing by 3.7% a 
year. So there is a growing need to find 
people ways of making a living without 
despoiling the forest. 

This was one of the objectives of the Pi- 
lot Programme to Conserve the Brazilian 
Rain Forest, set up in 1992, with the pro- 
mise of $350m from the Group of Seven 
rich countries—hence its nickname, PPG7. 
All sorts of projects were created to help 
forest dwellers make a living from such 
things as collecting fruits and plants. But, 
as an independent review concluded last 
year, progress has been very slow. Much 
of the $88m spent so far has been swal- 
lowed up by bureaucracy, and many pro- 
jects have not got beyond being experi- 
ments (though ppG7 does pay for Mato 
Grosso’s satellite-based enforcement sys- 
tem, which has already resulted in the jail- 
ing of 50 landowners). 

One reason for the poor results, the re- 
port concluded, is that the scheme has 
done little to involve the private sector in 
creating forest-friendly businesses. But, 
here and there, independently of the 
PPG7, this is beginning to happen. In the 
Ilha de Marajo, an island twice the size of 
Wales at the mouth of the Amazon, Muana 
Alimentos, a food-processing company, is 
working with the local authorities to per- 
suade the growing numbers of ribeirinhos 
(riverbank dwellers) to cultivate the acai 
palms that grow abundantly in the 
swampy land around their wooden huts. 
The company wants to expand the supply 
of the two products it sells: palm heart, the 
soft inner stem at the tree top, from which 
the fronds sprout, which is pickled and 
used in salads and pies; and the pulp of the 
acai fruit, which is served as a delicious 
sorbet on Brazil’s poshest beaches. 

Arriving in the settlement of Piria, 
Georges Schnyder, director of Muana Ali- 
mentos, accompanies a state official on a 
boat trip to try to interest the ribeirinhos in 
taking a short course in cultivating the 
trees to maximise yields of fruit and palm 
hearts. “You could be earning 8,000 reais 
(about $4,000) a year from this plot,” Mr 
Schnyder tells Raimundo and Rubens, a fa- 
ther and son who live nearby. The two 
smile politely but disbelievingly—incredu- 
lous that what is a small fortune by local 
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standards might be within their grasp. The 
company already owns and tends its own 
plots of land on the island, but Mr 
Schnyder says he would rather leave the 
cultivation and processing to the locals 
and stick to being a distributor. 

Like the lumberjacks in Paragominas, 
Mr Schnyder is seeking the Fsc’s certificate 
of sustainability, seeing it as a way to add 
value to his products. Despite the PPG7’s 
poor progress, Mr Schnyder believes such 
schemes to find sustainable livings for for- 
est dwellers can be made to work. But, he 
grumbles, environmental groups could do 
more to help: they seem keener on sitting 
in their offices writing damning reports 
than on setting up local branches in forest 
villages to foster sustainable development 
by offering training and advice. 


Political pressure points 
Politicians must change their ways too. 
Though many of the incentives that led to 
chopping have gone, some persist. Amazo- 
nia’s state governors opposed the recent 
decision by Brazil's president, Fernando 
Henrique Cardoso, to abolish Sudam, a 
corruption-riddled Amazonian “develop- 
ment” agency, whose handouts have 
sponsored much futile forest clearance. 
The military dictators who ran Brazil 
from 1964 to 1985 were obsessed with 
populating and developing Amazonia, 
convinced that otherwise another power 
might seize it. Such paranoia has died 
down (though many Amazonians believe 
that America is plotting to invade on the 
pretext of saving the trees) but Advance 
Brazil, the government's 776 billion reais 
economic-development plan, still as- 
sumes that Amazonia needs to be opened 
up with new roads and waterways. Yet a 
study published by William Laurence of 
the Smithsonian Tropical Research Insti- 
tute, and his colleagues, in Science in Janu- 
ary, argued that such transport links, when 
built near forests in the past, triggered mas- 





sive deforestation. Extrapolating from past 
patterns to forecast the effects of the pro- 
posed roads and highways, the study said, 
at worst, only 5% of Amazonia might re- 
main as pristine forest in 2020, with a fur- 
ther 24% being lightly degraded and the 
rest badly damaged or gone. 

There are good reasons for hoping that 
things will not turn out so badly. Brazil's 
growing fiscal prudence may mean not all 
of Advance Brazil advances. It may also 
lead to further cuts in the remaining incen- 
tives to chop trees. Past deforestation may 
not be a guide to the future, because it was 
mostly in the drier fringes of Amazonia 
rather than the really rainy rainforest, 
where agriculture would be even harder. 
The government has stopped settling land- 
less peasants in forested areas, which until 
recently had been a smaller but significant 
cause of deforestation. And the reaction in 
Brazil and around the world to the Science 
paper helped, by forcing the government 
to submit Advance Brazil to an indepen- 
dent environmental-impact assessment. 

Dr Laurence agrees that things may not 
turn out as badly as the paper's bleakest 
prognostications. But, he argues, itis not so 
much Advance Brazil that threatens the for- 
est as the thinking behind the project. It as- 
sumes that economic development 
depends on “extensifying”, ie, extending 
the amount of land in economic use, 
rather than intensifying the use of land al- 
ready exploited. Maybe so, says Raul Jung- 
mann, Brazil’s land-reform minister, but 
the trouble is that extensifying is cheaper 
and simpler than intensifying. If richer 
countries want the Amazon rainforest 
saved (and, he correctly points out, they 
are lecturing Brazil on preserving its forests 
after destroying much of their own and 
their colonies’), they could offer more tech- 
nology and capital to intensify the return 
on Brazil’s existing agricultural land. 

Though economic development has of- 
ten been depicted as the environment’s 
enemy, the richer a country gets, the more 
its people tend to worry about environ- 
mental matters. It is encouraging that it 
was mainly Brazilian greens, not foreign 
ones, who successfully campaigned last 
year against a plot by the big landowners’ 
lobby in Congress to weaken the forest 
code, and are mobilising against a similar 
attempt this year. 

Brazil has already lost one tropical for- 
est: the Mata Atlantica, which used to run 
all the way down the country’s southern 
coast, but of which only 7% now remains, 
and that divided into small fragments. It is 
too early to guarantee the survival of the 
bigger, more famous one in Amazonia. 
Much more needs to be done to stop it be- 
ing eaten away by 12% or so each year. But 
its chances are improving, especially now 
it is increasingly being seen as a valuable 
economic asset, something that could pro- 
duce returns forever. W 


PRIVATISATION COMMISSION 
PAPUA NEW GUINEA 


Request for Proposals 


Business and Legal Advisers for the 
Privatization 
of 
Telikom PNG Ltd and Post PNG Ltd 


The government of Papua New Guinea is implementing a 
program to privatise State-owned enterprises. The 
Privatisation Commission has been appointed to oversee 
this program. 


The Commission now wishes to engage qualified 
advisory firms to assist it in arranging the privatisation of 
both Telikom PNG Ltd and Post PNG Ltd through open 
competitive processes. 

It proposes to engage business and legal advisers to 
undertake the preparation for and management of, both 
sales. The legal adviser will be engaged directly, and 
separately from the business adviser. Advisers will work 
in PNG as required under the direction of the Commission 
and its project managers. 


Advisers will be selected by open competition. They will 
need to demonstrate successful experience in the 
provision of relevant privatisation services, particularly in 
the communications sector. 

Preference will be given to firms that can deploy teams 
with experience of working in PNG or like situations. 
Proposals must address the terms of reference and 
criteria set out in the selection documentation. 


A short list of firms may be required to attend interviews in 
Port Moresby before the end of May. 


Terms of Reference and selection documentation are 
available from the Secretary. 


Privatization Commission, 
PO Box 45, Konedobu, 
National Capital District, 
Papua New Guinea, 
Tel: +675 321 2977; fax: +675 321 3134. 


They may also be downloaded from the website of the 
Commission's project manager at www.elvet.com.au 


The firm closing date for receipt of proposals in Papua 
New Guinea is 16th May 2001. 


DEAL BAGS DOUBLE AS LAPTOP BAGS 


Milled black, textured walnut, milled walnut, or natural leather 
I7x12x%5,17x12x7" $750. 
Free catalog. Toll free 800.234.1075. 
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The Global Financial System 


July 23—August 3, 2001 


The Global Financial System: Structure, Crises, and Reform is designed 
for those responsible for or interested in international finance and 
macroeconomic policy management, analysis, and negotiations. Our 
faculty include: 


e Barry Eichengreen — Dale Gray © Richard Gitlin 
e Carmen Reinhart œ Jeffrey Frankel e Ricardo Hausmann 
e Eric Rosengren e Robert Lawrence e David Hale 


For more information about this program and others, please contact: 
Enrollment Services 

Tel: (617) 496-0484, ext. 217 

Fax: (617) 495-3090 

Email: KSG_ExecEd@Horvard.edu 

Internet: http://www.execprog.org 
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Dennis Lehane and Laura Lippman are two new masters of an old craft 


EOPLE are calling Dennis Lehane 

names. “The hippest heir to Chandler 
and Hammett.” “A newcomer to the pan- 
theon of noir writers.” “Stunningly good.” 
His sixth novel, “Mystic River”, has been 
his biggest commercial and critical success 
to date. It spent nine weeks near the top of 
the New York Times bestseller list earlier 
this year and has been praised for the way 
in which it blurs the line between straight 
genre fiction and literature. 

Mr Lehane is a 35-year-old Bostonian 
with sparkling blue eyes and a fledgling 
goatee that looks out of place on his boyish 
face. His reputation was built on a series of 
hardboiled whodunits with arresting titles 
like “Darkness, Take My Hand” and“Gone, 
Baby, Gone”. The setting is usually the 
same: the working-class neighbourhood 
of Dorchester, south Boston, where Mr Le- 
hane grew up. Our guide through the ur- 
ban jungle is a private eye, Patrick Kenzie, 
often accompanied by his wisecracking 
partner and on-again, off-again squeeze, 
Angie Gennaro. Theirs is a gloomy and 
violent world, to say the least. 

“I think I'm a personal optimist but a 
global pessimist,” Mr Lehane told The 
Economist. “I see the world as being very 
Hobbesian. Everything can be taken from 
you in a second. It hasn't happened to me, 


personally—which, given my Irish back- 
ground, makes me constantly look over 
my shoulder. It can happen so fast, and so 
arbitrarily. When I was growing up, when 
violence happened, everything went from 
zero to 100 in a second.” 

There is relatively little on-page vio- 
lence in “Mystic River”, Mr Lehane’s first 
non-series book. The worst of it is left to 
the reader’s imagination. But the psycho- 
logical consequences of violence, both for 
its victims and for those closest to them, 
are explored in greater depth than in any 
of Mr Lehane’s previous novels. “With 
‘Mystic River’ my big thing was: ‘When- 
ever you want to go for the cheap thrill, 
don’t. Find another way. And make the 
characters act like people, not like you 
need them to act’. So it was deliberately a 
much more leisurely-paced book. I be- 
came obsessed with small details. What's 
it like for a father to bury his daughter, or 
even, say, to bring her dress to the funeral 
home? Whatis that moment like?” 

Early in the novel, two youngsters, 
Jimmy Marcus and Sean Devine, look on 
as a schoolmate, Dave Boyle, is abducted 
by two men pretending to be cops. After 
several days of unspeakable abuse, Dave 
manages to escape, but he is damaged for 
life by the experience. The boys subse- 
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quently drift apart. Years later, though, 
they are brought together once more when 
Jimmy’s daughter is brutally murdered. 
Sean is the investigating officer—and Dave 
becomes his prime suspect. 

“Mystic River” gives a vivid sense of 
what it’s like to grow up in a close-knit ur- 
ban community such as Mr Lehane’s Dor- 
chester. “The concept of the inner-city 
neighbourhood is a fascinating one to me. 
So much great stuff comes out of it. There’s 
that moment near the end where they say 
to Jimmy, ‘We'll save you a place’. And that 
is what's wonderful about a neighbour- 
hood. The sense that people watch out for 
each other. But then there’s a very ugly 
downside to that, particularly if you're an 
outsider, coming in, or if you don't con- 
form or don't fit.” 

Throughout the book Mr Lehane 
moves confidently between characters, 
elaborating elements of the story from dif- 
ferent points of view. The shift from the 
first-person narration of the Kenzie-Gen- 
naro novels to the third person in “Mystic 
River” was a crucial development, he says. 
“I tend to play alot with voice and mood. I 
like each of my books to have a different 
feel. Certainly with ‘Mystic River’, voice 
was huge. I was leaving the first person, I 
was going into the third. I didn’t want there 
to be any similarities, beyond locale.” 

The experiment has paid off. “Mystic 


Mystic River. By Dennis Lehane. William 
Morrow; 401 pages; $25. Bantam; £9.99. 


The Sugar House. By Laura Lippman. William 
Morrow; 306 pages; $24. Orion; £9.99 
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» River” is a compelling page-turner whose 
drama arises not so much from events as 
from the conflicting perceptions of the 
main players. Character, Mr Lehane in- 
sists, is, for him, all-important, as a reader 
andasa writer. “I love books that are brim- 
ming with storytelling. Plot’s not every- 
thing. Plot doesn’t make a great book. 
Nobody says, ‘Man, “Crime and Punish- 
ment”, that plot.’ I read because I'm fasci- 
nated by characters. Plot is just a way to 
explicate character.” 

Mr Lehane wears the comparisons 
with Chandler and Hammett lightly. “I 
honestly believe that we're in this amazing 
Renaissance now, in mystery fiction,” he 
enthuses. “There’s this great sense of, ‘Ah, 
shit, he just wrote a better book. Now I've 
got to go back to the drawing board.’ And I 
love that. I love the creative, healthy, 
happy competitiveness that’s going on in 
the genre at the moment. Everybody's try- 
ing to transcend the last thing they did. 
And with ‘Mystic River’ I was swinging for 
the fences.” 


Give my love to Baltimore 

Laura Lippman is one of the most polished 
and consistently interesting writers of de- 
tective fiction in America today. She intro- 
duced Tess Monaghan, a sexy, sassy 
journalist-turned-sleuth, in “Baltimore 
Blues”, which appeared in 1997. Unlike her 
heroine, Miss Lippman has not aban- 
doned journalism for the more erratic life- 
style of the private eye: she remains a 
full-time reporter at the Baltimore Sun. And 
her experience as a journalist has, it turns 
out, enriched her fiction in all kinds of in- 
teresting ways. 

Ms Lippman traces the origins of “Balti- 
more Blues” back to a bad patch in the 
early 1990s when she was unhappy in her 
job. The paper she was on had been taken 
over by the Sun and her new editor was an 
insufferable pain in the backside. Worse, 
he openly criticised her journalism. Ms 
Lippman’s response was to write a novel 
that would reach a far wider audience. Let 
them be the judges, she thought. 

“Baltimore Blues” was a hit, anda string 
of equally successful books followed: 
“Charm City”, “Butchers Hill” and “In Big 
Trouble”. Between them, Ms Lippman’s 
Tess Monaghan mysteries have won the 
Edgar, Agatha and Shamus awards, among 
others. “The Sugar House” is the fifth in- 
stalment in the series, It may be her most 
accomplished novel so far. 

“When | started writing I knew I wasn’t 
going to have a lot of time to do research, 
with a day job,” Ms Lippman says. “So I de- 
cided to make use of what already knew. 
I knew a lot about public records; I knew a 
lot about social services. I was the poverty 
reporter at the Baltimore Sun for a long 
time—I was the last poverty reporter at the 
Sun. The editors decided that poverty was 
really a downer. It wasn't helping them to 


sell papers in the suburbs.” 

Social and political concerns are at the 
centre of “The Sugar House”. At her fa- 
ther’s insistence, Tess takes on an unpro- 
mising case: a glue-sniffing teenager, 
Henry Dembrow, has been killed in prison 
and his elder sister wants to know why. 
First, though, Tess must identify the anon- 
ymous girl, or “Jane Doe”, whom Henry 
was convicted of murdering. Tess’s investi- 
gation takes her from inner-city dive bars 
to the drawing rooms of Maryland's politi- 
cal powerbrokers. 

“The Sugar House” is an unusual who- 
dunit in that we learn who the killer is in 
the first few pages but discover the victim’s 
identity only much later. “I’m less inter- 
ested in figuring out who did it than in fig- 
uring out why people do these things. I 
don’t think it’s a great shock to anyone 
when they find out how Jane Doe died. 
What’s more shocking is that someone 
sought to make political hay out of it.” 

Reading Ms Lippman’s taut and ele- 
gantly constructed books one has no sense 
that she feels in any way limited by the 
conventions of the genre. On the contrary, 
they seem to provide a congenial frame- 
work within which she is free to write 
about whatever takes her fancy. “I like 
writing by the rules,” she admits. “I love 
detective novels and I've read them all my 
life... thought I was going to be a tough, 
gritty dame. But when I sat down to write I 
realised that I’m not that type: I'm really in- 
terested in people and their relationships.” 

Ms Lippman’s novels read like an ongo- 
ing love letter to Baltimore. Though not, 
strictly speaking, a Baltimorean—her par- 
ents moved there when she was six—she 
has an assured feel for the city, its surpris- 
ing diversity, its texture, what makes it tick. 
“I wish I were a native Baltimorean,” she 
says. “I blame my parents for not moving 
north sooner. But the fact is I'm not a na- 
tive, and I'll never pretend to be. I made 
Tess one and I envy her that.” 

Fittingly, Ms Lippman’s next novel 
(coming in September) features another 
writer with strong links to Baltimore: Ed- 
gar Allan Poe. “Poe is buried here, and ev- 
ery year, on the day of his birth, a visitor 
arrives in the graveyard between the hours 
of midnight and 6am, and leaves three 
roses and a half-bottle of brandy. This has 
been going on now for over 50 years. 
There’s some evidence that at least three 
men have done it. Other than that, no one 
really knows who this is. I talked my way 
into the watch party last year, in 2000, and 
I was the person who spotted it happen- 
ing. I made a deal with the head of the Poe 
Society that I would be anywhere be- 
tween vague and deliberately misleading 
about what I saw that night. Which was 
fine. I wanted to write a book about what 
would happen if two men arrived—and 
one was shot and killed. That's the set-up. 
It’s called ‘In a Strange City’.” m 





Travels in Central Asia 


Monk on tour 





Ultimate Journey. By Richard Bernstein. 
Knopf; 366 pages; $26 


IX ITS long history, China has imported 
just two belief-systems: Buddhism, 
which changed the inner life of millions 
between the fourth and tenth centuries, 
and Marxism, which convulsed the coun- 
try in the 20th century. Both imports were 
swiftly sinified and made to seem home- 
grown. The local inquisitiveness scarcely 
existed to follow the current of these be- 
liefs back to their source. The great excep- 
tion was a monk, Xuan Zang (Hsuan Tsang 
in the Wade-Giles transliteration used in 
this book), who defied an imperial edict to 
set out in 629 westward along the Silk 
Road, over the mountain passes of Central 
Asia, south to the kingdom of Gandhara 
(around Peshawar), which was responsi- 
ble for spreading a Hellenised form of Bud- 
dhism beyond India, and to the Buddha’s 
birthplace in India itself. 

Xuan Zang undertook this journey—ar- 
duous enough today, but which took 16 
years then—to bring the authentic docu- 
ments of Buddhism back to China, hoping 
to give the practice there a purer, less bas- 
tardised form. His account, “The Great 
Tang Chronicles of the Western World”, is 
known to nearly every schoolchild in 
China. Richard Bernstein, a reporter and 
book reviewer for the New York Times and 
once a Beijing-based correspondent, re- 
traced Xuan Zang’s steps in “Ultimate Jour- 
ney”. Where Mr Bernstein succeeds, as he 
travels from one ruin to the next, is in com- > 











nunicating how Xuan Zang himself must 
nave looked upon these glories as if they 
were already from a golden, bygone age. 
These passages are delights. But, unfor- 
tunately, Xuan Zang is not the only travel- 
ler in this book. Responding perhaps to 
fashionable pressure to put himself into 
the story, Mr Bernstein writes almost as 
much about Mr Bernstein as about the 
monk. The jacket does not even mention 
Xuan Zang by name—imagine a Chinese 
life of St Augustine identified only as the 
Bishop of Hippo or the man who gave us 
mortal sin! The accounts of Buddhism are 
interesting enough. But did we need riffs 
on the life of the author, a wavering Jewish 
atheist: his upbringing on a Connecticut 
chicken farm, his loneliness as a foreign 
correspondent who is non-committal in 
love, his romance with a Chinese dancer 
he met at a film in New York and his wish 
to settle down and have children? Too 
much of Mr Bernstein’s travels read like 
prescription therapy for mid-life malaise. 


20th-century history 


As a travel writer in the third world, Mr 
Bernstein is honest, if unoriginal, about 
hygiene panics and sloshy bowels. His 
constant worry, on the other hand, that 
Chinese officials in Xinjiang might find out 
who he is becomes a literary flaw. His at- 
tempts to evade recognition, and his alarm 
at how Americans might be treated fol- 
lowing NATO's bombing of the Chinese 
embassy in Belgrade in May 1999, form 
part of the book’s structure. Yet those fears 
are overblown, as journalists based in 
China ought to have told him. And Mr 
Bernstein is simply wrong about being the 
first journalist in Kashgar for years. 

To make up for that, Mr Bernstein 
writes in a felicitous style, enlivened at 
times with a telling metaphor or a sharp- 
ish insight. There are two types of country, 
he says: one where cars stop for people, 
and the other where people stop for cars. 
In China, cars have right of way, because 
they are bigger. In China this is true of 
many things. @ 


Why Germany made it global 


How the European conflicts of 1914 became a genuine world war 


a Wp poeta proclaims the blurb ac- 
companying the first volume of 
Hew Strachan’s magnificent new history 
of the first world war, and definitive it is. 
There will be two further volumes, each 
covering, like this one, around 18 months 
to two years of the war. The result will be a 
scholarly triumph. In a field cluttered with 
competitors Mr Strachan will be lengths 
ahead. 

The book is set out on the most ambi- 
tious scale. One of its most original fea- 
tures is the treatment of the war in global, 
rather than European, terms. This was not 
just a war for the European heartland, but 
a war fought across most of the world, 
from the naval engagements at Coronel 
and the Falklands in South America, to the 
Japanese occupation of the Pacific islands 
of the German empire; from present-day 
Namibia to Afghanistan. The war was a 
world war—a term used by the Germans 
from 1914, but only in common parlance 
after it was over—because the European 
powers that fought it were the heart of 
worldwide empires, which were rallied or 
bullied to support the mother country. 

There was nothing new in this, of 





course. European wars had also been im- 
perial conflicts for at least three centuries. 
What is new here is Mr Strachan’s insis- 
tence that the global aspect of the war was 
really a German initiative. Far from limit- 
ing its war effort to fending off the encir- 
cling allied powers of Russia, France and 
Britain, German diplomats and soldiers 
tried to foment popular anti-colonial revo- 
lution in India and Egypt, to create a wide- 
spread Islamic jihad against the colonial 
rulers, to disrupt the allies’ global commu- 
nications. Britain and France, on the other 
hand, were primarily interested in one 
thing only: defeating Germany and her 
feebler ally, Austria-Hungary, in Europe. 
Nevertheless, this does not mean that 
Germany started the war. In what will no 
doubt be the most controversial argument 
in this first volume, Mr Strachan makes a 
convincing case for the outbreak of war in 
1914 as a product of blunder and delusion, 
not of deliberate German aggression. 
What brought Europe to war was not the 
great alliance blocks, nor the Europe-wide 
arms race (one aspect of the story that is 
curiously neglected here), but the last gasp 
of the old Eastern Question, which had 
plagued European diplomacy for a cen- 
tury. The problem of how to cope with 
emerging nationalism in the Balkans faced 
by the multinational empires on all sides 
(Austria-Hungary, Russia and Ottoman 
Turkey) was the nub of the problem. Aus- 







trian assertiveness as Ottoman influence 
declined was compounded with Russian 
determination to resist any encroachment 
that threatened her historic interests in the 
Black Sea region. 

Since 1870 south-east Europe had been 
the only site of European wars—1877-78, 
1912, 1913. It was host to numerous crises. 
The alliance system had never been de- 
signed to cope with the growing instability 
of the region, and when by the merest 
chance a Bosnian terrorist, Gavrilo Princip, 
was standing in the right place on the pave- 
ment in Sarajevo to assassinate Archduke 
Franz Ferdinand on that fateful day in June 
1914, a confrontation was triggered be- 
tween Austria and Serbia for which no one 
had a prepared script. The hope in Berlin 
was for a short, sharp war between the 
two, while Germany kept the other pow- 
ers at bay. Only when it dawned on Ger- 
man leaders that Russia and France were 
prepared to make the Serb issue a show- 
down did they scramble to mobilise. From 
then on Mr Strachan is at one with AJ.P. 
Taylor: timetables imposed their awful im- 
peratives on the generals. War could have 
been averted, not by German restraint, but 
only by a humiliating Austrian with- 
drawal—never the Habsburg way. 

War had not been unexpected, but the 
occasion and timing were. In a brilliant 
tour d’horizon, Mr Strachan examines the 
ideas and images that fed into the crises of 
1914. War was not caused by the exagger- 
ated fatalism and sentimentality of Euro- 
pean cultural pessimism, but it was 
conditioned by it. Once war had broken 
out, leaders and led alike found ways of 
justifying and legitimising what had 
shortly before been unthinkable. Young 
writers, bored with the bourgeois age, 
quickly constructed new values. The Hun- 
garian Aladar Schöpflin described how 
solders were “going into the totality of 
life”. War was seen as redeeming, reinvigo- 
rating, necessary. What are called here 
“the ideas of 1914” were expressed and 
communicated in a matter of weeks. The 
diplomatic powder-keg was not all that ex- 
ploded in July 1914. 
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* Because this was not a war carefully pre- 
pared and planned, things quickly went 
wrong. Chapters on the western and east- 
ern fronts chart the slow descent into mu- 
tual slaughter and operational stalemate. 
Trench systems grew on both fronts as 
commanders struggled to come to terms 
with the reality that modern weaponry 
rendered the offensive too costly to sus- 
tain. Very soon the shells began to run out 
on all sides; a little later the money to pay 
for them ran out too. The discussion of war 
finance and industrial mobilisation al- 
ready shows the shape of eventual defeat 
for the central powers. Germany and Aus- 
tria-Hungary simply did not have the 
wealth and access to (mainly) American 
money of their western enemies. Neither 
organised their industrial war effort soon 
enough or comprehensively enough to 
cope with a prolonged war of attrition. 
This conclusion should not blunt the appe- 
tite for volumes two and three. Germany, 
as Niall Ferguson’s “The Pity of War” (Pen- 
guin; 1998) showed, lasted the full four 
years of war despite these disabilities. 

Inevitably, even in a three-volume his- 
tory, some elements get less space than 
they deserve. There is too little sense of 
what life was like for the ordinary soldier 
caught up in the most colossal of conflicts, 
subjected after decades of peace to an 
environment for which nothing could 
have prepared him. Some sense of what it 
meant to kill and risk being killed, cap- 
tured memorably in Joanna Bourke’s “An 
Intimate History of Killing” (Basic Books 
and Granta Books; 1999), would make the 
book all the richer. The actors in the drama 
are more wooden than they deserve, even 
the kaiser—every pen-portraitist’s dream. 
There are also simple problems of produc- 
tion. There are shockingly many typo- 
graphical mistakes; the maps are short of 
the detailed geography of the war itself. 
The index does not give the rank of sol- 
diers, who are indistinguishable from ci- 
vilians. Glaring factual errors are few, but 
for the paperback edition Hitler must be 
put where he belongs, celebrating the com- 
ing of war with crowds in Munich, not Vi- 
enna. It was service in the German army, 
not the Austrian, that prepared him for his 
calling, to turn the Great War into the first 
world war by dint of starting a second. m 









American politics 


Inside straight 


Bad Bet on the Bayou: The Rise of 
Gambling in Louisiana and the Fall of 
Governor Edwin Edwards. By Tyler Bridges. 
Farrar, Straus and Giroux; 422 pages; $27 


IX THE crude and easy-going manner that 
used to pass as folksy among elected 
politicians in America’s deep South, Ed- 
win Edwards liked to say that he would 
lose office only if found in bed with “a 
dead girl or alive boy”. Mr Edwards served 
four terms as governor of Louisiana be- 
tween 1972 and 1996, but it was gambling, 
not under-age sex, that finished him. He is 
now facing a lengthy term in federal pri- 
son, a virtual life sentence, his lawyers ar- 
gue, since their client is 73 years old. 

In this impeccably reported and often 
hilarious account, Tyler Bridges, a Pulitzer- 
winning journalist who covered New Or- 


New fiction 


White on black 


The Dark Room. By Rachel Seiffert. 
Pantheon Books; 320 pages; $24. 
Heinemann; £12.99 


| agree np i and imagining are 
kindred activities. In Greek mythol- 
ogy, Mnemosyne, the mother of the 
muses, was also the goddess of mem- 
ory. Rachel Seiffert is a young German 
novelist, far removed in time from the 
years she describes. But she represents a 
new generation of our, as it seems, 
never-to-be-completed reflections on the 
Third Reich. Her generation was not in it 
itself, nor were her parents adult then. 
So it is the grandparents the young have 
to get back to, through oral testimony, ar- 
chival research and the act of fiction— 
through memory and imagination. 

In a dark room a picture develops, an 
image becomes clear. That happens in 
the course of the three stories which 
make up Rachel Seiffert’s excellent 
novel. The first concerns Helmut, a 
young photographer in Hitler's Ger- 
many. His parents are good Nazis, and 
he would be an active participant him- 
self but a physical disability debars him. 
He photographs obsessively, from the 
odd angle of the crippled outsider, and 
documents Berlin, its atrocities and its 
destruction. But he remains 
blind to his own pictures; they do not 





leans for the Times-Picayune newspaper 
there, picks apart Mr Edwards's antics, 
ending in his conviction last year for ex- 
torting $3m from gambling interests. 

Louisiana has a reputation for throw- 
ing up populist rascals who are proud to be 
known as rotten-government types—so 
long as the rot is spread around. The King- 
fish, Huey Long, a New-Deal-era governor, 
was a master of the style, followed closely 
by his younger brother, Earl. “Don’t write 
anything you can phone. Don’t phone 
anything you can talk,” Earl famously ad- 
vised, “Don't talk anything you can whis- 
per. Don’t whisper anything you can 
smile. Don’t smile anything you can nod. 
Don’tnod anything you can wink.” 

Mr Edwards was almost as canny as 
this famous pair. “The ringmaster of the 
Circus Maximus,” one opponent called 
him. Certainly he had a rare combination 
of charm, intelligence and political acu- 
men. Like the tele-evangelist Jimmy Swag- 
gart, another of Louisiana's fallen idols, Mr 
Edwards was the son of sharecroppers, 
raised among blacks and French-speaking 
Cajuns. He built his support on both» 


enlighten or alter him, and he remains 
complicit in the spirit if not in the deed, 
to the bitter end. Lore, the heroine—truly 
a heroic child—in the second story, has 
parents quite deeply implicated in the 
evil; and the nature of that evil, in par- 
ticular the camps, begins to be revealed 
to her during her epic trek with her 
young siblings through the ruins of Ger- 
many in the spring and summer of 1945. 
Micha, in the third story, set in Germany 
now, ruthlessly insists on knowing what 
his grandfather did with the Waffen-ss 
in Belarus. He travels to the place itself 
where, receiving the confession of a lo- 
cal collaborator, he gets as near to the 
truth as he ever will. Micha’s partner at 
home is a Turkish immigrant; he is anx- 
ious that their girl-child, born as the 
story ends, shall not have any German 
name. All three of Ms Seiffert’s stories, 
but particularly this last, circle the terri- 
ble possibility that for some evildoing 
there can be no atonement. 

The collaborator in Belarus, after 17 
years in a Russian labour camp, can still 
say: “I think there is no punishment for 
what I did.” And Micha thinks: “Years 
and generations. No way to change it. 
Never enough sadness and no forgive- 
ness.” This novel is a very readable, 


imaginative attempt to hold essential 
truths in living memory. 





Gambling got its nails into him 


groups. Cajuns adored him for speaking 
their peculiar form of French, the blacks all 
the more for destroying David Duke, a Ku 
Klux Klansman, in one gubernatorial race. 

The oil bust of the early 1980s knocked 
Louisiana flat, much asit did neighbouring 
Texas. But whereas the Texan economy 
diversified into high-tech, Louisiana 
turned to gambling, with disastrous re- 
sults; politicians were bought off by com- 


panies looking for licences for land and 
riverboat casinos, and the state became 
split between the pro-gambling populism 
of Mr Edwards and the anti-gambling sen- 
timents of the good government crowd, 
most of them Republicans. 

One argument was about New Or- 
leans. Should it have a casino? And how 
large? “Saying no to casinos,” thundered a 
good-government editorial from the 
Times-Picayune, “is saying yes to our city 
and its future.” Hoteliers battled against a 
development in the style of Las Vegas, 
afraid it would take away their regular tou- 
rist business, and an extravagant plan to 
build a fake waterway lined with palm 
trees beside the Mississippi was scrapped. 

But Mr Edwards got his way in the end. 
He was behind a rigged vote in the state 
legislature which allowed the casinos in; 
his son was soon made a consultant to 
gambling concerns. A cavernous casino 
was built in New Orleans. But it and doz- 
ens of otherneon-lit establishments across 
the state have done little to raise up the un- 
derclass: 32% of Louisianans now live in 
poverty, compared with a quarter when 
Mr Edwards first became governor. W 





Theatre 


Nice costumes, though 


How John Barton’s Homeric epic has fared after its many travels 


66™TANTALUS”, a nine-part, 12-hour 

stage work, arrived at London's Bar- 
bican earlier this month, after a tour 
through the British provinces. It is almost 
15 years since John Barton, who is best 
known for his work as a director with the 
Royal Shakespeare Company, first began 
this epic and nearly a year since he fell out 
with Sir Peter Hall over its cutting, rewrit- 
ing and directing. (Mr Barton was in no po- 
sition to block the production, though the 
two no longer talk.) And it is over six 
months since the plays first opened in Den- 
ver, Colorado. They were wafted into real- 
isation on the wings of a $10m lift-off from 
a Coloradan angel in the form of the Den- 
ver Centre for the Performing Arts. 

Well, is “Tantalus” a masterpiece? 
Briefly, no. It is big, entertaining, amusing, 
spectacular and shallow. The sets, de- 
signed by Dionysis Fotopoulos, are amaz- 
ing. But within these intriguing frames the 
actual plays have no depth. There are no 
sustained issues, no insights into the hu- 
man condition; “Tantalus” never disturbs, 
or makes the neck tingle, or fills the eyes 
with tears. Questions of ultimate causa- 
tion, motivation and inevitability are 
raised, but in a desultory way. 


Mr Barton’s scripts have a rather inter- 
esting thread running through about the 
nature and truth of drama, but this seems 
to have got lost in the rewriting. How far, 
then, is it like or not like a classical Greek 
drama? In one crucial respect it is very 
comparable. The fifth-century dramatists 





Tragedy—or Grand Guignol? 


turned for their myths to a wide variety of 
versions that were in circulation, but espe- 
cially to a patched sequence of epic poems 
that were known as the Cycle. These pur- 
ported to tell everything from the creation 
of the world to the end of the age of he- 
roes, and especially to fill in the stories sur- 
rounding the “Iliad” and “Odyssey”. Mr 
Barton has turned to the Cycle and to other 
later versions to make his own patchwork 
of stories around the Trojan war. And, like 
the Greeks, especially Euripides, he has 
gone for some of the little-known, quirky 
variants, and—again like them—he has not 
hesitated to make up stories of his own. 

The serious resemblances stop there. 
True, there is a sort of chorus, a group of 
sunbathing girls, and the characters wear 
masks. But why? Sir Peter has repeatedly 
pronounced that the Greek mask works as 
a kind of discipline or container, within 
which ideas and emotions that would be 
unbearable otherwise can be expressed. 
The inapplicability of this doctrine to the 
whimsy and burlesque of “Tantalus” is 
epitomised in a scene where King Aga- 
memnon and the prophetess Cassandra 
find fellow feeling and make love. Not 
only do they strip off all their clothes, but 
also their masks. This says clearly that the 
masks are a barrier concealing the true 
self, a deeply un-Greek notion. 

A foyer-warning that special effects 
will be used serves to alert us to an episode 
that is aboutas far from classical tragedy as 
can be. After the Greek forces have taken 
Troy, the persistently jaunty, tongue-in- 
cheek tone is suddenly shattered. Faceless 
ss-type soldiers violently strip the women 
of the chorus and brand them with red-hot 
irons. The fault is not just that the episode 
is sadistic and voyeuristic: it has no sus- 
tained resonance within the sequence-it 
is gratuitous. The serious violence in Greek 
tragedy, of course, happens off stage. 

And yet, for all its banality, this is a 
highly entertaining production, which 
keeps the majority of its audience amused 
for hour after hour. This is partly because 
there are plenty of jokes and deflating 
turns of tone at the expense of clichéd no- 
tions of the ancient Greeks and their frivo- 
lous gods. More creditably, there is much 
excellent acting, particularly from Greg 
Hicks, both as a brooding, Brutus-like Aga- 
memnon, and as a rather sinister, sensu- 
ous Priam, who towers over everyone on 
stilts. Mr Hicks’s eloquent body language 
and his crisp control of verbal registers 
really make the mask work as an intensi- 
fier. But, more than any other factor, “Tan- 
talus” is visually rich and unpredictable. 
The costumes as well as the sets of Mr Fo- 
topoulos are superb, colourful, surprising, 
full of echoes, yet not dragged down by 
any particular time or place. Apparently he 
used over 600 yards of fabric in making 
the costumes. Here, at least, the Denver 
millions were well spent. m 





Li Yuqin 





Li Yuqin, wife of the last emperor of China, died on April 27th, aged 73 


S FAR as is known, Pu Yi, the last em- 
peror of China, had five wives. For 
anyone fascinated by the turbulent history 
of China in the 20th century Li Yuqin’s life 
is the most interesting of the five. 

Pu Yi’s own story was told in “The Last 
Emperor”, a well-received film made in 
1987. He had become emperor at the age of 
three but was deposed three years later in 
1912 when the Manchu dynasty that had 
ruled China for nearly 300 years was 
swept from power. In the 1930s Pu Yi was 
made a sort of emperor again by the Japa- 
nese who had occupied Manchuria, a re- 
gion in north-east China they called 
Manchukuo. Making him emperor of 
Manchukuo, they believed, would help to 
give their occupation legitimacy. They 
gave Pu Yi a state visit to Tokyo, and pro- 
vided him with a palace in Manchukuo, an 
allowance and a Japanese military uni- 
form, and set out to find him a wife suit- 
able for his imperial status. 

He had been married at 16 to two 
women, as was the royal tradition, a senior 
wife and a junior. In western eyes the “ju- 
nior wife” was a concubine, butin Chinese 
law she had the rights of any spouse. She 
soon became fed up with Pu Yi, who was 
apparently impotent, and was granted a 
divorce. Pu Yi’s next bride died suddenly, 
perhaps, rumours say, poisoned by the 


Japanese. The senior wife was ill with 
opium addiction. For wife number four Pu 
Yi’s overlords now wanted him to marry a 
nice Japanese girl. They showed him some 
photographs and asked him to pick. He did 
not like any of them. Finally, they compro- 
mised. They showed him a picture of Li Yu- 
qin. She was Chinese, a waiter’s daughter 
affectionately known as Jade Lute, but had 
been educated at a Japanese school in 
Manchuria. He said yes. A bottle of Japa- 
nese champagne was opened. Love of a 
sort was in the air. 


The palace schoolroom 

Miss Li was then 16 and the emperor 37. 
Perhaps today this would seem no great 
age for, say, a much-married Hollywood 
romeo to look for a teenager to see him 
through a mid-life crisis. But to her he 
seemed ancient. She at first declined to 
have sex with him, and was mildly sur- 
prised that he did not press the matter. She 
said she wanted to continue her studies, 
and a schoolroom was made available in 
the palace for her and her Japanese tutor. 
She seemed to see Pu Yi more as a father, 
although rather a fierce one who would oc- 
casionally beat her. He made her write out 
alist of rules and punishments, stipulating 
what would happen if she were disobedi- 
ent. Nevertheless, later recalling her life in 
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the palace, Miss Li insisted that he was 
“very kind”. 

The Japanese had seen Miss Li as a spy 
to report any disloyal utterings by the em- 
peror. She was able to tell them that he was 
an unenthusiastic convert to Shintoism. 
He retained his Buddhist beliefs to the ex- 
tent that he forbade his servants to kill flies. 
She confirmed that he was impotent, and 
possibly homosexual. However, the reli- 
gious conscience of Pu Yi, and even his dis- 
mal sexual history, became increasingly 
unimportant for the Japanese as it became 
clear they were losing the Pacific war. 
When the end came in 1945 Pu Yi at- 
tempted to flee to Japan but was seized by 
the Russians and returned to China. Miss 
Li and others of the court were aban- 
doned. In his book “The Puppet Emperor” 
Brian Power describes the scene. “Jade 
Lute kept crying out, ‘What are we to do? 
The guerrillas will kill us.’ ” It does not 
sound brave. But she was still only 18. 

Although both Miss Li and her hus- 
band escaped the guerrillas, both were ar- 
rested by the new Communist Party 
government. Miss Li was put to work in a 
wool mill and told to study the works of 
Marx and Lenin. The party was pleased 
with her progress and she was given ajob 
in a library. Eventually she got on to the 
lowest rung of the party ladder as a local 
government officer. Pu Yi was jailed, but 
although condemned by the Chinese as a 
“war criminal” he too was treated rela- 
tively lightly. After serving nine years and 
converting to Communism, Pu Yi was par- 
doned and got a job as a gardener. While 
he was in prison Miss Li wrote to him regu- 
larly about the need for them both to re- 
pent their crimes and work for the party to 
make the world perfect, which must have 
pleased the prison censor. 

Occasionally she visited him in jail. He 
always seemed surprised that his “little 
schoolgirl” had become a sturdy member 
of the proletariat. On one visit, curiously, a 
room with a double bed had been pre- 
pared for her and Pu Yi. Miss Li was told 
that the party wanted them to be recon- 
ciled. She declined the offer of Communist 
marriage counselling and shortly after she, 
like an earlier wife, was granted a divorce. 
She married again, a television engineer, 
and they hada son. 

Pu Yi also remarried. His fifth wife was 
a nurse in a Beijing hospital. She said that 
he was an innocent unable to do even the 
simplest household chores, an odd claim 
about someone who had had to labour in 
a prison camp. He was a wily one, the last 
emperor. Jade Lute was artful, too, evading 
his clutches, going along with the Japanese 
or the teachings of Marx according to the 
needs of the times. The Abbé de Sieyés was 
asked what he had done during the terror 
that followed the French revolution. “I sur- 
vived,” he said. m 





purses 97 


WWW.IMD.CH/OWP 


FRESH MANAGEMENT IDEAS. 
CONDENSED. TAILORED. FAST. 


ORCHESTRATING WINNING PERFORMANCE June 28 - July 2, 2001 


Are you still on top of what's new? Business is changing, lack of time is a constant. IMD's OWP program remedies 
this dilemma. This program is Europe's leading and most condensed open executive program. Based on your needs, 
learn the latest in management from the entire IMD faculty, benchmark and network with executives from all 
continents, engage in constructive debate and walk away with fresh ideas and creative solutions. Sign up now and join us 


or just hope the world refuses to change. For further information contact: Mr. E.C. Craft f WHAT DO YOU DO NOW? ] 
tel. + 41 21/618 07 12 fax: + 4121/6180715 e-mail: economist.owp@imd.ch WHAT DO YOU DO NOW? 















WHY CHOOSE BETWEEN A EUROPEAN AND 
AN AMERICAN MBA? IMM GIVES YOU BOTH! 







www.mostinternationalmba.com 
IMM, the International Master’s in Management, is a joint 
venture of four top schools: Purdue University, USA; Tilburg 
University, The Netherlands; Budapest University of Economic 
Sciences and Public Administration, Hungary; and ESCP-EAP, 
Paris 


















IMM represents the most international executive MBA 
indeed, every aspect of the program is international: participants, 
campuses, faculty, curriculum, and degrees. It is designed to 
~~ ~~ accommodate the needs of executives with demanding schedules. 
Participants attend six two-week residencies interspersed over a 
two-year period, with state-of-the-art Internet support year-round 
The residencies rotate among the campuses of the four sc hools 


This distinctive, cross-cultural program leads to both an American 
MBA degree (Purdue) and a European MBA degree (Tilburg, 
Budapest or ESCP-EAP) 






THE NEXT PROGRAM STARTS JANUARY 2002 


Purdue 
+1 765 494 77 00 


Tilburg 
+31 13 466 86 00 


Budapest 
+36 1210 02 12 


ESCP-EAP | 
+33 | 49 23 27 59 


How can you become one of the 60 international professionals to 
join the next IMM entering class? Visit our website and discover the 
international meaning of success 
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Templeton College | University of Oxford 








‘Resolve to be thyself” 


Matthew Arnold 


The Oxford Advanced Management Programme 


17 June - 14 July 2001 | 30 September - 27 October 2001 
16 June - 13 July 2002 | 6 October - 7 November 2002 


World Views | Individual Focus 


The Oxford Advanced Management Programme offers senior 
executives a breadth and focus unique among management 
development programmes. Designed around three segments — 
concepts, contexts and competencies — it enables business 
leaders to examine critical issues at a global and individual level. 


The programme presents powerful insights into a rapidly changing 
business world; insights enhanced by the geographical and cultural 
diversity of its participants. Opportunities and challenges are explored 
within the wider contexts of science, economics and politics, in 
discussions led by some of Oxford University’s world-renowned 
experts in these fields. 


Sessions build on the traditions of Oxford's educational philosophy. 
Designed to support individual learning styles, these include case 
studies, simulations and group presentations. Individual tutorials 
allow participants to set their own agenda in one-to-one discussions 
with carefully matched tutors from Templeton’s faculty. 


The programme is fully residential and the College's self-contained 
environment — Templeton is set in its own wooded parkland just 
outside the City of Oxford — offers an ideal location for learning 
and reflection away from distractions. 





The Oxford Advanced Management Programme provides 
a toolkit of resources which will sustain fast-track careers 
in a world where change is the only constant. 


For further information, 
please visit 
www.templeton.ox.ac.uk/amp 
or return to: 


Dorothy Cooke 

Templeton College, 

University of Oxford 

Oxford OX1 5NY, England 

Tel +44 (0)1865 422771 

Fax +44 (0)1865 422501 

Email amp@templeton.oxford.ac.uk 


Name Job title Company 


Address 








Zip/ Postcode 
Tel Fax Email 


Templeton College | University of Oxford 
www.templeton.ox.ac.uk/amp 
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London 
2 — 20 July & 23 July — 10 August 


Over 40 courses offered in the following subject 
areas: 


w Accounting and Finance 
m Economics 

m English for Business 

m International Relations 
m Law 

m Management 


ee nee neem 
For further details and a London prospectus contact: 

LSE Summer School Office 

tel: +44 (0)20 7955 7439 fax: +44 (0)20 7955 7674/5 

email: summer.school@lse.ac.uk 
httpy//www.ise.ac.uk/summer-schools 


The London School of Economics and Political Science is a School of the University of Loncon. Itis a charity and is incorporated in England as a company limited by 


guarantee under the Companies Act (Reg No 70527) 





LSE Summer School Programmes 2001 


Intensive, high quality three week programmes taught by members of the LSE’s academic staff. 


Structured teaching methods, examined and certified to LSE standards. 


99 


Bangkok 


3 -21 September 


For the first time, the LSE will be offering a selected 
programme of Summer School Courses outside 
London in the following subject areas: 


m Accounting and Finance 
m Economics 


m Management 


natant 


For further details and a Thailand prospectus contact: 

Mentor International 28/3 Soi Ton Son, Ploenchit Road, 
Patumwan, Bangkok 10330, Thailand 

tel: +66 2 652 0073-4 fax: +66 2 255-3826 

email: ise@mentorisc.com http://www.mentorisc.com 
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© GENEVA 2001 

GA Z During the past two decades, the FAME-ICMB 

— oe < Executive Courses in Finance have become the 

iu D ZÆ benchmark for executive training in asset P e EN z 

= 9 iL allocation; Tisk renege ent forecasting and FINANCIAL ASSET MANAGEMENT AND ENGINEERING 

antitative analysis. 

<i 2 qu 

i. u “= The emphasis on practical applications and our On a fast track in asset management, product 
= renowned international faculty ensure that structuring and Private Banking? 
k- participants build skills that are directly 
3 applicable to their daily work environment. Legitimize your ambitions 
ui with the 
x< 
uu 


w 


Francis X. Diebold May 21 - 25 
ESTIMATING AND FORECASTING FINANCIAL MARKET 
VOLATILITY AND CORRELATION 


Certificate in Financial Asset Management 
and Engineering (FAME) 







4 Yacine Ait-Sahalia June 11-15 
INTEREST-RATE MODELS: THEORY AND PRACTICAL 
APPLICATIONS 


§ Paul Embrechts June 18 - 22 
MODELING EXTREMES AND DEPENDENCE IN FINANCE 
AND INSURANCE 


This: 5-week immersion program in the heart of the 
Private Banking capital region of the world is designed to 
provide a thorough understanding of international 
markets and instruments, ensure familiarity with the 
newest financial engineering solutions to improving the 
risk-return trade-off, and to” foster fluency: with the 
sources and techniques of financial information. 


























Salih Neftci August 13 - 17 
FINANCIAL ENGINEERING WITH JAVA AND C++ 






For more information please contact: 
Anita Belitz-Krasniqi 
INTERNATIONAL CENTER FAME 
40 bd. du Pont d’ Arve, CP3 = 1211 Geneva 4 — Switzerland ql 
Tel: +41 22 312 09 61 — Fax: +41 22 312 10 26 
E-mail: admin@fame.ch — http://www.fame.ch 











Kevin Wilson August 20 - 24 
SHAREHOLDER VALUATION AND SECURITIES ANALYSIS 













8 Francis X. Diebold August 27 — 31 
FINANCIAL ECONOMETRICS AND FORECASTING 





Richard Levich September 3 - 7 
EXCHANGE-RATE ECONOMICS AND FORECASTING 
















Stephen Schaefer September 10 ~ 14 
MODERN FIXED INCOME MARKETS: 

RELATIVE VALUE, ARBITRAGE, PORTFOLIO AND 
RISK MANAGEMENT 








LL.M./Masters 
in INTERNATIONAL and 
OFFSHORE TAX PLANNING 


INTERNET DELIVERED 


ONLINE delivery - Study anytime, anywhere. 
Prestigious Masters in International Taxation (MLD) for non-lawyers. 
E-Commerce ~ Tax Planning speciality. ; 


St. Thomas is accredited by the Commission on Schools of the 
Southern Association of Colleges and Schools: ` 


American Bar Association acquiesced programme. 


Course Modules include: 

e Principles of International Taxation e Tax Treaties 
* Offshore Financial Centres + Anti-avoidance 

* Trusts and other entities: * Transfer Pricing 

* International Tax Planning e E-Commerce Taxation 
* Global Estate Planning & Asset Protection 









11 Philippe Jorion September 17~ 21 


GLOBAL ASSET ALLOCATION 

















12 Russ Wermers September 24 ~ 28 


PERFORMANCE EVALUATION AND ATTRIBUTION 













13 René Stulz October 1-5 


INTEGRATED RISK MANAGEMENT 


















14 Salih Neftci October 8 ~ 12 
ADVANCED MATHEMATICS OF DERIVATIVE PRODUCTS 









15 David Cox October 29 - November 2 
IMPLEMENTING QUANTITATIVE TECHNIQUES FOR 
FINANCIAL MARKETS 



















mananan Seer baie AE een Ah St. Thomas University 
AA School of Law + miami, Florida 









For more information, please contact: 


Fabienne.Scagliola or Béatrice Candolfi For more information please contact: 



















FAME-ICMB HONG KONG UNITED KINGDOM. USA 

Av. Blanc 49, 1202 Geneva, Switzerland Michael Foggo Simon Denton Coliman Foster 
Tel: +41-22/731 95 55 Fax: +41-22/731 95 75 Te +85225421177 Tek: +44 (0)20 74797070 Tel: +1 (877) 301 4736 
Emal: geneva coors aar an Fax: +85225450550 “Fax: +44 (0}20-7439 4436. Faxe +1 (905) 474 2461 













hke@SovereignGroup. k@SovereignGroup.com _ cfoster@Soverei 
URL: _www.fame.ch/executive-education/geneva GSovesiarOrupeom _ uke SiverelerGroupicon ier @Severlgr Grays com 







www.stu.edu/tax 
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_ TETE BUSINE 
SCHOOL 


One year tull-ime in: Université Libre de Bruxelles 


arra EEE 4 In 
a P Brussels 


“Full time Situated in the heart of Europe, Solvay 
_ Part time (evening) Business School has been synonymous 
Distance Leaming — 3 a with excellence in business education 

i for over a century. 


l ae PRESTE ei In an intensive one-year programme 
-time doctorate for tes OER, foe 
care ; in English, the Master of Business 
For more information: A dmyinistration provides training in 


= dnvent the future of management 
Solvay . ; . ; 
~ MBA Open Days/Evenings 2001 Business School international management skills using a 
jaesilay 8 May 6. 00pn-8.00pm Université Libre hands-on curriculum. 
de Bruxelles 
Av. F D Roosevelt, 21. Students may customise their 
CP-145/1_ programme and specialise in European 
B 1050 Brussels, 
Belgium Management. 
‘Foe Open Day information eigum 


-Telephone +44 0274234374 iis Tel: +322 6504183 ; ; , 
: aT a aood aak pars Fax: +32 2 650 41 99 Courses, in English, are given by a truly 


e-mail: mba@ulb.acbe international faculty. 


www.ulb.ac.be/soco/solvay/mba 








London 
Business 
School 


Strengthen your financial skills. 





Financial Seminar | “As an MD or CEO, you often have a degree of entrepreneurship that is only marginally based 
for Senior Managers | 0na knowledge of finance. This course perfectly fills the gap, and enriches your ability to lead.” 
Hans COBBEN, CHIEF EXECUTIVE OFFICER, THE E-CoRPORATION, BELGIUM 


An intensive one-week ae a ; eg : 
Unless you are from a specialist background, it is unlikely that you will have acquired the financial knowledge and 


finance programme for | = skills now demanded of senior managers. You may find that you need to make strategic decisions using accounting 

non-financial managers at | information, measure customer profitability or identify the key components of shareholder value. The Financial 

London Business School. | Seminar for Senior Managers will equip you with a sound knowledge of financial principles which you can put into 
immediate and practical use. 

27 May - 1 June 2001 | After the programme, you will be able to decode financial statements, complete financial analyses, carry out project 

16 - 21 September 2001 appraisals and valuations, set financial objectives and use financial analysis to project future company profit. 

in other words, you will acquire a thorough understanding of accounting and corporate finance. These days a senior 

11 - 16 November 2001 | management position usually means financial responsibility. After this programme, you will be ready to take it on. 


10 - 15 February 2002 For further information, 
contact Adam Norsworthy, 
ee ee Clhent Services 
London Business sched: = a Py 
| vance lear Regents Part : 
London NW1 45A, UK 


g 
h in Business il. execinfo@london.edi 
ang management email: execinfo@london edu Tel: +44 (Q}20 7706 6836 


Bi FS0003 www.london edu/ execed/fi nance Fax: +44 (0)20 7724 6051 | 


















EXECUTIVE 
EDUCATION 
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Master the Marketing Challenges 
of Globalisation, eBusiness, and 
the Knowledge Economy 


Study individual modules, tailored programmes, 
or a Master of Science in International 
Marketing Online 


Please visit our website at: 


http://mscim.strath.ac.uk/e6.htm 


and then contact us to discuss how we can meet 
your specific management development needs 


University of Strathclyde, Department of Marketing, 
173 Cathedral Street, Glasgow G4 ORQ 
Tel: 0141-548 4590 Email: mscim@strath.ac.uk 


GZ Amsterdam 
& Institute of Finance 











In cooperation with the faculty of 


INSEAD 
Upcoming Courses 2001 


Financial Restructuring - Going Public (May 28 - June !) 


Portfolio Management 


- Global Asset Allocation (May 28 - 31) 
+ Fixed Income Investment {june 5 - 8) 
- Equity Investment (June 11 - 15) 
~ Real Estate Investment (june 18 - 19) 
Asset Securitization (une 20 - 22) 
Behavioral Finance (july 16 - 18) 


Measuring and Implementing 


Economic Value Added (August 29 - 31) 


Financial Innovation in Corporate Finance (Sept. 17 - 21) 
Modeling in Project Finance (Sept. 24 - 26) 
Acquisition Finance (Oct. | - 3) 
Negotiation Analysis (Oct. 4 - 6) 


For information, please visit our Web site or contact us directly. 


AIF - P.O. Box 59536, 1040 LA Amsterdam, The Netherlands 
telephone: +31-20-5200160 - fax: +34-20-5200161 


e-mail: info@aif.ni - internet: www.aif.ni 





The Management Centre 


Knowledge is 
the key... 


> Contact 


Management Centre 
University of Leicester 
Ken Edwards 
Building 

University Road 
Leicester LE1 7RH, UK 
Tel: +44 (0) 116 
252 5520 

Fax: +44 (0) 116 
252 3949 

Email: 
LUMC@le.ac.uk 
Website: 
www.le.ac.uk/lume/ 


Please quote 
ref: EC/O5 in any 
communication 


Management 
Centre 


e The Leicester MBA 
è MSc in Finance 
è MSc in Marketing 


Distance Learning or Campus Based 


è MSc in Management 
Full Time Only 


è Diploma in Management 
Distance Learning Only 


A deeper knowledge 

awaits you! 
Aq University of 
v Leicester 


Delivering excellence in University 
teaching and research 














MOU THE BUSINESS SCH 
SOLE FOR FINANCIAL 
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UNIVERSITEIT ANTWERPEN BENENE MANAGEMENT SCHOOL 





- probably the longest tradition in business education in‘ the world - 


The University of Antwerp has a tradition in management education 2 
dating back to 1852. Building on 150 years of pioneering, expe- 2 e EU-China Junior Managers Training Programme is a Euro 
rience and innovation, the University of Antwerp. Management ae y ed business training programme. T 
School offers you the opportunity to join its programme r 15 month training offers p nts a unique mixture of 


ae? oe yo ye -int ning (4 or 12 months) providing C 
Master of Business Administration : = ; aq adi ) the environment and form better 
Are you looking for a full-time MBA programme which offers the mpany visits í ings 
chance to = 


d \ 
or 7 months) providi 


- become part of a quality student population rth n average 
P quay POPE OT U cane company or Europ 


age of 28 and 4 years of work experience : een 
- experience a variely of interactive and practice-oriented teaching oon on o are now calling for applications for the training cou 

methods, business games, workshops and residential seminars Racer cmon wee $ sr 2001 in Bejing. Application deadline is A 
- study in a truly international environment (our faculty members oe ae onsult the programme 

hold PhDs from major business schools worldwide, our student spe ; : n Office about the appi 

body is drawn from 5 continents} ' 


- enjoy the experience of being a student in one of western Europe's So eae http:/ /www.hamk.fi/ip/euchina 
most historic and dynamic cities ? eee 
If you are, we would like to get to know you better. You car learn 


more about our MBA programme from our website www.uams.be 


and you can contact us at mbainfo @ua.ac.be EU-CHINA~ 


I 
Foti Manager Taming Pragaras fax: á 
CU RRRTRRM RE emal 


vA 
Ca, University of St.Gallen 


The Master of international Management (MIM) Program is 
pleased to announce the availability of 


Scholarships 


for the program beginning in October 2001, 


Sciences Po Paris 
European Union Today and Tomorrow 
Summer Program in English 





June 11 - July 28, 2001 


The MIM Program is a full-time, two-year Master of Science intensive multidisciplinary program on Europe 


degree program designed for students who have already 
earned a Bachelor Degree (or equivalent, e.g. Swiss or 
German Vordiplom} in Economics, Business Administration 
or similar fields and up to four years of business experience. 
it is taught entirely in English by senior faculty from the 
University. The program admits new candidates in October 
of each year. 


For college graduates and graduate students 
in Business, Political Science, Engineering or Law 


Distinguished international faculty at Sciences Po 
founded in 1871 
The requirements for admission in Fall 2001 are as follows: 


+ A Bachelor degree in Economics, Business Administration 
or a similar field 


Paid internships or long term employment 
opportunities with sponsoring companies 


. GMAT results (minimum score 600) 


e TOEFL results (minimum score 580) Urban campus in the heart of Paris 


* Two letters of recommendation 


. Acompleted application form which is provided on our 


. : k : Applications available at www.europaris.edu 
homepage for your convenience (www.mim.unisg.ch) 


ati, E-mail at eusp@sciences-po.fr (reference / econ2001) 
Application deadline: June 30, 2001 for admission in 
October 2001 


Interested Candidates are kindly requested to forward their 
application to MIM Program, Bodanstrasse 6, 9000 St. 


Gallen, Switzerland. Sciences Po - EU/SP 


27 rue Saint-Guillaume * 75007 Paris France 


Questions regarding applications can be directed to mim @ Tel, (33.1) 45 49 50 67 » fax (33.1) 45 49 51 42 


unisg.ch, Tel: +41-71-224 2478, Fax: +41-71-224 2473. 
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106 Appointments 
ao WORLD COUNCIL OF CHURCHES 
Py Senior Editor 


The World Council of Churchés, based in Geneva, Switzerland, is seeking a Senior Editor to oversee 
allits publications. The position is a key appointment for the WCC. 







Requirements: Five years’ high-level experience in writing and editing in religious publishing; 
creativity 1o inspire and guide writers; wide knowledge of theology, the life of churches and social 
Justice; ability to work as a team member and assume leadership; awareness of recent developments in 
publications technology. English mother tongue er equivalent, French and/or German a major asset. 
‘The-salary and benefits offered are commensurate with the level of the post. 









For further details consult: http:Avee-voe.org/wee/news/jobs.html 









Christina Minezac, 

Human Resources Manager, 

PO Box 2100, CH-I21! Geneva 2, Switzerland. 

Fax: +41 22 791 66 34 E-mail: chm@wee-coe.org and je@wee-coe.org 


or Contact 









Revised closing date: 15 June 200! 






The WCC is also seeking an Executive Web Editor. More information is available at 
hftp://wee-coe.org/wee/news/jobs.btml. 














“DO YOU FEEL LIKE YOUR CORPORATE 
LADDER HAS RUN OUT OF RUNGS? 


Do you feel the need for new challenges and opportunities? If you're a 
global. senior executive, over 40 years old and accustomed to a $100K+ 
annual salary, we can be the answer to your next jump on the ladder of 
success, Resume Broadcast International assists you in your professional 
search with the personal contact necessary for success from start to 
finish 24 hours a day, 365 days a year. Opportunity is only a phone call 
away at Tel: (619) 224-9257, Fax: (619) 224-9268 or E-mail: 
102224.3306 @ compuserve.com 


Resume 
Crouccaat ( 
international 












Resume Broadcast International 
P.O. Box 6930, San Diego, California 92166, USA. 
Tel: 619 224 9257, Fax: 619 224 9268 
Email: 102224.3306 @compuserve.com 
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Recognized as one of tthe world’s most flexible 
Distance Learning MBA/Master's or DBA/Ph.D. 

rogans, No bachelors degree required for the 

IBA (or Master's for DBA) if you have significant work 
experience. No time limits, minimum or maximum. MBA 
usually takes one year, DBA two. Transfer students 
welcome. You will not have to study material you 
already know or do not need. No exams, instead you 
write papers. Learn from successful business 
teaders/authors (many are millionaires). Fa 
members wanted. Rushmore University,1-800-662- 
7622, ec@tushmore.edu, www.distancemba.com 



























UN PEACEKEEPING 
TRAINING SEMINAR 
Auspices: 


COLLEGE DEGREES 


COLUMBIA UNIVERSITY, 
N.Y., July 9-20 
Co-Sponsor: UNITAR Programme of 
Correspondence Instruction 
WEB SITE: 
http:/sipa.columbia.edu/FUNC/un 
E-MAIL: unstudies@columbia.edu 


M.S., Ph.D. Many fields. No classes. 
NO COST evaluation! Send resume. 


6400 UPTOWN BLVD NE > SUITE 398-W 
Dept.34 + ALBUQ., NM 87110-USA 
34@centuryuniversity.edu 


















Readers are recommended 


to make appropriate enquiries and take 
appropriate advice before sending money, 
incurring any expense or entering into a 
binding commitment in relation te an 
advertisement, The Economist: Newspaper 
Limited shall not be liable to any person for 
loss or damage incurred or suffered as a result 
of histher accepting or offering to accept an 
invitation contained in any advertisement in 
the Economist. 



















P.O.Box 25288, Nicosia, Cyprus, 

Tel: 02 778475, Fax: 02 779331, 

E-mail: cima @spidernet.com.cy 
B.Sc., MBA, Ph.D Degrees 

by Distance Learning 

* Marketing > Business Administration 
* Banking * Insurance ¢ Shipping 

* Tourism * European Studies 




















ae Ot ME. ADULTS, EARN YOUR 
OANE PUST Oe Yea 


B-M-Ph.D 


WASHINGTON INTERNATIONAL UNIVERSITY 


In most fields. Student Comm. Ctr. 144 
ivy Lane, King of Prussia, PA 19406 - 
USA, FAX: 610.205 0960. 

E-MAIL: admissions @ washint.edu 
WEB SITE: www.washint.edu 


apply now for Fall 2001! 
www.cse.ogi.edu/CompFin/ 









European Agency for Reconstruction 

















































The European Agency for Reconstruction, with its Headquarters in Thessaloniki 
and Operational Centres in Pristina, Belgrade and Podgorica, is the 
implementing body for reconstruction programmes funded by the European 
Union in the Federal Republic of Yugoslavia. 


We are looking for an expert (‘Temporary Agent’ contract), who must have 
© the citizenship of one of the Member States of the European Union, 
© fluency in written and spoken English, and 
® preferably some experience of working in the Balkans and/or 
post-conflict or transition situations, 
and to whom we typically offer an 18-month contract (with the possibility of 
renewal) and a competitive salary package. 


PROGRAMME MANAGER: HOUSING RECONSTRUCTION (Ref No: PRI 010/AT) 


The programme manager will work in the Agency's Housing Sector team in 
Pristina. The team of two international programme managers and two local 
programme managers / technical assistants is responsible. to design and 
manage the Agency's assistance programmes in the housing sector. 


Tasks: Acting under the guidance of the Agency's Head of Operations Division 

for Kosovo, the programme. manager duties include: acting as a professional 

advisor to the Agency, identification of projects to be funded, drawing up the 

terms of reference for tenders and contracts, participation in tender 

evaluation committees, taking all necessary trouble-shooting actions to ensure 

project progress is in accord with targets set, as well as participation in the 

planning and management of new assistance programmes. Specific tasks of 

the programme manager will include: 

© Assess and prepare the overall programme and the individual project 
requirements in the housing sector, especially for reconstruction 

© Be in constant contact with governmental authorities (UNMIK at central 
and municipal levels), NGOs and other implementers, and technical 
assistance teams 

© Represent the Agency at a range of meetings, including those for donor 
co-ordination 

© Ensure the maximum participation of key local actors in housing sector 
programmes, and promote local capacity building 

© Undertake field visits to monitor project progress 

* Participation in the technical and financial evaluation of tenders for 
supplies, services and works, as relevant 


Job Profile: See general introduction. Furthermore, applicants should be able 
to think laterally and have an ability to prioritise and identify comparative 
advantages. Applicants need to be team players with good interpersonal and 
negotiating skills. It is important that the programme manager is able to work 
quickly against tight time constraints and be very adaptable and flexible in 
their approach. S/he will also need to be prepared to work in sometimes 
difficult conditions. Apart from fluency in English, knowledge of other EU and 
local languages would be an advantage. 


Other specific requirements are: 

® Possess a university level degree, typically in architecture or civil 
engineering 

* Minimum of eight years of professional experience, which must include 
significant experience of reconstruction work, and preferably includes 
direct experience of housing reconstruction programmes 

è Experiential knowledge of procurement and general contracting rules and 
Procedures (knowledge of EC rules and procedures would be an 
advantage) 

© Computer skills, including EXCEL, WORD and other software 

* Knowledge of property law as it relates to resolution of property rights 
issues and housing mortgage/loan programmes would be a significant 
advantage 

© Experience in the areas of urban planning and (re) construction of public 
buildings would be an added strength 






Applications including detailed Curriculum ‘Vitae, an email cover note, and 
indicating the job reference number, should be sent by e-mail only, and in 
English only to: admn@ear.eu.int 

The Agency is an equal opportunity employer and encourages applications 
from women. 

Applicants will be short-listed on the basis of their CV's, and these candidates 
will be invited for an interview. 








Deadline for the submission ‘of-applications: 28 May 2001 
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Fulfilling Britain’s commitment o world poverty 















Department for 
International 
Development 


DFID 


The Department for International Development (DFID) is 
seeking to recruit Education Advisers to work in outcome-driven, 
multidisciplinary teams, committed to reducing poverty in 
developing countries through education and skills development, 
especially for those least able to benefit from educational 
opportunities. You will be a member of DFID’s education 
advisory cadre. 


Senior Education Adviser 
Africa Greater Horn Department (AGHD), London 


You will provide advice on all aspects of education aid under 
bilateral and multilateral arrangements and on all aspects of 
education aid in respect of those countries which are the remit 
of the Africa Greater Horn Department. At present, a large 
majority of the work centres on Rwanda and Ethiopia. 


As lead adviser, you'll prepare programme proposals and 
frameworks and establish their implementation, as well as co- 
ordinating and managing advisers, field managers and education 
co-ordinators based in the countries concerned. 


Education Adviser 

Kigali, Rwanda 

You will be responsible to the Senior Education Adviser, Africa 
Greater Horn Department (AGHD), for all aspects of the 
management and delivery of DFID assistance to the education 
sector in Rwanda. This will include oversight of the mechanisms 
and the conditions. for the delivery of budget support, as well as 
the management of technical assistance financed through the 
Rwanda Education Sector Support Programme (RESSP). In this 
context, you will pay special attention to the development of the 
partnership between the Government of Rwanda and DFID. 


You will also promote effective partnerships with the World 
Bank, the European Union and others, provide regular written 
and verbal reports and participate in teleconferences with the 
London-based Rwanda team in AGHD. 


Education Adviser 

Overseas Territories Unit (OTU), London 

You'll advise the DFID’s Overseas Territories Unit (OTU) on 
education development issues affecting the islands of Anguilla, 
Montserrat, Turks and Caicos Islands, Pitcairn and St. Helena, 
with roughly 50% of your time going into the provision of 
strategic advice to Overseas Territories (OT) governments. 
Maintaining regular dialogue with OT ministries and departments 
of education, you'll ensure consensus on educational 
development strategies and their implementation. 

During the first year of the assignment, you will provide direct 


project management and implementation support to 
Ministry/Department of Education teams in Turks and Caicos and 
in Anguilla, in addition to support for national education plans. It 
is expected that this practical support will taper off leading to a 


full-time advisory role in DFID London but flexibility may be 


EDUCATION ADVISERS 


necessary. You can expect to spend at least 3 months per annum 
overseas. 


Education Advisers 

UK, Africa and Asia 

Based in offices in Central London or overseas, you'll provide 
advice to the DFID on the analysis, formulation and 
implementation of policies, strategies and institutional 
arrangements for achieving universal primary education. Further 
aims include promoting gender equality in education, developing 
skills to meet and respond to the challenges of globalisation, and 
supporting developing countries in strengthening equitable and 
effective educational provision. Managing ideas, general 
resources and knowledge, you'll have the ability to interact with 
a varied range of partners, including governments, bilateral and 
multilateral agencies, civil society, knowledge and research 
institutions and consultancy groups. 

QUALIFICATIONS AND EXPERIENCE 

All of these roles require good team skills and well-developed 
political awareness, as well as diplomacy, and the ability to easily 
communicate with and influence others. Your professional 
knowledge and experience will be complemented by a broad 
understanding of the economic, environmental, institutional and 
social issues underpinning education and development 
programmes. The ability to be flexible and able to manage 
change is essential. 

With relevant post-graduate qualifications or equivalent, you'll 
have at least five years’ experience of education work in 
developing countries. You will also be able to demonstrate that 
you have contributed to positive outcomes in relation to 
education and development. For senior positions, management 
experience is extremely important. 

TERMS OF APPOINTMENT 

All appointments are permanent and pensionable posts on 
Home Civil Service terms. The salary for the Senior Education 
Adviser will be (A1 Grade) £37,434 - £50,227 per annum, and for 
the Education Advisers (A2 Grade) £33,882 - £41,419 per annum. 
The salaries are dependent on experience and are UK taxable. 
Additional allowances may also be payable, with overseas 
appointments attracting additional benefits. 

Permanent employees must be willing to serve where posted 
around the world or in the UK. All appointments are subject to a 
10-month probationary period. Permanent employees would be 
expected to be able to give several years service before the 
normal retirement age of 60. Subject to this, applications are 
welcome to people of all ages. 

Candidates should either be nationals of Member States of the 
European Economic Area (EEA), Commonwealth citizens who 
have an established right of abode and the right to work in the 
United Kingdom or those granted refugee status as defined by 
the 1951 UN Convention on Refugees. 

Closing date: Friday 8 June 2001. 


Application forms can be obtained, quoting reference AH375/3/TE clearly on your envelope, from Department for 
International Development, Abercrombie House, Room AH375/3, Eaglesham Road, East Kilbride G75 8EA or 


telephone 01355 843352 (answerphone) or e-mail: hrod31b@dfid.gov.uk 


The Department for International 
Development (DFID) is the U 

government department responsible for 
promoting development and the reduction 


of poverty. DFID is committed to the 
internationally agreed target of halving the as 
proportion of people living in extreme 
poverty by 2015. 

DFID works in partnership with 
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governments, international and national 
non-governmental organisations, the 
private sector and institutions such as the 
World Bank, UN agencies and the 
European Commission. Most of the 
stance is concentrated on the poorest 
countries in Asia and sub-Saharan Africa, 
but we also work elsewhere, including 
Latin America and in Central and Eastern 


http://www.dfid.gov.uk 


Europe. 

DFID is committed to a policy of equal 

opportunities and encourages applications 

from all parts of the community. We 

would particularly welcome applications 

from, women, people from an ethnic 
kground and people with a 
ection is on merit. 




















INTERNATIONAL TRIBUNAL FOR THE LAW OF THE SEA 
TRIBUNAL INTERNATIONAL DU DROIT DE LA MER 


© 


The International Tribunal for the Law of the Sea, an international court with its 
seat in Hamburg, has the following vacancies, 








HEAD OF CONFERENCE & LINGUISTIC SERVICES, P-5 









Functions: Under the direction of the Registrar and supervision of the Deputy 

Registrar, the main responsibilities of the incumbent include 

¢ Supervising, organizing and planning the work of the Tribunal's translation 
and interpretation services in the official languages English and French; 

e Formulating and updating procedures and guidelines to ensure timely 
translation and consistency of terminology and style; 

* Revising and editing translations, publications and other texts of the Tribunal 
and processing official documentation related to its work; 

* Providing assistance and advice to the Tribunal and its Committees on 
matters related to conference and interpretation technology, text processing 
and publications; 

+ Where appropriate, guiding and training staff of the Tribunal in this area of 
activity, evaluating their performance and participating in the recruitment 
process; 

¢ Testing and recommending external contractual translation, interpretation and 

general conference services; 

Submitting related budgetary and personnel proposals. 























Qualifications and Experience: At least ten years of working experience in 
translation, including at least five years of experience performing revision 
functions in an international organization. Complete command of English and 
French, full computer literacy and good administrative skills. Familiarity with 
terminology of the law of the sea, international law and related areas an advantage. 









LEGAL OFFICER (P-4) 





Functions: Under broad guidance of the President of the Tribunal and 

supervision of the Registrar main responsibilities are: 

* Undertaking studies and/or reviewing research in the field of public and 
private international law, law of the sea and administrative law: 

* Interpreting resolutions, statutes, treaties, agreements or other legal 
instruments and examining precedent relating to the functions, structure and 
activities of the Tribunal; 

¢ Providing legal opinion, advice and assistance in resolving procedural and 
substantive legal questions during sessions and meetings; 

+ Coordinating secretariat services to the Tribunal, its Chambers and 
Committees and preparing background materials, reports and papers; 

* Synthesising States Parties’ views and practices on particular issues and 
drafting agreements, contracts, internal rules and regulations: 

e Consulting with counterparts in other organizations and participating in 
negotiations with representatives of States Parties and the host country; 

+ Representing the Tribunal at conferences and meetings of other 
organizations, on internal bodies, boards or committees; 

e Preparing briefs and representing the Tribunal in proceedings before 

administrative tribunals and any other judicial or quasi judicial body. 




















Qualifications and Experience: Advanced degree in law from a recognised 
university with eight years of relevant international experience which may include 
further specialisation, of which at least five years should be in an international 
organization. Computer literacy and an excellent knowledge of English or French 
with working knowledge of the other is required. Knowledge of relevant 
procedures and practices of the United Nations common system an advantage. 









Due to the anticipated volume of applications all internal candidates and only 
those external candidates under serious consideration will be acknowledged. 





The Tribunal reserves the right to appoint candidates at one level below the 
advertised post. 








Remuneration: A two-year fixed term contract, attractive tax-free salary with ` 
United Nations benefits and allowances, Closing Date; 1 June 2001. Only short- 
listed candidates will be contacted. Applications to: International Tribunal for 

the Law of the Sea, Personnel Department, Am Internationalen Seegerichtshof 1, 
D - 22609 Hamburg, Fax: 0049 (40) 3560-7155, or itlos @itlos.org 

















































Opportunity International Malawi 
Sn _ BANK CEO 
based in Lilongwe 





Opportunity International (OI) Malawi is funded by DFID to offer a 
range of financial services to Malawi’s poor in a profitable and 
sustainable manner. Ol Malawi requires a CEO to establish a bank to 
provide these services and to deepen Malawi's financial services 
sector. 


The CEO must have not less than 5 years experience in a reputable 
commercial bank and should have the vision to target sectors of the 
market that are not served by competitors. He or she will introduce 
an innovative range of financial products, technology and delivery 
mechanisms as yet unavailable to Malawi's poor. 


The CEO must have a good understanding of international banking 
law and should have a-wide range of experience of conducting 
business with the Central Bank and other financial institutions. The 
CEO will position Ol Malawi as a market leading financial institution 
enjoying sustainable growth and long term viability in a competitive 
environment. He or she will be a member of the Chartered Institute 
of Bankers and be in sympathy with the Christian ethos of Ol. 
Competitive salary to be negotiated. 


To apply, send a CV and covering letter to: Neil Cuthbert, Director, 
Opportunity International UK, Angel Court, 81 St Clements, 
Oxford, OX4 1AW. 


Email: jobad@opportunity.org.uk 
Tel: +44 (0)1865 725304, Fax: +44 (0)1865 295161. 
www.opportunity.org.uk 
Closing date: 5th June 2001. 


Only short-listed candidates will be acknowledged 









INTERNATIONAL HEALTH 
CONSULTANTS: LIVERPOOL AND 
MALAWI 


LATH is a subsidiary company of the Liverpool School of 
‘Tropical Medicine. Our mission is to make a substantial 
contribution to improving the health of less advantaged 
communities overseas through the provision of quality 
consultancy and project management services. We seek the 
following international health consultants to help us achieve our 
mission: 

1. International Health Consultant 

c. £32,000 plus benefits; 3-year contract in first instance 

Based in Liverpool, you will have a successful consultancy track 
record in health sector reform in developing countries in one of the 
following fields: Health Economics, Health Financing and 
Planning, Health Systems, HRD. Ideally you will have experience 
in proposal writing and project management. Closing date: 4 June. 
2. Consultants in Sexual and Reproductive Health 

£35,000 - £40,000 plus allowances; 3-year contract in first instance 
We invite expressions of interest for two posts based in Malawi. It 
is anticipated that these posts will be required for 2 - 5 years from 
August 2001. One post will advise on national SRH programme 
management, the other on STI control and management. 
Closing date: 18 June. 

Candidates should have a relevant post-graduate 
qualification. Further information can be obtained from our 
web site: www.lath.com or from The Personnel Officer, 
Liverpool School of Tropical Medicine, Pembroke Place, 
Liverpool L3.5QA. Tel: 0151 708 9393. If interested, please 

forward your C.V., covering letter and 
` names of 3 referees to the Personnel 
Officer by the dates mentioned for each 
post (specifying which post you are 
interested in). 
LATH is an Equal Opportunities and 
investors in People Employer 
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Liverpool Associates in Tropical Health Ltd. 
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ORGANISATION DE COOPERATION ET DE DEVELOPPEMENT ECONOHIGUES 


OECD ((@ ocne 


ORGANISATION FOR EQOROMIS CO-OPERATION AND DEMELGPRERT 


Leading the Global Tax Debate... 


The OECD is an international organisation with some 2000 staff. We 
currently have the following two vacancies in our Paris-based Centre for Tax 
Policy and Administration of the Directorate for Financial, Fiscal and 
Enterprise Affairs: 


¢ Advisor ~ Exchange of information / VAC(01)030 
International Co-operation, Exchange of Information and Harmful Tax 
Practices Division 
For further information please contact 
Grace,Perez-Navarro@oecd.org / tel: (33 1) 45 24 18 80 


¢ Head of Transfer Pricing Unit / VAC(01)031 
Tax Treaty, Transfer Pricing and Financial Transactions Division 
For further information please contact 
Jobn.Neighbour@oecd,org / tel: (33 1) 45 24 96 37 








For further queries from tax lawyers, tax administrators, public finance 
economists, accountants please contact Jeffrey Owens, Head, Centre for 
Tax Policy and Administration at jeffrey.owens@oecd.org. 


The OECD is an equal opportunity employer and encourage applications 
from female candidates. 


Detailed job descriptions can be found at wwwoeed.org/hrm. Applications 
from nationals of OECD Member countries, quoting the reference indicated 
above, should be sent via the on-line application form which can be found on 


http: //wwwoced.org/brm/ by 7 June 2001. 


Only candidates selected for interview will be contacted. 

















@COTEC 


RESEARCH & CONSULTING 





Public Policy * Senior Consultants / Consultants 
Consultancy and Research * Trainee Consultants 
* Research Assistants 


* Vocational Training and Education * Life Long Learning 
* Social Exclusion and Equal Opportunities 
* Justice and Home Affairs 


(a) Social Policy 


(b) Management * Programme Management * Modernisation Agenda 
Consulting * Best Value 
* Business Planning/Economics and Resource Accounting 
* Sector Stadies and Enterprise Support 
+ Communications and {CT 


ic) Planning and * Urban and Regional Development 
Regeneration * Housing and Spatial Planning 
* Community and Local Economic Development 
* Environmental Economics and Sustainability 


ECOTEC provides specialist policy consultancy, research and implementation services to a 
range of clients at the local, national and international levels. We are seeking additional staff 
at senior and junior levels across the full range of our services. Applications are invited from 
candidates with appropriate skills and experience from consultants and/or practitioners for 
senior posts. Trainee consultant applicants must have a qualification at the postgraduate evel, 
Please visit our web site: www.ecotec.com. 

We have recently formed a new company together with the Netherlands Economic Institute 
and Kolpron Consultants ~ the ECORYS Group -with a combined turnover over @50m p.a. 
and a staff of over 500. These new appointments ave intended to help us make a step change 
in our growth and market share. We are committed to the development of a pan-European, 
employee owned company. 

Posts are available in Birmingham, London, Leeds, Brussels and Cardiff, We can offer a 
unique combination of intellectual challenge, social relevance and variety of work. Our 
tailored one-year trainee programme provides for rotation across the range of business units 
and where appropriate for international secondment. 


Applicants must be EU nationals or persons having a legal right to werk in the United Kingdom. 


To apply send CY and letter of application stating how you meet the criteria stated on the web 
site, include the reference number for the post you wish to apply for and your current salary. 
We need to receive applications by 28 May 2001. 

To Pat White, ECOTEC Research & Consulting Limited, 

28/34 Albert Street, Birmingham B4 7UD, UK 

or email address: Pat_White @ecotec.co.uk, 


ECORYS @ 
he KORYT pawi 








Tractebel Development 


ai Engineering 


ba 


RAILWAY, ROAD AND BRIDGE/TUNNEL ENGINEERS 







For various short and medium term assignments overseas IN THE TRANSPORT SECTOR, 
in projects financed by the EC or multi-national lending agencies, 

Tractebel Development Engineering wishes to update its database of 

FREE-LANCE SPECIALISTS (m/f) with more than TEN YEARS of international experience. 


TRANSPORT PLANNERS, ECONOMISTS, ENVIRONMENT SPECIALISTS AND SOCIOLOGISTS 
PROCUREMENT SPECIALISTS, CONTRACT MANAGERS AND SITE SUPERVISORS 


Mission : © Advice to government transportation agencies and operators on programming, budgeting, or restructuring. 
© Transport infrastructure project studies (pre-feastbility, feasibility, detailed design). 
© Procurement, tender documents, contract management, works supervision. 


Please send your detailed up-to-date Curriculum Vitae by E-mail to : recruitment.engineering@tractebel.com 
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For more info on Tractebel Engineering, surf on www.engineering.tractebel.com 
















The Open Society Initiative for West Africa, a recently established 
member of the network of Soros Foundations, seeks an Executive 
Director, The Foundation supports and originates programs in the West 
African region that promote democratic development, law reform, 
human rights, women’s empowerment, independent media and other 
elements of open society. The director must be knowledgeable about 
the region and fluent in English and French. S/he should have a 
demonstrated commitment to open society values and at least five 
years of significant managerial experience. 





The director would be based in West Africa and would oversee a small 
staff. and report to a Board of Directors in the region. Salary and benefits 
are competitive. Resumes should be submitted no later than May 25, 
2001 to: 


Kim Brice 
Open Society institute 
180,-Rue Mousse Diop 
2eme etage à droite 
Dakar Senegal 

Fax: +221-842-3076 

Email; korice@sorosny.org 




























ADAM SMITH 
INSTITUTE 


Consultants - Privatisation and Utility Reform and Regulation 
2 Full Time Positions London 
To £40k +Benefits 


The International Division of the Adam Smith Institute (AST) is a 
consultancy that delivers technical assistance to reforming governments 
in transitional economies and the developing world. 





As a result of the rapid growth of our Utility and Enterprise Reform 
Practices, ASI is looking to recruit two full time consultants to manage 
and participate in existing and new international assignments. 


We're looking for people with 2 ~ 5 years consultancy experience in 
privatisation, utility reform/regulation or a closely related field. 


You'll ideally have a track record of working on international donor 
funded projects and you're likely to hold. a professional qualification 
and/or an exceptional post-graduate degree in economics from a world- 
class university. 

Piease send a CV and covering letter, with details of your current 
remuneration, to economist@adamsmithinstitute,com 



























Department for 


International 
Development 





The British Government Department for international 
Development (DFID) has supported hill agriculture and 
associated research in Nepal for 33 years. DFID now supports 
agricultural research through its Hill Agriculture Research 
Project (HARP), which commissions research outputs from 
qualified providers on a competitive basis. HARP has 
promoted a reform agenda within the component institutes of 
the agricultural research system, and also a national 
competitive grant fund for both agricultural research and 
development projects in Nepal. 


The HARP has been managed by an expatriate Director since 
1996, but now has been placed under the management of a 
Nepalese national. Project emphasis has now switched from 
establishing and demonstrating the concepts and systems of 
competitive funding of agricultural research and development, 
to consolidating and embedding these principles within Nepal 
on a sustainable basis. 


An Adviser based in Kathmandu is required who can provide 
capacity to further institutionalise competitive grant funding 
principles within agricultural research and development in 
Nepal. You should also support broader institutional 
development already ongoing in research institutes. This post 
will be for a two year period by which time it is expected that 
a National Research fund will be established. 


reduce. world poverty 


Fulfilling Britain’s commitment to 


The Department for International 
Development (DFID) is the UK's 
government department responsible for 
promoting development and the reduction 
of poverty. DFID is committed to the 
internationally agreed target of halving the 
proportion of people living in extreme 
poverty by 2015. 

DFID works in partnership with 





governments, international and national 
non-governmental organisations, the 
private sector and institutions such as the 
World Bank, UN age 
European Commission. Most of the 
assistance is concentrated on the poorest 
countries in Asia and sub-Saharan Africa, 
but we also work elsewhere, including 
Latin America and in Central and Eastern 


RESEARCH MANAGEMENT ADVISER 


QUALIFICATIONS AND EXPERIENCE 


You will have a BSc in Natural Resources and a postgraduate 
qualification in Management. It is essential that you have 
proven skills in facilitation and communication in written and 
spoken English. 

Broad experience in institutional management, development 
and assisting change in government organisations in 
developing countries, is required, as well as. a proven ability to 
work effectively in multicultural/multidisciplinary teams to 
promote dynamic change. Experience in research 
management and in South Asia is desirable 


TERMS OF APPOINTMENT 


The duration of the appointment is for 2 years subject to a 6 
month probationary period. The salary will be circa £42,000 
per annum dependent on-experience, is UK taxable and also 
includes an element in lieu of employer's share of | 
superannuation. Additional allowances may also be payable. 


Candidates should either be nationals of Member States of 
the European Economic Area (FEA), Commonwealth citizens 
who have an established right of abode and the right to work 
in the United Kingdom or those granted refugee status as 
defined by the 1951 UN Convention on Refugees. 


Closing date: Friday 1 June 2001. 


Application forms can be obtained, quoting reference AH375/SD/ARA/TE clearly on your envelope, from 
Department for International Development, Abercrombie House, Room AH375/5D, Eaglesham Road, East Kilbride 
G75 8EA or telephone 01355 843597 (answerphone) or e-mail: group5d1@dfid.gov.uk http://www.dfid.gov.uk 





Europe. 

DFID is committed to a policy of equal 
opportunities and encourages applications 
from all parts of the community. We would 
particularly welcome applications from, 
women, people from an ethnic minority 
background and people with a disability, 
Selection is on merit. 


cies and the 
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“""" JOB HUNTING INTERNATIONALLY? ~~": 
$100-1M+ in 39 Countries-Targeted Resume Mailings 
www.executivejobfinder.com 
EuropesAsia*Middle EasteU.S.*Affordable/Easy/On Target 
Serving the world’s top executives. EXECUTIVE: 


T: +1.415.383.6200 F: +1.415.388.5164 TOB TINDER, 
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JOB HUNTING INTERNATIONALLY? 
Executive $75K-500K+. Career searching into, within or out of 
Asia / Europe / M.East / U.S.? Contact for Free Info & Critique 


www.careerpath.co.uk 


Fax: Email: 
USA/Canada +1 202 4781698 cpamerica@careerpath.co.uk 
Europe +44 20 75048280 cpeurope@careerpath.co.uk 


Asia / M. East / Aus +66 2 2674688 cpasia@bkk.loxinfo.co.th 








The Robert Bosch Foundation (Robert Bosch Stiftung 
GmbH), established in 1964, embodies the philan- 
thropic and social endeavours of founder Robert 
Bosch (1861-1942) within the structure of the Bosch 
organization. 


Within its new priority program on International 
Research into the Development of Sustain- 
able Agriculture and Forestry the Robert Bosch 


Foundation invites applications for positions of 


_ Junior Research Groupleaders 


The Robert Bosch Foundation provides unique 

opportunities for outstanding young scientists to 

establish independent research groups (equivalent 

to junior professorship) for up to 5 years at a German 

University or an associated German research institute 

in one of the following areas: 

e biodiversity, genetic resources 

genetically modified organisms 

regional development in rural areas 

e institution building and human capital formation 

e management of environment and natural resour- 
ces 


All research topics should:focus on the development 
of sustainable land use in Central and Eastern Euro- 
pean countries or tropical and subtropical areas. 


Closing date for applications: 2 July 2001 


For further information and application guidelines 
please contact the below. 


ROBERT BOSCH STIFTUNG 


Robert Bosch Stiftung GmbH 

Dr. Ingrid Winning 

Postfach 10 06.28, D-70005 Stuttgart 

Internet: www.bosch-stiftung.de/juniorresearch/ 
E-Mail: ingrid. wuenning@ bosch-stiftung.de 
Tel.: ++ 49 (0) 7114 60 84 36, -35 
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me PMTC 


Project Management 
Training Consultants 


mamateni 


CORPORATION 


Revenue Authority Reform 






We are actively recruiting Professional Consultants 
with a proven capability of managing institutional 
change by working closely with expatriate and 
indigenous project teams for a number of prospective 
assignments in Africa, SE and Central Asia. 


Consultants are required with experience in the 
various aspects of implementing tax and excise policy. 
legislation, administration, debt management, 
research and analysis, computerisation, management 
information and revenue accounting systems, human 
resource development, monitoring and evaluation. 


If interested please write with CV attached to Christine Catmur, 


Q 


INVESTOR IN PEOPLE 


e-mail: 
Tel: 


recruitment@pmtc.org 
++44 (0)1234 720232 
PMTC International Limited 
Riverside House 

The Green, Harrold, 
Bedfordshire, MK43 7DB 
United Kingdom 
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nders 
a REQUEST FOR EXPRESSION OF INTERESTS 
AZERBAIJAN REPUBLIC 
Agricultural Development and Credit Project 


Credit No: 3236-AZ. | 


1. This request for expressions of interest follows the General Procurement Notice for this project | 
that appeared in Development Business, issue No. 515 of July 31, 1999. 


2. The Government of the Azerbaijan Republic has received a credit from. the International 
Development Association (IDA) and intends to apply part of the proceeds of this credit:to payments 
under the contract for an institution with extensive international experience with retail banking, rural .} 
finance and credit cooperative development to serve as an implementing agency. (bank) for the rural 
| credit component of the Agricultural Development and Credit Project, A requirement for selection of I. 
i an institution as the implementing agency will be the willingness of the institution to share the crèdit f 
risk associated with the credit line by asing its own funds to co-finance 20 percent of each sub loan. | 
made to the LFIs under the project. ‘This risk sharing mechanism has been designed to provide i 
incentives to the selected agency to assure the quality of its technical assistance as well as the careful y 
screening of borrowers and strong incentives to recover loans. 


3. The services of the implementing agency will inchide the: (i) establishment of a network of local | 
financial intermediaries (LFIs) comprising credit cooperatives and borrower's groups; (ii) provision of F- 
management, information, and. accounting systems for the LFIs (ii) the training of LFI staff and | 
members based on appropriate operational manuals and procedures; and (iv) administration ofa TDA: ae 
financed credit line to be on-lent through the LFIs created under the project. The project is expected f. 
to take four years to implement and is estimated to cost US$33.7 million total of which $15.3 million 
is earmarked for the rural finance component. ii 


i 4, The Agency for Support to the Development of the Agricultural Private Sector for the y 
Agricultural Development and Credit Project'now Invites eligible institutions to indicate their interest] 

in providing the services. Interested institutions- must provide information indicating that they are i 
qualified to perform the services (brochures, description of similar assignments, experience in similar: | 
conditions, availability of appropriate skills among staff etc.) and must indicate their willingness to use | 
their own funds to co-finance 20 percent of each sub-loan made under the credit line. 
5. The Implementing Agency will be selected in accordance with the procedures set out in the H 

| World Bank's Guidelines: Selection and Eniployment of Consultants by World Bank Borrowers, À 
January 1997 (revised September 1997, and January 1999). 


6. Interested institutions may obtain further information at the address below from 09:00 to 17:30 i 
| hours, Monday to Friday. 


7. Expressions of interest must be delivered to the address below by June 1, 2001. 


Vagif Huseynov, Director 
Agency for Support to the Development of the Agricultural Private Sector 
Agricultural Development and Credit Project 
Room No. 811, Government House, 40, U Hajibekov Sir., Baku-370016, Azerbaijan 


| Contact person: 

| Mr Huseyn Huseynov 

| Procurement Officer 

| Tel: +994 12 97 13 OF 

| Fax +994 12 98 13 95 

| E-mail: guseinov@azenrotelcom 

















Travel 





EUROPE'S LEADING LIGHT 


EuroCross hub at EuroAirport Basel. 


CROSSAIR 





i The Qualifiyer Group 


CUT THE COST OF YOUR STAY IN LONDON 
Comfortable self-contained serviced studio 
flats In Knightsbridge near Harrods, fully 
equipped kitchen-dinette, bathroom, phone, 
satellite T.V., central heating, elevator, maid 
service, resident manager. Suit 1-2 persons. 


Brochure by AirMail: 
Knightsbridge Service Apartments 
45 Ennismore Gardens, London SW7 1AQ. 
TEL: 020 7584 4123 Fax: 020 7584 9058. 
info@ksflats.demon.co.uk 
www. ksflats.demon.co.uk 


 M*LONDON'I® 
R Quality serviced apartments offering best value P| 
a for money. Our apartments offer great savings 

y g 








Become owner of Internet Casino! 
Best terms on the Web! 
www.SALECASINO.COM 




















Crossair of Switzerland, Europe's largest regional airline offers more than 28 daily 
departures from the UK and Ireland to Switzerland. In addition, Crossair also offers a 
network that encompasses over a 100 destinations in over 30 countries through its 


For further information contact your local travel agent 
or, +44 845 607 3000, www.crossair.com 





nternational 
Property 





G. Village Gold Coast Sth Ave 
Pre-War Dazzle! 
2 Bed/1.5 Bath Co-op 
Triple Mint Renovation North and South 
Exposures, 10 Ft Ceilings. 
Chef Kitchen, Sub Zero, 
Full Service Building, Roof Deck. 
Nancy Lee 
The Corcoran Group 
212-539-4961 








compared to hotels. Fully serviced, private 

M patroom, kichen, TV, telephone, central ill 
heating, elevator, 

G Centrally located in Kensington area a 


@ Tourist Board Approved @ 
Ashburn Garden Apartments 

a 3 Ashburn Gardens a 

T South Kensington, London SW7 4DG, UK P| 


www.ashburngardens.co.uk 
W info@ashburngardens.co.uk W 
t Tel: ++44 207 370 2663 









Would you like to become a Syndicated 
Underwriter of the European Chamber of 
Commerce & Industry? 

Including Founder Member of a US Bank 
Charter & Founder Member of a 
Lloyds Captive Insurance, 

Please visi www.eurochamberworld.org and 
click on on UNDERWRITERS for full details or 

contact us at ECCE 

Vel: +435-20-60}4154 

Fax: +431-20-524 8263 
Email: underwriters @ eurochamberworld.org 
Homepage: www.eurochamberworld.org 


ARE YOU A FUNDRAISI X ERT 
We offer excellent profit share + equity for serious parte 
ner/capable team who can raise pre IPO capital through 
Regulation D 506 and/or bond afferings/private place 
ments on behalf of our member companies. Fortune 300 
management and board. Powerful business concepts 
with SO% + share value in 100% security for 
investors through Top 50 bank guarantees. 

Interested in long term mutual beneficial business 

relationship, 

European Chamber of Commerce & Industry. 
Tek 4431-20-60 14154 Fax: 4431-20-24 8263 
Email: parters@eurochamberworld.org 
Homepage: www,eurochamberowrld.org 





















Fax: ++44 207 370 6743 
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PY SWITZERLAND 


Lake Geneva & Alps 
Attractive properties, overl views, 1 to 
5 bedrooms, from SFr 250°000. 
Swiss citizens authorized. Leadin company 
established in 1975. Experience. Discretion. 
REVAC S.A. 
52, Montbrillant, CH-1211 GENEVA 2 
Tel. ++41 22/734 15 40, Fax 734 12 20 
Www.revac.net 























PUBLISH YOUR WORK 
ALL SUBJECTS CONSIDERED 
WRITE OR SEND YOUR MANUSCRIPT TO. 
MINERVA PRESS 
315-317 REGENT ST 
LONDON W1B 2HS. UK 
www. minerva-press.co.uk 





Formation and administration of 
companies, opening of bank accounts 
tel/fax/mail forwarding service 


E-mail; london@ 
HUNGARY 
Tel: +36-1-217-96-83 
Fax: +36-1-217-44-14 


FOR OUR 110 PAGE COLOUR BROCHURE CON 


6 
13-7177 
ik romania@laveco.com 
: CYPRUS 
Te: +357-4-62 
Grosvenor Cou 3 
isle of Man, IM 
TEL: +44 1624 81 
FAX: +44 1624 8170 a 
E-mail: economist@o6era.com 





| 
——— WWW.ocra.com — 


1509002 94 Certificated » A member of the Estate and General Group established in 1935 


Manage your own 
broker account ! 
stock. laveco.com 








The | 
Economist 


TO ADVERTISE 
WITHIN THE 
CLASSIFIED SECTION 
CONTACT: 


Will Wilkinson, 
London 
Tel: (44-20) 7830 7000° 
Fax: (44-20) 7830 7111 


willwilkinson @ economist.com 


Stephen Welch, 
New York 
Tel: (1-212) 541 5730 
Fax: (1-212) 247 1325 


stephenwelch @ economist.com 
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e OWNED BY LAWYERS AND ACCOUNTANTS e CONFIDENTIALITY GUARANTEED @ BANK INTRODUCTIONS 


The SCF Group, est. in 1989 provides full ranges of offshore services at what we believe are the 
most competitive rates currently available by a licensed professional firm. 


















For immediate, friendly advice, please contact: 
Helen Harper LL. B (Hons), Dip. Law, AOI Janson Lotery B.Sc (Hons) 
E-mail: helen@scigroup.com E-maik janson@scigroup.cam 
Charles Baker M.A. (Hons) 
E-mail: charles@@scigroup.com 


esT: Joen LONDON: 
THCENSED cü. 90-100 Sydney St.. Chelsea 


London SW3 GN 
p TRUST MANACENENT ww.scfgroup.com/ec 




















Tek +44 (8) 2 
Fax +44 i0) 2 








Offshore Companies, 


Banks, Trusts, Foundations, | MON TE-CARLO 


Bank A/Cs , - ; ; 
First for prestige business and special occasion events management in 
Monaco and the Riviera. Combining World Class business and 
www.GLOBAL-MONEY.com entertainment facilities with World Renowned pleisure activities 
Tel/Fax: +33 4.93 41 98 94 
www.absolutelymontecario.com 























CANADA... 


just one click away 





s experience, provide expert 
tions professionally and 
confidentially prepared, 
businessmen and investors. 


OFC CONFRATERNITY CANADA LTD, 
823-409 GRANVILLE ST. VANCOU , BC, CANADA, V6C IT2 
TEL; (604) 669 0389 FA 604) 669 3905 
www.oiccanada.com passport@infoserve.net 








The offshore professionals since 1977 


AND TRUSTS EXPERTLY FORMED AND 


CORPORATION REGISTRATION IN 
SWITZERLAND 
Establishment in Switzerland for All Firms 


We offer you THE best support in a professional way for your operation 
in Europe & all over the world featuring: 


OVERALL lowest business taxes IN the world 

FREE inheritance/donation tax 

SPECIFICALLY in THE chosen COUNTIES OF Zug & 
Schwyz 

INCORPORATION / headquarters transfer 

trade business / distribution 

invoicing / administration / accounting 

office services: (FAX, e MAIL,RECEPTIONIST) 

Licences / Patents 

Property or Office leasing 

estate tax reduction 

asset seizure protection 

tax minimization 


Since 1987 The Sovereign Group have been 
assisting individuals and companies to achieve 
savings in tax. We provide a full range of onshore 
and offshore services designed to save tax for VISIT OUR WEBSITE: 
z SovereignGroup.com 
you and/or your company. Call us and we will 
be pleased to show you how our services 
can save you money and maximise the 


value of your assets. 





business 
& personal 


| tax solutions 


forty years active experience of international business 





precall from Europe : 0041-4 
precall from USA : 011-41-41/ 
phone > {850 09 86 
fax : / 85009 88 


William H. Byrnes 
{ 74 2468 
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ma Economic and financial indicators 


Overview 


America’s labour market generated more 
than its share of bad news this week. Unem- 
ployment rose in April, for the second month 
in a row, to 4.5%—the highest since October 
1998. For the first time in six years, workers’ 
productivity actually fell in the first quarter, 
atan annual rate of 0.1%, after an average 
growth rate of 4.3% in 2000. These figures 
were far worse than the markets had ex- 
pected. Investors were also disappointed 
when Cisco, a maker of Internet equipment, 
reported a net loss for the third quarter. The 
Nasdaq Composite dipped by 2.9% during 
the week, but the Dow Jones was buffered by 
an optimistic long-term outlook from Gen- 
eral Electric. The dollar rose by 0.5% in 
trade-weighted terms. 


The European Central Bank took markets by 
surprise by cutting its key interest rate bya 
quarter-point to 4.5%. The Bank of England 
also cut rates by a quarter-point to 5.25%, In 
the euro area unemploymentin March fell 
slightly, to 8.4%, and annual producer-price 
inflation slowed to 4.1%. Euro-area broad- 
money-supply growth quickened to 5.0% in 
the year to March. The euro depreciated by 
0.4% in trade-weighted terms. 


A sharp economic slowdown may be on the 
cards for Germany. Industrial production fell 
by 3.7% in March alone, dragged down bya 
drop of 13.6% in new construction. Year-on- 
year growth in industrial output dropped to 
1.4%. German unemployment rose for the 
fourth month in a row, but the jobless rate 
remained unchanged at 9.3%. 


Japan's Nikkei index hit a new high for the 
year on May 7th, but then fell by 3.1% after 
an outline of his economic reforms from the 
new prime minister, Junichiro Koizumi, 
failed to live up to expectations. A poor per- 
formance by American high-tech shares also 
hurt the Nikkei. The yen rose by 0.2% in 
trade-weighted terms. 


Australia managed to trim its trade deficit 
even further, to $2.7 billion in the 12 months 
to March. The deficit has narrowed by more 
than two-thirds from its level of a year ago. 


The bottom table on the page opposite shows 
new budget balance estimates for 2001, 
from the oecp’s latest Economic Outlook., 


Data on more countries are available to 
subscribers on www.economist.com 
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Output, demand and jobs 
% change at annual rate 
The Economist poll Industrial Retail sales Unemployment 
GDP GDP forecasts production (volume) % rate 
Ae: = ___iqtr lyear 
Australia -2.2 +21 06 
Austria +17 +26 04 
































Belgium +49 +31 ù% + 
Britain +14 +25 m 
Canada 2.6 

Denmark +49 

France +40 

Germany 

Italy +32 + 

Japan + 3.0 


a +38 +28 0 
9 +37 06 
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Prices and wages 
% change at annual rate 
The Economist poll 
Consumer prices* consumer prices forecast 
oe 2001 2002 
+23 +5. 


Producer prices* 


Wages/earnings 






























Denmark + 2. 
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“Not seasonally adjusted, 
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mney and interest rates The Economist commodity price index 














1995=100 
Money supply* Interest rates % p.a. (May 9th 2001) 2 g % change on 
% change on year ago 3-mth money market 2-year 10-year gov'tbonds corporate Mayist May 8th One one 
narrow broad latest __yearago__gov'tbonds latest _year ago _ bonds  Sollarindex 













6.53 7.03 
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a nee Aree aOR Ae t Euro index 

arrow: M1 except Britain and Sweden MO, broad: M2 or M3 except Britain M4, [Germany for bonds. Benchmarks: US 30-year 5. ti 

729 1.25%. Central bank rates: US fed funds 4.50%, ECB refinancing 4.75%, BOJ overnight call 0.01%, BOE repo 5.50%. Allitems 

urces: Commerzbank, Danske Bank, J.P. Morgan Chase, Royal Bank of Canada, OM Fixed Income Exchange, Warburg Dillon Read, WEFA Yen index 

oup, Westpac, Thomson Financial Datastream. Rates cannot be construed as banks’ offers. lLitems 92.0 92.8 +10 +68 
tockmarkets 

arket indices 





% change on 


2001 one record Dec 31st 2000 
week high in local in$ 
currency terms 





* Provisional. Í Non-foad agricuiturals. 
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frade, exchange rates and budgets 





Trade balance*, $bn _Current account E Exchange rate ___ Currency units Budget 

latest 12 $bn The Economist poll trade-weighted? per per per balance 

months latest 12 mths % of GDP, forecast May 9th year ago £ euro ¥100 % of GDP 

sive 20012 Sahat ago 
9 


dina iis <a ae a 
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Japan and United States imports fob, exports fob. All others cif/fob. 





my Emerging-market indicators 


Overview 


Consumer prices continued to fall in Ar- 
gentina in the year to April—the second 
straight year of deflation. The country’s 12- 
month trade surplus narrowed slightly in 
March, to $1.5 billion. Turkey’s inflation 
rate jumped to 48.3% in the year to April, as 
the impact of its devaluation started to feed 
through into prices. In the past two months 
alone, prices have risen by 17%. 


This week we add two financial indi- 
ces for emerging economies: for shares, 
Morgan Stanley Capital International’s 
Emerging Markets Free index; and for re- 
turns on bonds, J.P. Morgan Chase’s EMBI+. 
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Economy 
% change on year earlier Latest 12 months, $bn Foreigr 
GDP Industrial Consumer Trade Current reserves 
production prices balance account $bn, late 
China . +81 Q +12.1 Mar 
Hong Kong _ +68 0% 
India + 6.0 a 3 
Indonesia + 5.2 m 
Malaysia +65 œ 
Philippines 
Singapore 





South Korea oe +4, 
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Argentina 




























































+ 6.5 zoot 
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t33 4 
Turkey +83 046 
Czech Republic + 3.9 as 
Hungary +42 0 A 
Poland +24 06 + 2.8 Ma +62 Mar ves ae 
Russia +68 04 + 3.6 Mar +23.8 Mar +60.9 Mar +46.4 Q4 25.9 Mar 





*Excluding gold, except Singapore; IMF definition. tYear ending June. New series. 






















Financial markets 
Currency units __ Interest rates — Stockmarkets z % change on 
per $ per £ short-term May 9th Dec 31st 2000 _ 
May9th yearago May 9th % p.a. one in local ing 
week currency term: 
China 8.28 828 118 na 2,226.3 405 O +15 +S 
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Thailand ; : a : +15.8 
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7,421.0 
5427.2 +2 





























1.00 1.00 1.42 “ha 208.0 +19 +3.0 +3. 
“Inflation adjusted. TIn dollar terms. tEmerging Markets Free. $J,P. Morgan Chase's Emerging Markets Bond Index Plus. ** May 8th. 





Sources: National statistics offices, central banks and stock exchanges; Thomson Financial Datastream; EIU; Reuters; Warburg Dillon Read 
J.P Morgan Chase; Hong Kong Monetary Authority: Centre for Monitoring Indian Economy; FIEL; EFG-Hermes: Bank Leumi Le-Israel; Standar: 
Bank Group; Garanti Bank: Deutsche Bank; Russian Economic Trends. 


Data on more countries are available to subscribers on www.economist.com 









~ One global energy partner offers 
a world of commitment. 










RAJARCTAH & REPUBLIC 
PECHYANK ACH! 
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AEROPUERTO INTERNACIONAL 


No matter where we work, our goal is the same. To meet every commitment 
and deliver on every promise. Not only to each country but also to the people 
who live there. Maybe that’s why our oil, gas and chemical partnerships are so 


strong and lasting. When we give our word, our partners trust that we will keep it. 
Chevron 


The symbol of partnership. 


www.chevron.com 





a we 


Start today and have 


global CRM 
in 90 days 








Time is money. 
Everything you need. 
Everywhere you operate. 


In just 90 days 


ORACLE 


SOFTWARE POWERS THE INTERNET ™ 





For important details, conditions and limitations visit www.oracle.com/CRMin90 


